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A structural regime change
Structural shift – the end of the Washington consensus
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Powerful forces at work

Central bank policy framework reviews are leading to the  targeting of higher inflation 

Increased role of stimulative fiscal policy, outside of countercyclical stabilisation 

Growing appetite for an increased role for government in the management of economies

Larger government deficits

Monetisation of government debt

Erosion of free trade, in favour of greater localisation 



Possible Implications
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End to 40 years of structural disinflation = higher inflation 

Rising government bond yields, the end of the 40-year bond bull market 

Need for alternative ways to hedge 

Implication for equity valuations 

Opportunities for more investment in Real assets 



A fast-evolving backdrop
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Source: Newton, 2020. A dynamic approach required
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Outlook

For information purposes only and not meant to be guarantees of any return
or outcome, or construed as investment advice or a recommendation.

THE FIXED INCOME ASSET 
CLOCK WILL KEEP ON 
MOVING ROUND

CENTRAL BANKS LOOSEN POLICY

▪ Govt. Bond           EM           HY

2023

ECONOMIC OUTLOOK DETERIORATES

▪ Govt. Bond           EM           HY

▪ Rising corporate stress results in HY 
underperforming EM

2022 - 2023

GROWTH

▪ Accommodate monetary and / or 
fiscal policy

▪ Govt. Bond           EM           HY

▪ EM and HY significantly outperforming 
Govt. Bond

CENTRAL BANKS CHANGE DIRECTION

▪ Govt. Bond           EM           HY

2022
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The Future of Bonds
Green, social, sustainability and development agency bonds

6

GREEN BONDS Use of proceeds bonds focused on projects with environmental benefits

SOCIAL BONDS Social outcomes

SUSTAINABLE 
BONDS

Combination of green and social projects

SUSTAINABILITY-
LINKED BONDS

Characteristics vary depending on whether the issuers achieve predefined 
sustainability/ESG objectives. Step-up in the coupon if not met

DEVELOPMENT 
AGENCY BONDS

The development agencies bonds can be regarded as being for environmental 
and/or social purposes and generally have a high credit quality



Reference section



Ideas
A distorted backdrop creates a rich set of opportunities
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Source: Newton, 31 December 2020.

High Yield Corporates

Emerging Market Sovereigns

Government Bond
Given central bank distortions the principal use of the government bond market is to 
hedge other risk assets. The US Treasury market is the best place to use for this purpose

Long Italian/Spanish bonds/ Short German bonds – Spreads to compress as monetary 
policy stays loose

Diversify into a variety of other developed government bonds with steeper yield curves

Some exposure to inflation linked securities with a view to adding more through the 
year

Currency allocation

Investment Grade Corporates

Preference for BBs to B or CCC – Expecting a prolonged and elevated default cycle 
unlike prior ones

Shorter maturities and businesses with more flexibility –
Steady total return over the next couple of years

Seek opportunities in Fallen Angels as they enter the HY space

Sectors favoured – Telcos, Media, CoCos and Industrials

Reduced low spread long duration credit – vulnerable in the event of a v-shaped 
rebound

Increasing cyclicality in the mix – from a low base

Minimal potential fallen angels – very little BBB- exposure prone to “gap risk”

Long high quality local currency markets characterised by elevated real yields – Post 
vaccine developments the search for carry and yield has accelerated. Local EM 
characterised by steep yield curves (roll down), and possibility for currency appreciation 
in conjunction with increased demand for the asset class. Idiosyncratic unexpected 
inflationary episodes would be a primary concern

Diversified basket of hard currency issuers – Potential for continued low global rates, 
recovery based global stimulus packages, and return of portfolio capital flows to lower 
rated names provide a tailwind to the asset class as a whole. This provides us with 
confidence to rebuild small positions in lower rated credits. Changes to USD global 
liquidity and G7 interest rate expectations may cause revisions to this sentiment

Bias away for the US Dollar due to a surplus of USD liquidity, high deficits and low 
interest rate protection

Mixture of developed and emerging market currencies on the other side that have a 
combination of better deficit positons and interest rate support 



Asset class rankings constantly shift
Asset class performance rankings over time
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Agility is essentialNote: 1994 US IG and HY indices used. Please note effects of rounding.
Source: Newton, ICE BofA indices hedged into Sterling, 28 February 2021.

KEY

Govt Government

IG Investment grade corporate

EM Emerging market sovereign 

HY High yield corporate

BEST WORST 
Difference between 

best & worst 

YTD 2021 HY: 0.6 IG: -2.4 Govt: -2.9 EM: -3.6 4.2%

2020 IG: 7.1 Govt: 5.0 HY: 5.0 EM: 3.4 3.7%

2019 HY: 12.3 EM: 11.6 IG: 10.6 Govt: 5.5 6.8%

2018 Govt: 1.0 IG: -2.5 HY: -3.6 EM: -6.1 7.1%

2017 EM: 9.2 HY: 6.7 IG: 4.6 Govt: 1.1 8.1%

2016 HY: 15.7 EM: 9.0 IG: 5.7 Govt: 3.6 12.1%

2015 Govt: 1.7 EM: 0.9 IG: 0.1 HY: -2.1 3.8%

2014 Govt: 8.7 IG: 8.0 EM: 7.9 HY: 2.7 6.0%

2013 HY: 7.3 IG: 0.2 Govt: -0.2 EM: -4.5 11.8%

2012 EM: 22.1 HY: 18.7 IG: 10.9 Govt: 4.6 17.5%

2011 Govt: 6.3 IG: 5.1 EM: 4.6 HY: 2.9 3.4%

2010 EM: 15.2 HY: 14.9 IG: 7.5 Govt: 3.9 11.3%

2009 HY: 59.7 EM: 27.5 IG: 16.1 Govt: 1.2 58.5%

2008 Govt: 11.7 IG: -3.4 EM: -16.1 HY: -27.0 38.7%

2007 Govt: 6.4 EM: 5.6 IG: 3.8 HY: 2.5 3.9%

2006 EM: 12.1 HY: 10.2 IG: 3.3 Govt: 2.8 9.3%

1994 HY: -0.0 IG: -2.3 Govt: -2.5 EM: -16.1 16.1%



An economic tug of war
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Unparalleled times

REAL ECONOMY STATE INTERVENTION

L shaped, W shaped, V shaped recovery?

INFLATIONDEFLATION

THE RISING WAVE OF LIQUIDITY 
Central bank asset purchases ($trn, 12m rolling)
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ECONOMIC REALITY
US Unemployment and Real GDP Growth
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Newton Global Dynamic Bond strategy in different regimes
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Able to adapt to changes in the environmentSource: Newton, 2020.

▪ Shorter duration

▪ Short futures position and 
put options on government 
bonds

▪ Preference for more 
leveraged credit and 
greater tolerance for higher 
debt/GDP nations

▪ FRNs

▪ Inflation-linked bonds

▪ Global opportunity set 
allows differentiation 
between regions

▪ No obligation to have 
exposure to unattractive 
asset types

Global Dynamic responseFactors influencing inflation and interest rates

▪ Longer duration

▪ Call options on government 
bonds

▪ Bias to higher rated 
government and corporate 
bonds

▪ Low exposure to highly 
indebted 
nations/companies

▪ Global opportunity set 
allows differentiation 
between regions

▪ No obligation to have 
exposure to unattractive 
asset types

Global Dynamic response

Forces for low 
inflation and 
interest rates

Forces for rising 
inflation and 
interest rates

Economic growth

Fiscal Stimulus

Deglobalisation

Recession

Austerity

Demographics



Focused on the opportunities

12

A lens for identifying investment ideas

HEALTH-CARE 
ACCESS

SOCIAL
HOUSING

ENVIRONMENTAL 
REGULATION

RESOURCE 
MANAGEMENT & 

RECYCLING

DEVELOPMENT 
AGENCIES

GREEN 
FINANCING

HEALTH & 
WELLNESS

CYBER
SECURITY

FINANCIAL 
INCLUSION

FOOD
SECURITY

EDUCATION
RENEWABLE 

ENERGY



Positioning, as at 28 February 2021
Newton Global Dynamic Bond Strategy
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Source: Newton, 28 February 2021.
The representative portfolio adheres to the same investment approach as the Newton Global Dynamic Bond Strategy.

Newton Global Dynamic Bond representative portfolio  – Notional exposure

1.0

1.0

0.7

1.8

-1.1

D
U

R
A

T
IO

N

EMERGING MARKETS
SOVEREIGN (17.1%)

GOVERNMENT 
BONDS (25.1%)

HIGH
YIELD (25.2%)

INVESTMENT 
GRADE (16.3%)

USD 10.7

EUR 5.5

Other European 3.5

GBP 2.1

Other Currency 13.7

Non-Financial 9.4

Financial 6.9

Hard currency 8.9

Local currency 8.2

High Yield 25.2

Cash & FX 5.8

US 10 Yr Note Future -3.9

Long Gilt Future -1.5
Euro - Bund Future -4.9

-15

-10

-5

0

5

10

15

20

25

30

35

40

45

50

55

60

65

70

75

80

85

90

95

100

(%
)

Risk: historical range vs. current

INTEREST RATE RISK 
(years)

Sep-10
45%

Current
32.8%

Aug-15
8.7%

CREDIT RISK 
(speculative grade asset %)

CURRENCY RISK 
(% net currency position)

1.7 1.5 1.4 1.4 1.0 0.9 0.8 0.7 0.5

-0.6
-1.5

-3.0
-4.5

M
X

N

SE
K

C
O

P

M
YR IN

R

ID
R

C
N

Y

P
EN TR

Y

G
B

P

B
R

L

EU
R

U
SD

Jun-08
7.0

Current
3.4

Nov-13
1.6

Gross position: 
19.9%



Recent engagement activity
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Source: Newton, 2021. The securities mentioned are only for illustrating the investment process of Newton Investment Management. These opinions should not be construed as investment or any other advice and 
are subject to change. This slide is for information purposes only and does not constitute an offer or solicitation to invest. 

Medical Diagnostic Service.

According to the company, the first time it has had a dedicated ESG 
(environment, social and governance) meeting with a bond investor. Our 
engagement covered a range of topics. The company’s commitment to ESG 
improvements, which include establishing new KPIs (key performance 
indicators), is being driven by the chief executive officer with the full support 
of the board. Synlab has a strong focus on health and safety, improving 
employee engagement and equality, continuing to put patients first and 
ensuring robust cybersecurity measures. There are certain areas pertaining to 
governance, such as board composition, where we feel more progress needs 
to be made. Its suitability was agreed and we added a position during the 
final quarter of 2020. 

Consumer insights business.

The management team is currently in the process of creating an overview of 
its ESG commitments and actions. It is focused on embedding real change 
and will shortly publish a report showing progress, commitments and actions 
in a number of key areas of sustainability. Responses were also received 
from the company giving more detail on its approach to climate change as 
well as governance improvements. 

We engaged with Allied Irish Bank and Nationwide Building Society, and are 
awaiting responses from Coventry Building Society, Santander UK, Investec, 
HSBC and NatWest, in order to understand the lenders’ response to Covid-19 
from an ESG perspective. We looked into staff and customer treatment and 
what the lenders have done to help stakeholders through the crisis. While a 
number of initiatives were driven by the regulator, details of the individual, 
voluntary assistance that was provided to those in need was disclosed. We 
also asked how management teams plan to support staff in the aftermath of 
the pandemic. 

Sovereign.

A discussion with the Bank of Indonesia and the country’s Ministry of Finance 
focused on Indonesia’s fiscal deficit financing, and the Bank of Indonesia’s 
involvement, plus the related outlook for Indonesian rupiah stability. We 
also discussed the recently ratified Omnibus Law, which will introduce 
simplified business licensing procedures and changes to existing labour laws 
that should boost foreign direct investment and job creation. 

SYNLAB

KANTAR

UK AND IRISH BANKS

INDONESIA



Q4 2020 ESG engagement by region
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Source: Newton, 31 December 2020. The securities mentioned are only for illustrating the investment process of Newton Investment Management. These opinions should not be construed as investment or any 
other advice and are subject to change. This slide is for information purposes only and does not constitute an offer or solicitation to invest. 

Below is a breakdown by theme of the companies where we have engaged on Environmental, Social or 
Governance issues.

NORTH AMERICAEUROPEUNITED KINGDOM
▪ Drax

(Power generation)

▪ National Express
(Transport services)

▪ Travis Perkins
(Building materials
distributor)

▪ Tritax Big Box REIT
(Real estate logistics)

▪ Adevinta
(Global online classified
company)

▪ AMS
(Sensor design and
manufacture)

▪ SIG Combibloc
(Aseptic packaging
company)

▪ T-Mobile USA
(Communication Services)

▪ Tesla
(Automotive) 



…there is a benefit of integrating ESG analysis into fixed income
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For illustrative purposes only. No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. Source: ICE Bank of America Merrill Lynch Indices, MSCI ESG 
Research, Newton, total return, 31 December 2019 to 30 June 2020.

▪ Barclays found in its 2018 study that tilting a credit portfolio in favour of bonds with high ESG ratings, tends to lead to higher performance

▪ Within high yield, governance factors have had the largest impact on performance

▪ It is not a coincidence that the weakest performers had in general weaker MSCI ESG ratings; it therefore pays to consider ESG factors within 
credit analysis

▪ Avoiding the losers is at least as important as picking the winners

MSCI ESG rating against total return 

US high yield index (1 Jan 2020 – 30 June 2020)

MSCI ESG rating against total return 
US investment grade index (1 Jan 2020 – 30 June 2020)
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Key risks
Newton Global Dynamic Bond Strategy
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Source: Newton, close of business prices, total return, income reinvested, gross of fees, in GBP, 31 December 2020. Net of fees performance quoted with 0.35% annual management charges.

▪ 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. Tax treatment depends on the individual circumstances of each client and may be 
subject to change in the future. Newton is not a tax expert and independent tax and/or legal advice 
should be sought.

▪ Performance Aim Risk: 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 returns to vary significantly.

▪ Currency Risk: This strategy invests in international markets which means it is exposed to changes in 
currency rates which could affect the value of the strategy. 

▪ Derivatives Risk: Derivatives are highly sensitive to changes in the value of the asset from which their 
value is derived. A small movement in the value of the underlying asset can cause a large movement in 
the value of the derivative. This can increase the sizes of losses and gains, causing the value of your 
investment to fluctuate. When using derivatives, the strategy can lose significantly more than the 
amount it has invested in derivatives. 

▪ Changes in Interest Rates & Inflation Risk: Investments in bonds/money market securities are affected 
by interest rates and inflation trends which may negatively affect the value of the strategy. 

▪ Credit Ratings and Unrated Securities Risk: Bonds with a low credit rating or unrated bonds have a 
greater risk of default. These investments may negatively affect the value of the strategy. 

▪ Credit Risk: The issuer of a security held by the strategy may not pay income or repay capital to the 
strategy when due. 

▪ Emerging Markets Risk: Emerging Markets have additional risks due to less-developed market practices. 
▪ CoCos Risk: Contingent Convertible Securities (CoCos) convert from debt to equity when the issuer's 

capital drops below a pre-defined level. This may result in the security converting into equities at a 
discounted share price, the value of the security being written down, temporarily or permanently, 
and/or coupon payments ceasing or being deferred.

▪ Counterparty Risk: The insolvency of any institutions providing services such as custody of assets or 
acting as a counterparty to derivatives or other contractual arrangements, may expose the strategy to 
financial loss.

Key investment risks

12 month returns, %
Dec-19 to 

Dec-20
Dec-18 to 

Dec-19
Dec-17 to 

Dec-18
Dec-16 to 

Dec-17
Dec-15 to 

Dec-16

Composite (gross) 3.71 6.21 -0.17 2.25 4.80

Composite (net) 3.35 5.84 -0.52 1.89 4.43

Performance aim 2.36 2.72 2.62 2.33 2.44

Investment performance

Performance is stated gross of management fees. The impact of management 
fees can be material. A fee schedule providing further detail is available on 
request. 

The strategy aims to deliver a minimum return of cash (1 month GBP LIBOR) 
+2% p.a. over 5 years before fees. However, a positive return is not guaranteed 
and a capital loss may occur.

Calendar year returns, % 2020 2019 2018 2017 2016

Composite (gross) 3.71 6.21 -0.17 2.25 4.80

Composite (net) 3.35 5.84 -0.52 1.89 4.43

Performance aim 2.36 2.72 2.62 2.33 2.44



Important information
For professional investors only
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Newton Investment Management Limited
BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA
Tel: 020 7163 9000
Registered in England No. 01371973
www.newtonim.com
Registered office: as above
The firm is authorised and regulated by the Financial Conduct Authority, is a member of the IA and is a Bank of New York Mellon Company.

This is a financial promotion. Issued by Newton Investment Management Limited. Newton’ and/or ‘Newton 
Investment Management’ brand refers to Newton Investment Management Limited.
This material is for Australian wholesale clients only and is not intended for distribution to, nor should it be relied upon 
by, retail clients. This information has not been prepared to take into account the investment objectives, financial 
objectives or particular needs of any particular person. Before making an investment decision you should carefully 
consider, with or without the assistance of a financial adviser, whether such an investment strategy is appropriate in 
light of your particular investment needs, objectives and financial circumstances.
This information is made available by Newton Investment Management Limited and BNY Mellon Investment 
Management Australia Ltd (AFSL 227865). This information is confidential and is only provided to Australian wholesale 
clients (as that term is defined in section 761G of the Corporations Act 2001 (Cth)). This is not an offering or the 
solicitation of an offer to purchase an interest in the Newton Global Dynamic Bond Strategy. This document is for 
general purposes only and should not be relied upon as financial product advice. This document has been prepared 
without taking into account the objectives, financial situation or needs of any person. Before making an investment 
decision an investor should consider the appropriateness of the information in this document having regard to these 
matters and read the disclosure document relating to a financial product. Investors should also consider obtaining 
independent advice before making any investment decisions. Investments can go up and down and to the extent that 
this document contains any past performance information, past performance is not a reliable indicator of the future 
performance of the relevant investment or any similar investment strategy. 
Newton Investment Management Limited is exempt from the requirement to hold an Australian financial services 
licence in respect of the financial services it provides to wholesale clients in Australia and is authorised and regulated 
by the Financial Conduct Authority of the UK under UK laws, which differ from Australian laws.
Newton Investment Management Limited is authorised and regulated in the UK by the Financial Conduct Authority 
(FCA), 12 Endeavour Square, London, E20 1JN. Newton is providing financial services to wholesale clients in Australia in 
reliance on ASIC Corporations (Repeal and Transitional) Instrument 2016/396, a copy of which is on the website of the 
Australian Securities and Investments Commission, www.asic.gov.au. The instrument exempts entities that are 
authorised and regulated in the UK by the FCA, such as Newton, from the need to hold an Australian financial services 
license under the Corporations Act 2001 for certain financial services provided to Australian wholesale clients on 
certain conditions. Financial services provided by Newton are regulated by the FCA under the laws and regulatory 
requirements of the United Kingdom, which are different to the laws applying in Australia. 

Portfolio holdings are subject to change at any time without notice and should not be construed as investment 
recommendations.
Any reference to a specific security, country or sector should not be construed as a recommendation to buy or sell this 
security, country or sector.
Any performance benchmark references are used as comparators only, the relevant portfolio does not aim to 
replicate either the composition or the performance of the performance benchmark.
The value of overseas securities will be influenced by fluctuations in exchange rates.
Assets under management may include assets of wrap fee account(s) for which Newton provides sub-advisory services 
to the primary manager of the wrap program.
The enclosed material is confidential and may not be reproduced or redistributed without the prior written consent of 
Newton Investment Management Limited. Nothing herein constitutes an offer to sell, or solicitation of an offer to 
purchase, any securities. 
These opinions should not be construed as investment or any other advice and are subject to change. This document is 
for information purposes only.
1m GBP LIBOR™, 1m USD LIBOR™, 7 Day GBP LIBID™ are administered and published by ICE Benchmark 
Administration Limited (IBA). LIBOR, ICE LIBOR and ICE Benchmark Administration are trademarks of IBA and/or its 
affiliates.
Historical ICE LIBOR™ information may not be indicative of future ICE LIBOR™ information or performance. IBA and its 
affiliates make no claim, prediction, warranty or representation whatsoever, express or implied, as to the results to be 
obtained from any use of ICE LIBOR™, or the appropriateness or suitability of using ICE LIBOR™ for any particular 
purpose. 
To the fullest extent permitted by applicable law, all implied terms, conditions and warranties, including, without 
limitation, as to quality, merchantability, fitness for purpose, title or non-infringement, in relation to ICE LIBOR™, are 
hereby excluded, and none of IBA or any of its affiliates will be liable in contract or tort (including negligence), for 
breach of statutory duty, nuisance or misrepresentation, or under antitrust laws or otherwise, in respect of any 
inaccuracies, errors, omissions, delays, failures, cessations or changes (material or otherwise) in ICE LIBOR™, or for any 
damage, expense or other loss (whether direct or indirect) you may suffer arising out of or in connection with ICE 
LIBOR™ or any reliance you may place upon it.


