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FORT WASHINGTON FULL DISCRETION FIXED INCOME — 3Q2021
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PERFORMANCE HIGHLIGHTS

The Full Discretion Fixed Income strategy returned 0.07% (gross) in the third quarter, outperforming 
the Bloomberg Barclays U.S. Aggregate which returned 0.05%.

The strategy’s overweight to spread risk versus the benchmark detracted from returns, specifically 
due to an overweight risk position to Emerging Markets. EM spreads widened as inflation concerns 
and tightening monetary policy within EM countries and China’s regulatory crackdown pose concerns 
for global growth, particularly within EM countries.

 Emerging Markets Debt spreads widened 17 basis points, with spreads ending the quarter in the 
41st percentile on a historical basis. 

 Spreads for Investment Grade Credit widened 3 basis points, ending the quarter in the 21st 
percentile on a historical basis. 10 year BBB Industrial credit spreads widened 4 basis points, 
ending the quarter in the 11th percentile relative to historical levels.

 High Yield credit spreads widened 21 basis points, ending the quarter in the 8th percentile relative 
to historical levels.

Strong selection contributed to returns, specifically within Securitized Assets as outperformance 
within the sector was largely driven by spread effects in non-index sectors. Whole business ABS, 
CMBS, and CLOs were the top performers driven by carry and spread compression.  

Lastly, interest rate management detracted from returns as the strategy was positioned with a bias 
to be short duration relative the index, specifically in the long end of the curve. 
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MARKET OVERVIEW
The rapid, record-breaking economic recovery following 
the devastating COVID-19 pandemic finally showed signs of 
slowing during the third quarter. Risks to the economic recovery 
compounded during the quarter, shaking investor confidence and 
suggesting that the recovery might have tougher roads ahead. 
First, the Delta variant of COVID highlighted the risks that were 
still lingering from the catalyst of the pandemic as cases spiked 
and hospitals experienced an increase in admitted patients. The 
increase in cases also heightened supply chain woes, as businesses 
were shuttered in an effort to contain the highly contagious variant 
amid a continued shortage in labor. Second, even as growth in 
labor markets cooled, the Fed signaled that tapering their bond-
purchasing program “could soon be warranted”, recognizing 
overall improvements in the labor market while noting that recent 
inflation has been stickier than anticipated. Third, Evergrande, 
China’s largest real estate developer, dominated headlines as the 
firm struggled managing debt levels it had accumulated while 
undertaking development projects at an unsustainable pace 
throughout China. The clampdown on the real estate market 
comes off the heels of China’s effort to reign in technology 
giants and their influence on not only the economy, but also the 
broader population. Finally, the contentious political environment 
in the U.S. has made it difficult for congress to pass the Biden 
administration’s Infrastructure bill, which has already passed the 
Senate. The Progressive caucus within the Democratic Party has 
tied the passage of the Infrastructure bill to the approval of a much 
larger Reconciliation package totaling $3.5 trillion, essentially 
holding a vote on the Infrastructure bill hostage. Meanwhile, 
Republicans have threatened to block efforts to raise the debt 
ceiling, an event that would likely have catastrophic implications 
on the economy if not resolved. These squabbles have become 
commonplace in Washington, proving to be more political theater 
than real risks to markets.

The rise in COVID cases linked to the Delta variant had an 
immediate impact on job growth as change in non-farm payrolls 
for August came in well under expectations, adding only 235,000 
compared to an expected 733,000. However, even as growth in 
hiring slowed, job openings continued to surge. The July JOLTS 
report showed almost 11 million job openings, suggesting there is 
plenty of demand for labor. The Delta variant affected consumer 
spending as in person activity slowed with a reduction in foot 
traffic. As a result, consensus expectations for 2021 GDP growth 
were revised down by nearly a full percentage point, with median 
expectations now at 5.9%. The slowdown in growth could prove 

to be temporary, however, as cases have started to roll over while 
schools and businesses remained open amidst the resurgence. 

The commitment of Fed Chair Jerome Powell to the Fed’s new 
average inflation targeting framework was reinforced throughout 
the quarter. This approach allows inflation to run beyond the 
Fed’s long-term target of 2% to ensure accommodative policy 
to support the economic recovery. He also acknowledged that 
significant progress has been made on the jobs front for the Fed 
to consider tapering its purchases of Treasuries and mortgage 
backed securities later this year and ending mid-2022. At the same 
time, Powell emphasized that the bar for raising interest rates was 
considerably higher – namely, they would need to be confident 
the economy is operating close to full employment.

Meanwhile, the Fed’s preferred measure of inflation − the core 
PCE index − has surged to 3.5%. Powell contends it is mainly 
due to factors linked to global supply shortages that are likely 
temporary. However, he recently conceded that shortages could 
persist into next year, keeping inflation elevated longer than the 
Fed initially anticipated. 

Under China’s “Three Red Lines” rule to reign in excessive 
borrowing across its real estate industry, Evergrande found itself 
unable to tap into credit markets to cover liabilities, ultimately 
missing interest payments due on existing debt. Development 
across China has since come to a grinding halt and real estate 
valuations have plummeted. This poses a real problem to growth 
given that real estate makes up almost one-third of China’s GDP, 
which in turn will impact global growth prospects, particularly 
emerging markets. Recognizing this potential risk, emerging 
markets experienced a material sell-off in September with equities 
falling -4.0% while fixed income returned -2.3%. Whether this will 
be a “Lehman moment” for the Chinese economy remains to be 

Sector Analysis (Portfolio Exposure vs. Benchmark) Source: Bloomberg PORT. Sector Analysis chart is for illustrative purposes only; this 
illustrates the portfolio’s allocation of dollars (gold) and risk (blue) compared to the 
benchmark. Information is subject to change at any time without notice. Index is the 
Bloomberg U.S. Aggregate Bond Index. This should not be considered investment advice 
or a recommendation of any strategy, product, or particular security. See disclosures for 
important information about derivatives. This supplemental information complements 
the Full Discretion Composite Presentation.
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PORTFOLIO ACTIVITY
We are positioning portfolios to be short duration relative to 
benchmarks over the near term with a bias toward higher rates 
over the rest of the year. Risks to lower interest rates come from 
increased concerns over the global impact of coronavirus and 
worse than expected economic data. Risks to higher interest rates 
include higher than expected inflation, a shift in Fed policy, and 
expansionary fiscal policy.

Our positioning in securitized products reflects concerns about 
elevated rate volatility, but a favorable view on consumer credit 
and real estate fundamentals. To take advantage of this we 
continue to add non-index exposure in convex assets that are 
near the top of the capital structure, but in high quality off-the-run 
names where there is still a yield advantage. 

Within Investment Grade Credit, the strategy is positioned 
to outperform mainly driven by excess carry and downside 
avoidance. We are generally favoring down in credit for non-
cyclical sectors such as utilities, telecomm, and high quality banks 
while avoiding tight trading industrial sectors with M&A risk such 
as technology and pharmaceuticals.   

The strategy continues to have a modest allocation to U.S. dollar 
denominated Emerging Markets debt and will look to increase 
exposure to certain countries that were caught in the systemic sell-
off in September. We remain constructive in our outlook for EMD 
and EMD HY specifically on valuation grounds. Current valuations 
reflect near-term risks associated with concerns surrounding a 
potential slowdown in global growth and the Fed, however, the 
longer-term global growth outlook remains favorable. 

Target Risk Budget 40-50%: The pace of economic growth is 
somewhat slower than expected in the second half of 2021. 
Supply constraints continue to negatively impact growth and put 
upward pressure on inflation. Policy support will likely continue 
to be significant even as the Fed moves to taper asset purchases. 
Valuations reflect a positive long-term outlook and risk assets 
appear fully valued. We are comfortable with current risk levels as 
the foundation of long-term economic recovery remains strong, 
supported by accommodative financial conditions and strong 
consumer and business demand.
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Source: Fort Washington. This is for informational purposes only and should not be construed as investment advice. Outlook reflects subjective judgments and assumptions subject to change 
without notice. Unexpected events may occur, there can be no assurance that developments will transpire as forecast. Past performance is not indicative of future results. 

Factor Outlook Comments

Economic 
Growth Positive

• Consumer demand remains strong driven by solid job/wage growth and receding Delta wave
• Business spending and confidence remains solid amid supply constraints and concerns about China
• Labor and supply constraints continue to hold back growth; underlying demand is very strong
• Economic growth forecasts for 2021 have been revised downward, reflecting near-term issues
• Risks from Delta variant receding but supply chain issues likely to persist for somewhat longer 
• Supply constraints (labor and materials) limiting pace of rebound and putting upward pressure on prices
• Inflation risk modestly higher amid sustained supply chain issues and strong demand
• Risks to global growth elevated in the near-term due to slower growth in China

Financial 
Conditions Positive

• Financial conditions continue to be accommodative and are at the easiest levels since inception of the index
• Easy financial conditions provide a strong tailwind to economic growth and support risk assets

Valuations

Credit Neutral
• Credit valuations are generally fully valued with limited upside. Solid fundamentals and accommodative 

policy support current levels. Carry likely to be main driver of near-term returns. 

Equities: Neutral • Equity markets at fair value with limited margin of safety. Earnings likely to be main driver of returns. 

Rates: Neutral
• Interest rates reflect near-term risks and movement of Fed toward tapering, but are at risk to move higher if 

inflation pressures remain persistent

MACRO OUTLOOK (AS OF 09/30/2021)

Risk Budget

40 - 50%

The pace of economic growth has slowed and expectations fallen as the economic backdrop has become more 
complicated. Increased cases contributed to continued supply chain disruptions that have held back growth and put 
upward pressure on inflation. The Fed signaled it will soon look to begin tapering asset purchases due to substantial 
improvement to  labor market and inflation concerns. Inflation pressures that were expected to be mostly transitory have 
also shown staying power, largely driven by supply chain and labor constraints. Finally, slowing global growth, led by 
China regulatory crackdown, and corporate tax increases also pose concerns for the economic recovery.
Summary: Despite these risks, the demand picture remains robust. Consumer demand and business investment supports 
continued economic growth, and increased productivity could help offset wage gains, lessening inflation pressures. 
Infrastructure spending is also on the horizon, providing further support for the recovery. 

seen. Much may depend on how the Chinese government handles 
the fallout to prevent a contagion from spreading to other areas 
of the economy. 

After digesting these risks, performance for equities and fixed 
income was generally negative for the third quarter. Emerging 
Markets and U.S. small cap equities experienced the largest 
losses returning -8.0% and -4.4%, respectively. Large cap equities, 
represented by the S&P 500, posted modest returns of 0.6% and 

are now outperforming Mid- and Small-Cap equities year-to-date. 
Credit spreads were slightly wider for the quarter and interest 
rates were relatively flat. Fixed income markets continue to benefit 
from solid fundamentals, accommodative policy and financial 
conditions. Given the back up in spreads in Emerging Markets, 
opportunities are likely to arise in countries caught in the systemic 
widening that remain attractive on a county by country basis.
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COMPOSITE PERFORMANCE DISCLOSURES

3Q2021 YTD 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011

Full Discretion Fixed Income 
(Gross) 0.07% -0.77% 10.31% 11.09% -0.73% 4.51% 6.62% 1.11% 5.26% -0.93% 6.78% 10.09%

Full Discretion Fixed Income 
(Net) -0.03% -1.05% 9.92% 10.71% -1.08% 4.14% 6.21% 0.71% 4.85% -1.38% 6.30% 9.60%

Bloomberg Barclays  
U.S. Aggregate 0.05% -1.55% 7.51% 8.72% 0.01% 3.54% 2.65% 0.55% 5.97% -2.03% 4.22% 7.84%

Full Discretion Fixed Income 
3-Year Annual Standard 
Deviation1

-- -- 4.59% 2.76% 2.80% 2.76% 3.03% 3.06% 2.99% 3.06% 2.48% 3.00%

Bloomberg Barclays Aggre-
gate 3-Year Annual Standard 
Deviation1

-- -- 3.36% 2.87% 2.84% 2.78% 2.98% 2.88% 2.63% 2.71% 2.38% 2.78%

Dispersion2 -- -- -- -- — — — — — — — —

Number of Accounts ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5

Composite Assets  
($ millions) $1,877.2 $1,877.2 $1,643.3 $1,335.7 $1,163.6 $1,101.6 $607.0 $310.4 $308.9 $293.4 $297.5 $276.2

Total Firm Assets ($ millions) $73,949 $73,949 $65,086 $59,174 $49,225 $52,774 $45,656 $42,959 $45,002 $43,671 $42,465 $37,854

303 Broadway, Suite 1200 / Cincinnati, OH 45202 / 513.361.7600 / 888.244.8167 / fortwashington.com

This publication has been distributed for informational purposes only and should not be considered 
as investment advice or a recommendation of any particular security, strategy, or investment product. 
Opinions expressed in this commentary reflect subjective judgments of the author based on the current 
market conditions at the time of writing and are subject to change without notice. Information and 
statistics contained herein have been obtained from sources believed to reliable but are not guaranteed 
to be accurate or complete. Past performance is not indicative of future results. 
©2021 Fort Washington Investment Advisors, Inc.

Composite inception date: 10/01/07 and Composite creation date: 07/01/15. 1The 3-Year annualized ex-post standard deviation is calculated using monthly returns to measure the average 
deviations of returns from its mean. 2Dispersion is not calculated for years in which the composite contains five portfolios or less. Dispersion is calculated as the equal weighted standard deviation 
of returns for those portfolios held in the composite during the entire period. Past performance is not indicative of future results. Fort Washington’s Full Discretion Fixed Income strategy uses 
explicit measures of value and risk as a guide to investment decisions. Combined with intensive fundamental research, the portfolio management team believes this provides the best opportunity 
for excess return. The Full Discretion Composite includes all fixed income accounts above $50MM with the ability to invest in High Yield (at least 30%) and have the unrestricted ability to invest in 
Investment Grade Securities across all durations relative to the Bloomberg U.S. Aggregate. Accounts within this composite may also have the ability to hold derivatives. These investments, whether 
or not traded on an established market, include but are not limited to options, notional principal contracts, futures or forward contracts, VIX futures; and options on futures, forward contracts, or debt 
obligations. Investments made in derivatives are used in line with the portfolio’s risk exposure, allowing for the portfolio to reduce its exposure to an existing position or increase exposure within 
the portfolio’s guidelines. Derivatives involve risks in addition to the risks of underlying securities, including liquidity, interest rate, market, credit, and management. Investing in derivatives could 
lose more than the amount invested. Effective 10/26/18, the Full Discretion Fixed Income fee is 0.35% for the first $50 million, 0.25% on the next $50 million, and 0.20% for amounts in excess of 
$100 million for separate accounts. The benchmark for this composite is the Bloomberg U.S. Aggregate Bond Index. This benchmark covers the USD-denominated, investment grade, fixed-rate, and 
taxable areas of the bond market. Portfolios in this composite include cash, cash equivalents, investment securities, interest and dividends. Cash is maintained, within each separately managed 
account segment, in accordance with our asset allocation ratio. The U.S. dollar is the base currency. The specific securities identified and described do not represent all of the securities purchased, 
sold, or recommended. Returns are presented gross and net of management fees and include the reinvestment of all income. Gross returns will be reduced by investment advisory fees and other 
expenses that may be incurred in the management of the account. Net of fee performance was calculated using the actual management fees charged. Individual portfolio returns are calculated on 
a daily valuation basis. Past performance is not indicative of future results. Fort Washington Investment Advisors, Inc. (Fort Washington), a wholly owned subsidiary of The Western and Southern Life 
Insurance Company, is a registered investment advisor and provides discretionary money management to a broad range of investors, including both institutional and individual investors. Assets 
under management include all portfolios managed by Fort Washington and exclude assets managed by and marketed as its Private Equity business unit. Fort Washington claims compliance with 
the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS Standards. Fort Washington has been independently verified for 
the periods 7/1/94 - 12/31/20. The verification reports are available upon request. A firm that claims compliance with the GIPS standards must establish policies and procedures for complying with 
all the applicable requirements of the GIPS standards. Verification provides assurance on whether the firm's policies and procedures related to composite and pooled fund maintenance, as well as 
the calculation, presentation, and distribution of performance, have been designed in compliance with the GIPS standards and have been implemented on a firm-wide basis. Verification does not 
provide assurance on the accuracy of any specific performance report. Policies for valuing investments, calculating performance, and preparing GIPS Reports are available upon request. To receive a 
complete list and description of composites, contact Fort Washington by phone at 888.244.8167, in writing at 303 Broadway, Suite 1200, Cincinnati, Ohio 45202, or online at fortwashington.com.


