
 

September 2016 
For Professional Clients and, in Switzerland, Qualified Investors 

 
 
 
 

WHAT IS GLOBAL REAL RETURN’S NEXT MOVE?  
The ineffectiveness of quantitative easing is becoming clear so investors should re-evaluate their positioning, 
says Aron Pataki portfolio manager at BNY Mellon boutique, Newton.     

The Newton Real Return team is poised to re-position the strategy in anticipation of a shift from quantitative 
easing (QE) initiatives towards fiscal stimulus, says Aron Pataki, portfolio manager of the Dublin-domiciled 
Global Real Return Fund. 

Over recent months, Pataki says, the market has come around to the team’s thinking about the inefficacy of QE 
and its apparent failure to jumpstart global growth since the financial crisis. 

“If you flood the world with copious US dollar liquidity, it has an impact on both demand and supply. This is 
something policymakers did not consider prior to implementing QE. Some of the dollar liquidity created in the US 
leaked out and went into different areas, including emerging markets, which allowed companies to build out 
more capacity,” he adds. 

According to the team, there has been insufficient demand to absorb this capacity which means companies are 
losing pricing power. Says Pataki: “This coupled with rapid technological change and increased completion, 
leads us to believe a deflationary rather than inflationary environment is more likely going forward.” 

Shifting sands 

So there is a wider acknowledgement of the unintended consequences of QE and intimation from certain circles 
that there could be a move from using monetary policy to attempt to manipulate the economy towards more 
fiscal spending, particularly on infrastructure projects. However, in some countries the hurdle rate for additional 
stimulus is high, says Pataki. 

In the US for example, to go from expectations for a rate hike to more stimulus (of whatever nature) in a short 
space of time would not be particularly palatable. “For this reason we think we have longer to wait before we 
need to move our positioning in US assets to reflect a journey towards looser monetary policy.” 

Pataki predicts central bank-sponsored fiscal policy would have a different impact on risk assets compared with 
QE, which served to push down bond yields, support equity prices and push up valuations, in his opinion. 

“If increased fiscal spend is the next step in supportive policy we think infrastructure spending in targeted areas 
will increase. This means within the equity market there could be some pockets that benefit more than others – 
construction, building and materials firms, for example.” 

The Real Return strategy has between 2.2% and 2.6% in infrastructure (the exact figure depends on which 
currency and share class is held) and around 1% in renewables.  It also holds around 6% in utilities and 
infrastructure related securities and nearly 5% in industrials.1 

So far the allocation to construction and materials is small, although the strategy does have allocation to REITs.  

In the second half of last year the team de-risked the strategy by reducing gross exposure to equities, increasing 
direct equity hedging and doubling the duration from two years to around four at the fund level. These steps 
proved helpful in the first seven months of 2016 when volatility was marked and the strategy demonstrated 
strong capital preservation compared to the broader market. 

                                                      
1
 Source: Newton, as at 30 June 2016 
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More recently, the team has also taken advantage of significant market moves to tactically trade its exposure to 
long-duration (primarily US) government bonds and add to some short-dated US Treasuries for cash 
management purposes. 

Pataki says: “Although we are not currently concerned that inflation is a significant risk, the recent 
implementation of some put options on the US long bond future and similar positions on the euro-bund future 
should, we believe, offer protection should inflationary concerns materialise further out. 

What next? 

Pataki says the team is cognisant that with the slight recovery in the oil price and the potential for further 0.25% 
rate rise in the US before the end of the year the deflationary theme might have muted impact on the remainder 
of 2016. 

The team’s view remains that long duration assets will do well over the longer term. In the government bond 
allocation within the strategy the duration is around 10 years but the team has recently trimmed exposure to the 
US long bond due to the increasing rhetoric from the Federal Reserve surrounding intentions for a rate hike. It 
has also reduced exposure to five-year Treasuries. The team is positive on conventional government bonds 
particularly in countries such as Australia and New Zealand where there is room for further rate cuts – this tends 
to benefit long duration assets. 

Corporate bond exposure within the strategy’s return seeking core is between 3.1% and 3.4% as the team 
believes this is one asset class that could see a lot of volatility.  

Going gold 

The team maintains an allocation of around 12% to gold through a gold ETC and gold mining equities. “Holding 
gold miners provides you with geared exposure to the price of gold to the tune of one to three. To get the same 
exposure through physical gold only you would tie up a lot of cash, the equivalent exposure without miners 
would require us to hold almost 20% in a gold ETC. After a strong run we trimmed some of our larger cap gold 
miners because overall exposure had drifted up to 7% in May. We took it back to 6% in June and reallocated 
some of the proceeds into physical gold to take some of the gearing out,” explains Pataki.  

“We hold gold because it is a good hedge against policy errors and tail events. We think it makes sense to hold a 
real asset that cannot be printed or debased. The team is bullish on the gold price because fiat money can be 
devalued at the whims of central bankers and policymakers.” 
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IMPORTANT INFORMATION  

The value of investments can fall. Investors may not get back the amount invested. For Professional Clients and, in 
Switzerland, for Qualified Investors only. This is a financial promotion and is not investment advice. Investments 
should not be regarded as short-term and should normally be held for at least five years. 

For a full list of risks applicable to this fund , please refer to the Prospectus.  Investors should read the Prospectus 
and KIID for each fund in which they want to invest.  Go to www.bnymellonim.com 

In Germany, this is for marketing purposes only. In Germany, the prospectus is available from BNY Mellon Investment 
Management EMEA Limited, German branch, MesseTurm Friedrich-Ebert-Anlage 49, 60308 Frankfurt am Main, Germany. 

In Austria, the current Prospectus and the Key Investor Information Document are available free of charge from Raiffeisen 
Zentralbank Österreich Aktiengesellschaft, Am Stadtpark 9, A-1030 Vienna. 

Issued in France by BNY Mellon Investment Management EMEA Limited (BNYMIM EMEA). BNYMIM EMEA is an English 
private limited company with company number 01118580, having its French branch at 7 rue Scribe, 75009 Paris, France 
registered with the RCS de Paris (510818644).  BNYMIM EMEA is authorised and regulated by the Financial Conduct 
Authority (25 The North Colonnade, Canary Wharf, London E14 5HS, United Kingdom) and its French branch is subject to 
limited supervision by the French Autorité des Marchés Financiers and the French Autorité de Contrôle prudentiel et de 
résolution. In Italy, before subscribing you should read the Prospectus and the Key Investor Information Documents. Both of 
these documents are available on our website www.bnymellonim.com. In Spain, BNY Mellon Global Funds is registered with 
the CNMV, Registration No. 267. In Switzerland, the Company is established as an open-ended umbrella type investment 
company under Irish law and the Sub-Funds are authorised by FINMA for distribution to non-qualified investors in or from 
Switzerland. The Swiss representative is Carnegie Fund Services S.A., 11, rue du Général-Dufour, 1204 Geneva. The Swiss 
paying agent is Banque Cantonale de Genève, 17, quai de l’Ile, 1204 Geneva. Investors in Switzerland can obtain the 
documents of the Company, such as the Prospectus, the KIIDs, the Memorandum and Articles of Association, the semi-
annual and annual reports, each in their latest version as approved by FINMA, in German, and further information free of 
charge from the Swiss representative. 

[The Fund is a sub-fund of BNY Mellon Global Funds, plc, an open-ended investment company with variable capital (ICVC), 
with segregated liability between sub-funds. Incorporated with limited liability under the laws of Ireland and authorised by the 
Central Bank of Ireland as a UCITS Fund. The Management Company is BNY Mellon Global Management Limited (BNY 
MGM), approved and regulated by the Central Bank of Ireland.  Registered address: 33 Sir John Rogerson’s Quay, Dublin 2, 
Ireland. 

Any views and opinions are those of the investment manager, unless otherwise noted.  Newton Investment Management 
Limited (Newton) is authorised and regulated by the Financial Conduct Authority.  Newton, BNY Mellon Centre, 160 Queen 
Victoria Street, London EC4V 4LA. Registered in England No. 1371973. BNY Mellon is the corporate brand of The Bank of 
New York Mellon Corporation and its subsidiaries. 

Issued in UK and Europe (excluding Swizerland) by  BNY Mellon Investment Management EMEA Limited, BNY Mellon 
Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the 
Financial Conduct Authority.  

Issued in Switzerland by BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, Switzerland. Authorised 
and regulated by the FINMA. INV00420 Exp. 16 October 2016. 


