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WHY THIS MARKET ISN’T BAD NEWS FOR EVERY BOND FUND 
  
By Jason Conway, BNY Mellon Investment Management  

European Central Bank (ECB) and Bank of Japan bond buying initiatives could cause a shortage of bonds and 

drive downward pressure on yields, while the current negative interest rate environment creates significant new 

investor opportunities, according to Paul Brain, head of fixed income at BNY Mellon boutique Newton  

Assessing the impacts of sustained negative interest rate policy on global bond markets, Brain pointed to 

growing interest rate divergence across markets, an abundance of cheap liquidity supporting some specific 

credits, and said the current market presented a favourable environment for active bond investors.  

On the likely impact of market divergence, he said: “Global interest rates are about to diverge, with a few 

countries looking to raise rates and others cutting rates. Not only will there be interest rate divergence but there 

will be significant opportunities to add value in sector and bond selection and an active fund manager will have 

an advantage in these market conditions.” 

Brain added that anticipating key trends, a dynamic approach to credit and sector selection, and robust risk 

assessment were also key to success in the current market.  

Commenting on likely market conditions ahead, including the impact of the global debt burden and the ongoing 

influence of central bank intervention in Europe and Japan, he added: “With the debt burden the outlook could 

come to resemble the post-World War II period, with rates anchored at a low level helped by central bank 

influence.  

“From a bond market perspective, the shortage of high-quality bonds looks set to intensify over the next two 

years as the ECB ramps up its buying and the Bank of Japan continues its bond buying programme. The 

absence of global inflation allows this effect to be transmitted across the global bond markets.” 

Europe’s future 

Meanwhile, on wider economic prospects across the region, Brain said economic surprises were trending 

Europe’s way, with growth showing gradual signs of improvement and current accounts moving strongly into 

surplus.  

“Europe is closer to recovery than many believe. Lending is not as negative as it was and borrowing rates are 

more uniformly low, though the ECB’s QE programme will have less effect than the those in the UK and the US 

due to low rates and difficulty in getting it out into the real economy,” he said. 

Assessing UK prospects Brain believes a rate rise is possible later in the year but also pointed to likely 

uncertainty over the UK general election in the short-term. 

Finally, looking at US prospects, Brain cited growing confidence in the domestic economy and falling 

unemployment levels. Considering the likelihood of US interest rate rises later this year he said: “Many are 

interested in whether the Fed will raise interest rates this year. If the data is strong and if unemployment 

continues to fall through 5% and wages rise towards 3% then the Fed will most likely find room to raise rates.” 

“Come June it will most likely be touch-and-go, but we believe the Fed will look to a modest interest rate rise at 

that point followed by another rise at some stage, perhaps later in the year. However we also expect weak global 

growth and negative headline inflation will keep the peak in rate rises low,” he concluded. 
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The value of investments and the income from them is not guaranteed and can fall as well as rise due to stock market and 

currency movements.  When investments are sold, investors may get back less than they originally invested. 

This is a financial promotion for Professional Clients. In Switzerland, this is for Regulated Qualified Investors and Qualified 

Investors only. This is not investment advice. Any views and opinions are those of the Investment Manager, unless otherwise noted. This 

material may not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances in which such offer or 

solicitation is unlawful or not authorised. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation. BNY Mellon 

Investment Management EMEA Limited (BNYMIM EMEA), and any other BNY Mellon entity mentioned are all ultimately owned by The Bank 

of New York Mellon Corporation. BNY Mellon Investment Management EMEA Limited is the distributor of the capabilities of its investment 

managers in Europe (excluding funds in Germany), Middle East, Africa and Latin America. . Issued in the UK and Europe (ex-Germany and 

Switzerland) 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. Issued as at 06-05-

2015. CP15088-06-11-2015(6M). 


