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We recently had a conversation with Brian Kennedy who, along with Elaine Stokes, Dan Fuss, and Matt Eagan, serves as 
a portfolio manager of Loomis Sayles Bond. The discussion served to provide an update on the fund’s positioning and 
to get the team’s view on the current market environment.

Current Environment & Opportunity Set

Loomis Sayles Bond continues to be conservatively invested relative to its own historical allocations. The fund’s du-
ration (a measure of interest rate risk) of around 3.6 years—though up slightly from a year ago—is near the low end 
of the fund’s historical range. Liquid reserves (cash and short-term government securities that could be deployed in 
short order should the team find compelling investment ideas) currently account for around 22% of the portfolio. 
This conservative stance has been generally consistent over the past two years or so, and it reflects the uncertainty 
of government policy actions (such as the ongoing trade dispute with China), the overall high-valuation environment 
across asset classes and sectors, and specific geopolitical concerns that could disrupt the global status quo should 
they simmer over (as examples, the team has been closely watching the developments in the South China Sea and 
North Korea for some time). 

Kennedy says despite the team’s concerns about the slowdown in global economic growth outside the United States, 
they have been encouraged that many central banks around the world have responded by either providing stimulus or, 
in the case of the Federal Reserve, speaking in more dovish terms. The team believes growth is still evident in the United 
States, where employment reports continue to be largely positive; consumers, as a group, remain relatively strong; and 
inflation is not a concern. As a result of this growth, Kennedy says, “We’re not in the camp [that believes] there’s a [U.S.] 
recession coming in the next 12 to 18 months.”

Macro considerations have always been part of the team’s analysis, shedding light on which phase of the business 
cycle the market likely is in and formulating a view of the broader risks to be aware of. But the team’s primary focus is 
fundamental, bottom-up research to uncover undervalued securities and/or sectors. An area where the team remains 
significantly invested is high-yield credit. As of the end of February, roughly a quarter of the fund was allocated here. 
Kennedy refers to the combination of non-risky liquid reserves and high-yield as a “barbell of sorts” in the portfolio. The 
allocation to high-yield is relatively large by historical standards—it’s near the top of its range for the past 15 years—but 
Kennedy is comfortable given the team’s view that corporate defaults should remain low in the foreseeable future (a 
byproduct of the expected continued U.S. economic growth).

The team is generally avoiding the lowest-quality high-yield securities. Kennedy says this level of prudence is “an ac-
knowledgement that we are late in the expansion.” He points to the potential volatility of lower-quality CCC-rated is-
sues, as witnessed recently in December 2018 when these securities fell sharply and were down around 9% for the 
fourth quarter. Given the risk of relatively higher price declines in the CCC space, Kennedy says, “We’re not getting paid 
yet to be lower in quality.”

Relative to other fixed-income sectors, the team finds the yield on the broad high-yield index to be attractive (the index 
currently yields around 6.5%). Kennedy notes that after baking in a benign expected default rate, these securities still offer 
around a 5.5% return for the year assuming spreads don’t change much from this point. The team continues to find op-
portunities on a bond-by-bond basis, aware that, over time in the high-yield market, most of a security’s return is derived 
from the income component. Kennedy says, given the economic backdrop in the United States, “If you can collect carry 
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and avoid defaults, there is still some return potential [within high-yield].” Technicals 
also remain favorable; the team expects 2019 to be the fifth consecutive year of net 
negative issuance of high-yield credits, which could lead to continued strong demand 
relative to supply.

Investment Philosophy & Process

Loomis Sayles Bond is an eclectic bond fund that invests in securities across the entire 
fixed-income universe, both domestic and foreign. The fund’s goal is total return, and it 
seeks both capital appreciation and current income via corporate and government se-
curities. The co-managers are long-term, contrarian investors who often invest in out-
of-favor market segments. Though the fund seeks to maintain an investment-grade 
rating overall, the fund may invest up to 35% of assets in non-investment-grade bonds 
(i.e., “junk” bonds), up to 20% in equities (with a 10% cap on common stocks), and up 
to 20% in foreign securities (not including Canada), including emerging markets. 

The managers favor bonds with coupon rates below current market rates that there-
fore sell at a discount to par. The fund has a bias toward intermediate- and long-
term securities, and its average maturity has tended to be equal to or longer than 
its Barclays U.S. Government/Credit benchmark. The fund does not make aggres-
sive bets on short-term changes in interest rates, but the duration may be adjusted 
based on cyclical or secular interest rate trends. 

Highlighted Positions

As mentioned above, the fund can and often does own equity stakes to a limited de-
gree. In the fourth quarter of 2018, the team made a roughly 3% allocation to AT&T 
common stock, adding to an existing 2%-plus position in the company’s corporate 
bonds. This purchase speaks to the team’s value-conscious mindset when seeking in-
dividual securities. When they bought the stock, the equity market—including AT&T’s 
stock—had experienced a selloff and the stock’s dividend yield approached 7%. Ken-
nedy says this level is about 200 basis points (bps) higher than what the corporate 
bonds yield, and this relatively high dividend yield makes the stock attractive even if 
the stock price doesn’t increase substantially over the near term. 

The team believes AT&T’s outlook is stable-to-improving, as it has likely complet-
ed major acquisitions for the time being. While the company recently acquired 
Time-Warner for $85 billion, significantly increasing AT&T’s debt load, the Loomis 
Sayles investment team expects it to deleverage its balance sheet over time given 
its considerable cash flow. Kennedy says the company could generate cash flow of 
about $29 billion this year, which if maintained into the future, can be directed to 
both deleveraging the balance sheet and maintaining the company’s dividend. The 
company is currently rated investment-grade (BBB) by the major ratings agencies, 
and Kennedy says the bonds could be upgraded to single-A should the deleverag-
ing story play out as expected, thus potentially increasing the value of the bonds 
owned. 

The team views the Time-Warner acquisition as “a great cash flow enhancer” over 
time. Kennedy believes Time-Warner’s creative content (the firm’s content includes HBO, CNN, and DC Comics) will com-
plement AT&T’s distribution network and generate the strong cash flows needed to benefit both the company’s balance 
sheet (via deleveraging) and equity valuation. However, Kennedy admits execution risk is something the team had to get 
comfortable with. He says, “That’s always at the forefront when you merge cultures. You’re merging a phone company 
culture with a content creator culture, and I think those can be very different.” Ultimately, the team is confident in manage-
ment’s ability to execute the integration effectively.

Source: Litman Gregory Analytics
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We also discussed the portfolio’s non–U.S. dollar exposure, 
which represents around 19% of the fund’s assets (near the 
15-year low exposure of 18.6%). Even though the market to-
day has a lower expectation for Fed rate hikes, interest rates 
in the United States are relatively high by global developed 
market standards. Kennedy says, “This is really more of a 
dollar strength story in the face of very low rates around the 
world.” The team’s view that growth in the United States is 
likely to remain relatively strong also plays into this posi-
tioning. Even if U.S. growth is slow, the team believes the 
dollar is not in danger of falling sharply relative to other cur-
rencies.

The largest foreign currency positions currently are the Mex-
ican peso, closely followed by the Canadian dollar (each 
around 5.5% of the portfolio). The team has been partial 
to these currencies for some time, partly due to their close 
relationships with the growing U.S. economy. Kennedy also 
points out that Mexican government bonds are priced at at-
tractive yields; the 10-year bond currently yields around 8%. The team is cognizant of the risks inherent in emerging 
markets but have confidence in Mexico due to its growing economy, its aforementioned relationship with the United 
States, and its new president, Andrés Manuel López Obrador, who has come across as a pragmatic leader since taking 
office. The Canadian position has decreased notably over the past several years (it had been over 10% in mid-2016). A 
major reason for the declining position is the team’s lower confidence in the Canadian government’s fiscal manage-
ment. With the Liberal government’s greater focus on social programs and increased government spending, the re-
sult has been deficit spending, which has lowered the team’s confidence. Part of the reduction in exposure has been 
achieved by allowing short-term Canadian bonds to mature.

Performance Analysis & Opinion

We use a blended benchmark of two-thirds Bloomberg Barclays U.S. Aggregate Bond Index and one-third BofA/Merrill 
Lynch U.S. High Yield Cash Pay Index to evaluate this fund. A major reason for a custom benchmark is the fact that the 
fund can invest up to 35% of its assets in high-yield bonds, and we think this benchmark best represents the fund’s 
typical opportunity set. That said, we recognize there is no perfect single index against which to compare a fund whose 
investment universe encompasses such a broad range of fixed-income sectors (as well as a small allocation to mostly 
dividend-paying equities). Neither component of our blended index has a large allocation to foreign bonds or curren-
cies, further contributing to tracking error in the fund’s relative performance.

Despite weak relative short-term performance due largely to equity and high-yield security selection, Loomis Sayles 
Bond has delivered strong long-term results. Over the one-year period (ending 3/31/2019) the fund returned 1.98%, 
which compares to 5% for our internal blended benchmark. Over longer time periods, however, performance has gen-
erally been stronger. Over the trailing three-year, five-year, and 10-year periods, the fund has outperformed by 87 bps, 

Source: Litman Gregory Analytics

Source: Litman Gregory Analytics



4 LITMAN GREGORY PORTFOLIO STRATEGIES

underperformed by 93 bps, and outperformed by a significant 247 bps, respectively. Given the fact that the investment 
team seeks out-of-favor sectors and securities, it is not unusual for this strategy to endure short-term periods of under-
performance.

Considering the fund’s flexible mandate and the typical multiyear time horizon for investments made by its manage-
ment team, we prefer to evaluate the returns of Loomis Sayles Bond over rolling multiyear periods. In this context, the 
fund has performed very well historically compared to the blended benchmark. Since the fund’s inception on May 16, 
1991, through March 31, 2019, the fund has outperformed in 76% of all rolling three-year periods, 87% of all rolling five-
year periods, and 100% of all rolling 10-year periods. The fund’s long-term outperformance has been accompanied by 
relatively high volatility (as measured by standard deviation). Over the past 15 years (ending 3/31/19), the fund’s annu-
alized standard deviation has been 8.20% compared to the blended benchmark’s standard deviation of 5.17%. 

Investors in the fund have, over the past few years, been reminded of its potential for losses, occasionally severe 
ones, during periods of elevated market volatility. The fund saw a loss of 6.86% for the 2015 calendar year, for exam-
ple, underperforming the blended benchmark by over 500 bps. The fund’s worst 12-month return was a nearly 28% 
decline, which occurred in the period ending November 2008. Patience is essential because shareholders have histor-
ically been rewarded for holding throughout such periods, as the fund tends to post strong performance coming out 
of downturns. In the 12-month period following the worst 12-month loss, the fund gained 47.3%.

With yields currently low across fixed-income sectors, we continue to believe investors should moderate their return 
expectations for Loomis Sayles Bond, and fixed-income in general. We think the fund’s annualized 8.73% return since 
inception (through 3/31/19) could be tough to repeat until yields get back to higher levels. We remain confident that 
the fund will outperform the blended benchmark as well as the Bloomberg Barclays U.S. Aggregate Bond Index over our 
five-year time horizon.

Our conviction in Loomis Sayles Bond rests on the skill, experience, and discipline of the entire portfolio management 
team, supported by deep resources in credit research, macroeconomic analysis, and risk management. We have now 
had several discussions with Kennedy in his capacity as co-portfolio manager, and we have confidence that he is on 
equal footing with the more seasoned managers of the strategy. The recent discussion reaffirmed our confidence in 
the team’s long-term fundamental, value-driven focus on security selection. Dan Fuss clearly remains engaged with 
management of the fund, and at around 85 years old, his potential retirement is certainly a factor to consider. However, 
we have made it a priority to get to know the other three portfolio managers better over the past many years. We have 
found all the managers to be thoughtful and knowledgeable with respect to portfolio holdings, risk management, and 
the economic environment. 

Loomis Sayles Bond remains Recommended and a meaningful holding across our balanced portfolios.

—Alistair Savides, CFA

Note: These materials are intended for the use of investment professionals only and may contain information that is not 
suitable for all investors. This presentation is provided by Litman Gregory Asset Management, LLC (“Litman Gregory”) for 
informational purposes only and no statement is to be construed as a solicitation or offer to buy or sell a security, or the 
rendering of personalized investment advice. There is no agreement or understanding that Litman Gregory will provide in-
dividual advice to any investor or advisory client in receipt of this document. Certain information constitutes “forward-look-
ing statements” and due to various risks and uncertainties actual events or results may differ from those projected. Some 
information contained in this report may be derived from sources that we believe to be reliable; however, we do not guaran-
tee the accuracy or timeliness of such information. Past performance may not be indicative of future results and there can 
be no assurance the views and opinions expressed herein will come to pass. Investing involves risk, including the potential 
loss of principal. Any reference to a market index is included for illustrative purposes only, as an index is not a security in 
which an investment can be made. Indexes are unmanaged vehicles that do not account for the deduction of fees and ex-
penses generally associated with investable products. A complete list of LGAM’s investment recommendations for the prior 
12 months is available upon written request. For additional information about Litman Gregory, please consult the Firm’s 
Form ADV disclosure documents, the most recent versions of which are available on the SEC’s Investment Adviser Public 
Disclosure website (adviserinfo.sec.gov) and may otherwise be made available upon written request.


