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BNY MELLON SMALL CAP EUROLAND FUND UPDATE

Investing in small caps equity: the key
to capturing the European economic
recovery, says Mark Bogar, manager
of the BNY Mellon Small Cap
Euroland Fund.

“The current European recovery should be positive for
return of European small cap stocks. Typically,
smaller cap companies have more operating and
financial leverage.

“As the economy improves, that leverage provides a
larger boost to earnings and thus stock returns. QE
should provide multiple benefits including increased
liquidity, lower interest rates and increased asset
prices. Small cap companies can take advantage of
this by having better access to loans from banks,
cheaper financing and better ability to restructure with
the higher asset prices”. Such is the opinion of Mark
Bogar, fund manager of the BNY Mellon Small Cap
Euroland Fund.

How do you think the European recovery will
affect local small caps? Where do you see the
best investment opportunities?

As the economy recovers, consumer discretionary
and financials stocks should do well. Consumer
spending should improve driving retail sales and auto
sales higher. Banks should also do well as non-
performing loans decline and loan growth improves.
We also have seen opportunities in the health care
sector. From a country perspective, Italian equities
are attractive as the fundamental recovery is still in
the early stages.

We remain optimistic about the longer-range
performance outlook for international equities, as
leading economic indicators in Italy, Spain and
Germany appear to be favourable. Overall, lower
energy prices have reduced living costs, bolstering

hopes of the eurozone’s economic recovery, which
has slowly started to gain steam.

The top industries in our current asset allocation are
financials (25.6% of the portfolio), industrials (17.8%)
and consumer services (13.8%)*.

“From a valuation perspective, European
small caps are cheaper than in the US.”

Do you think the valuation of European small caps
is now too high? How does it compare to large
and medium caps?

European small cap valuations began the year cheap
versus history and now have risen to in line with
historical averages. European small cap P/E’s are at
17.5x’s versus the Eurostoxx index at 16.0". That
premium is in line with history. Small caps typically
trade at a premium given their better growth
prospects. Also the large cap index has many large
energy companies and banks which tend to lower the
valuation.

Consensus earnings have been revised higher for
European earnings year to date.” If the recovery
holds, the positive earnings surprises should continue.
Typically, valuations can rise in a positive earnings
revision environment.

European corporate earnings trends benefit from
currency weakness versus the US dollar, as forwards
earnings maintain a strong positive correlation with a
weakening of their currencies on a trade weighted
basis
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* Source: Lipper as at 30 April 2015. Performance is shown for Euro A unless
otherwise stated. Total Return, including ongoing charge, but excluding initial
charge, net of performance fees (if applicable), income reinvested gross of
tax, expressed in share class currency. The impact of the initial charge can
be material on the performance of your investment. Performance figures
including the initial charge are available upon request.
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How do you define small caps in Europe, and how
do they compare to other asset classes?

As we define small cap, the range of market cap for
us is generally from US$100m in market cap to
US$5bn in market cap with the median around
US$3bn. From a valuation perspective, European
small caps are cheaper than in the US — 17.50 P/E for
Europe and 19.0 P/E for the United States. *

“‘We remain optimistic about the longer-range
performance outlook for international
equities, as leading economic indicators in
Italy, Spain and Germany appear to be
favourable”.

The correlation of small caps to other areas of the
market has been changing over the past two years,
which means they are less likely to rise and fall in
tandem with the broader market. This creates a better
environment for skilled stock-pickers. Additionally, a
number of factors are providing tailwinds for European
small caps in particular.

The stronger US dollar will be a headwind for US
companies with international earnings, while the
opposite is true for European and Japanese
companies with earnings outside their home
territories.

° Bloomberg
% Credit Suisse Research, Stoxx Europe Small 200 Index, as of December
2014

* Source: Lipper as at 30 April 2015. Performance is shown for Euro A unless
otherwise stated. Total Return, including ongoing charge, but excluding initial
charge, net of performance fees (if applicable), income reinvested gross of
tax, expressed in share class currency. The impact of the initial charge can
be material on the performance of your investment. Performance figures
including the initial charge are available upon request.

Indeed small-cap companies in Continental Europe
generate 30% of their revenue outside the eurozone,
which should bolster their earnings over the next 12
months.*

What are the main risks for European equity
investors and what actions can be taken?

Two main risks are Greece and the potential
ineffectiveness of QE. The Greek debt situation still
needs to be resolved. The ultimate impact should be
relatively muted on the broader European economy
as Greece is a small percentage of GDP. Also, most
of the debt is now held in public hands and not the
private sector. Second, QE may not result in Europe
growth. However, macro data is already showing
improvement, and the ECB seems committed to
providing as much liquidity as is needed.
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Important information Past performance is not a guide to future performance. 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. For a full list of risks applicable to this fund, please refer to the Prospectus. You should read the
Prospectus and Key Investor Information Document (KIID) for each fund in which you want to invest. The Prospectus
and KIID can be found at www.bnymellonim.com. Any views and opinions are those of the investment manager, unless
otherwise noted. Investments should not be regarded as short-term and should normally be held for at least five years. 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. This material should not be published or distributed without authorisation from
BNY Mellon Investment Management EMEA Limited. Portfolio holdings are subject to change, for information only and are not
investment recommendations. 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. 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 France, the Fund
received an authorisation for marketing from the AMF. Before subscribing, please read the most recent Prospectus and latest
financial reports. The KIID, Prospectus, articles and latest annual report related to the Fund are freely available upon request to
BNP Paribas Securities Services, the centralising agent of this Fund in France: BNP Paribas Securities Services, 3 rue d'Antin,
75002 Paris, tél: 00 33 1 42 98 10 00. In Austria, the current Prospectus and the Key Investor Information Document are
available free of charge from Raiffeisen Zentralbank Osterreich Aktiengesellschaft, Am Stadtpark 9, A-1030 Vienna. In
Switzerland, BNP Paribas Securities Services, Paris, succursale de Zurich acts as representative agent and paying agent for
BNY Mellon Global Funds, plc. The Prospectus, Key Investor Information Document, Articles of Association, Annual Report
and Semi-Annual Report may be obtained free of charge from their offices at Selnaustrasse 16, 8002 Zurich, Switzerland. In
Spain, BNY Mellon Global Funds is registered with the CNMV, Registration No. 267. BNY Mellon is the corporate brand of The
Bank of New York Mellon Corporation and may also be used as a generic term to reference the corporation as a whole or its
various subsidiaries. BNY Mellon Investment Management EMEA Limited, BNY MGM, and any other BNY Mellon entity
mentioned are all ultimately owned by The Bank of New York Mellon Corporation. Issued in the UK and Europe (excluding
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 Ziirich, Switzerland. Authorised
and regulated by the FINMA. Issued as at 01-06-2015. CP15279 -01-09-2015(3M).
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