
 
 

Quarterly Strategy Review and Outlook – Q3 2018 

Newton Global Real Return Strategy 

Suzanne Hutchins, portfolio manager.  

 

This document is for institutional investors only. Please read the important disclosures at 

the end of this transcript. 

Transcription 

Performance Commentary 

In the third quarter of 2018, the strategy, the Real Return strategy, continued to develop very 

strong returns, following on from a strong second quarter and obviously after volatility in Q1. So 

what generated those positive returns in the third quarter? Well as you can imagine, it was the 

return-seeking core that generated most of the returns as equity markets moved higher, and 

obviously the S&P was one of the better-performing markets over the period, driven a lot by the 

‘FAANGs’ [leading technology stocks] and the technology sector.  

 

So within your portfolio, the strategy generated very good stock selection within the equity portion, 

and that did come from some of the areas of technology, but it tends to be more of the older types 

of technology and we’re not invested in the FAANGs of this world. Also what delivered positive 

returns was actually all the other parts of the return-seeking core – so we’ve got exposure to 

renewables, corporate debt – and also the emerging-market debt was positive. So looking at some 

of the offsetters, the stabilizing layer – obviously the derivative protection that we’ve got in the 

portfolio for insurance purposes did come at a slight cost, as did some of the government bonds 

that we’ve got in the portfolio, but overall we are very pleased with the returns. 

 

Activity Review 

In terms of activity for the third quarter for the Real Return strategy, there was not a significant 

change – I mean we are still very much in a cautious positioning mode as we have been for some 

years – but nevertheless the volatility in the market is creating some attractive opportunities, and 

we’re very alive to those, and with the liquidity in the portfolio – whether it’s through the cash or 

through the government bonds – actually provides the opportunity to invest when we get 

challenged times in markets.  

 

So if you look at the activity, the actual return-seeking core hardly changed over the period – it did 

go slightly upwards but the gross equity weight was unchanged, and we did actually reduce some of 

our emerging-market debt exposure in areas that actually have done quite well. So in terms of the 

stabilizing layer over the period we started to add to duration – government bonds in the portfolio – 

and as you know from our view about the world, we do believe ultimately we are in more of 

deflationary environment where ultimately risk assets will be under a lot of pressure. And as such, 

as you know, we’ve got duration – government bond exposure – in the areas of Australia and New 

Zealand, and given their proximity to China, which is obviously slowing down and is coming under 

more challenges, we do believe that it’s the government bonds in that region that should fare 

pretty well, and actually we’ve hedged the exposure back into the base.  

 

If you look at other areas within fixed income, we have been slowly adding to US Treasuries, and 



 
 

some of you might think that that’s a bit strange with the trajectory of the interest-rate path in the 

US upwards compared to other regions, but at certain yield levels – and obviously the 10-year US 

Treasury has sold off quite dramatically now as have the shorter end of the markets, we’ve seen a 

yield shift upwards – we’re starting to see value in that market, and whilst correlations in bonds and 

equities will at times move to one, there is a certain yield level where we think they are attractive, 

and over and above 3% in a currency like the US dollar is certainly looking more attractive. So we’ve 

been quite active in that space, but not changing our overall structural view about the backdrop.  

 

In terms of currencies, no major positioning difference; obviously sterling was quite weak over the 

period, and we have added to sterling across the strategy. Ultimately we do believe that the dollar 

is going to be stronger for longer, and the portfolio is pretty sensitive to US-dollar strength already.  

 

Investment Strategy and Outlook 

So moving onto the outlook for the strategy and as you know, we do take very much a long-term 

view but our views are very consistent and we haven’t changed our view and in fact, we are seeing 

very much evidence of the fact that we are closer to the end of the business cycle now. I know that 

we have been saying that for a few years, but certainly cracks are emerging, and whether it’s the 

volatility spike that we saw in February of this year or whether it’s the deterioration that we are 

seeing in the emerging markets or even what is going on in China, we do believe that that is starting 

to destabilize the markets, and with the liquidity backdrop tightening – and we are very much 

focused on liquidity flows, offshore dollar flows as well as obviously the interest-rate cycle as well.  

 

Now that is more challenging for the emerging markets, which are very heavily indebted, but also 

for the rest of the world, which is heavily indebted as well, and there is no doubt, I mean, whilst the 

US corporate earnings season is likely to be quite robust, you would expect that at the end of the 

business cycle. So we are seeing liquidity pressures arising, some inflationary pressures as well, the 

news sounds very optimistic, but it always does towards the end of a cycle, and with valuations 

extremely elevated we think it is very right to be more cautiously positioned, to have cash for that 

opportunity when you get the volatility in the market. Nevertheless, we are still very much focused 

on generating the objective of the strategy, which is obviously LIBOR +4% through the cycle, and we 

feel very excited by some of the opportunities that are starting to arise from these more volatile 

market conditions. 

This video was filmed on October 12, 2018 

Past performance is not a guide to future performance. Your capital may be at risk. The value of 

investments and the income from them can fall as well as rise and investors may not get back the 

original amount invested.  

Key Investment Risks 

• The performance aim is not a guarantee, may not be achieved and a capital loss may occur. 

Strategies which have a higher performance aim generally take more risk to achieve this and so 

have a greater potential for the returns to be significantly different than expected. 

• This strategy invests in global markets which means it is exposed to changes in currency rates 

which could affect the value of the strategy. 



 
 

• The strategy may use derivatives to generate returns as well as to reduce costs and/or the 

overall risk of the strategy. Using derivatives can involve a higher level of risk. A small movement 

in the price of an underlying investment may result in a disproportionately large movement in 

the price of the derivative investment. 

• Investments in bonds are affected by interest rates and inflation trends which may affect the 

value of the strategy. 

• The strategy holds bonds with a low credit rating that have a greater risk of default. These 

investments may affect the value of the strategy. 

• The strategy may invest in emerging markets. These markets have additional risks due to less 

developed market practices. 

• The strategy may invest in investments that are not traded regularly and are therefore subject to 

greater fluctuations in price. 

 

Investment Performance 
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Newton Global Real 

Return (gross) 
4.07 -0.46 9.55 0.20 5.87 

Newton Global Real 

Return (net) 
3.40 -1.10 8.85 -0.45 5.18 

Performance aim 5.90 5.00 4.45 4.19 4.16 

The strategy aims to deliver a minimum return of cash (one-month U.S.-dollar LIBOR) +4% per 

annum over 5 years before fees. In doing so, the strategy aims to achieve a positive return on a 

rolling 3-year basis. The gross performance figures do not reflect the deduction of investment 

advisory fees. The net-of-fee returns are calculated by deducting a model investment advisory fee of 

0.65% (using the maximum investment advisory fee as determined by the investment advisor fees as 

described in Part 2 of our Form ADV, which can be found via newtonim.com or obtained upon 

request) from the composite gross-of-fee returns. However, individual fees are applied on an 

account by account basis. The client’s return will be reduced by the advisor fees and any other 

expenses it may incur in the management of its investment advisory account. 

Source: Newton Global Real Return strategy, total return, income reinvested, gross and net of fees, in USD, September 30, 

2018. 

 

Important Information 

This is a financial promotion. ‘Newton’ and/or the “Newton Investment Management” brand refers 



 
 

to the following group of affiliated companies: Newton Investment Management Limited, Newton 

Investment Management (North America) Limited (NIMNA Ltd) and Newton Investment 

Management (North America) LLC (NIMNA LLC). NIMNA LLC personnel are supervised persons of 

NIMNA Ltd and NIMNA LLC does not provide investment advice, all of which is conducted by NIMNA 

Ltd. NIMNA LLC and NIMNA Ltd are the only Newton companies to offer services in the U.S. In the 

UK, NIMNA Ltd is authorized and regulated by the Financial Conduct Authority in the conduct of 

investment business and is a wholly owned subsidiary of The Bank of New York Mellon Corporation. 

Registered in England no. 2675952. NIMNA Ltd is registered as an investment adviser under the 

Investment Advisers Act of 1940. NIMNA Ltd investment business described in Form ADV, Part 1 and 

2, which can be obtained from the SEC.gov website or obtained upon request. Certain information 

contained herein is based on outside sources believed to be reliable, but their accuracy is not 

guaranteed. Unless you are notified to the contrary, the products and services mentioned are not 

insured by the FDIC (or by any governmental entity) and are not guaranteed by or obligations of The 

Bank of New York or any of its affiliates. The Bank of New York assumes no responsibility for the 

accuracy or completeness of the above data and disclaims all expressed or implied warranties in 

connection therewith. © 2006 The Bank of New York Company, Inc. All rights reserved. 

Personnel of certain of our BNY Mellon affiliates may act as: (i) registered representatives of MBSC 

Securities Corporation (in its capacity as a registered broker-dealer) to offer securities, (ii) officers of 

the Bank of New York Mellon (a New York chartered bank) to offer bank-maintained collective 

investment funds and (iii) associated persons of MBSC Securities Corporation (in its capacity as a 

registered investment adviser) to offer separately managed accounts managed by BNY Mellon 

Investment Management firms. 

This video is for informational purposes and should not be taken as a recommendation to purchase 

any individual securities. Newton closely monitors its positions and may make changes to the 

portfolio’s investment strategy when warranted by changing market conditions. If a security’s 

underlying fundamentals or valuation measures change, Newton will re-evaluate its position and 

may sell part or all of its position. There is no guarantee that, should market conditions repeat, this 

security will perform in the same way in the future. There is no guarantee that the opinions 

expressed herein will be valid beyond the date of this video. There can be no assurance that the 

strategy will continue to hold the same position in companies described herein, and the strategy 

may change any portfolio position at any time. 

Material in this publication is for general information only. The opinions expressed in this document 

are those of Newton and should not be construed as investment advice or recommendations for any 

purchase or sale of any specific security or commodity. Any reference to a specific country or sector 

should not be construed as a recommendation to buy or sell this country or sector. Please note that 

strategy holdings and positioning are subject to change without notice.  


