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PAUL BRAIN: WHAT TO EXPECT FROM BONDS THIS YEAR  
 

The manager of the Newton Global Dynamic Bond strategy expects a positive year for fixed income, despite the 

mixed economic outlook. 

Paul Brain, portfolio manager of Newton’s Global Dynamic Bond strategy, believes 2016 could be a decent year 

for bond investors with yields rising and a greater opportunity to invest in certain areas as companies restructure. 

“I’d expect a return of 3-5% this year but most of it in the second half – it is still an uncertain environment though 

given the extent of ongoing central bank manipulations.” 

Among the potential hurdles over the first half of the year stands the fortune of the high yield market, particularly 

those issuances connected to the US energy sector.  

US high yield energy is a sub-sector Brain sees as most likely to experience defaults and he believes these are 

needed. Defaults have been rising but Brain says much of this is already priced in so shouldn’t surprise 

drastically on the downside and should bring some reality back to the market. 

Building resilience 

What of any unexpected upsets? Brain believes the way the portfolio is currently positioned would result in the 

strategy trading sideways rather than falling in the event of a surprise upset. “It would have to be quite a serious 

credit or emerging market crisis for us to lose money, I think, as most of our risk asset exposure is in high 

quality, short-duration paper.” In such a scenario he believes bond positions would rise, offsetting any losses on 

the credit side, he adds.  

Over the course of 2015 Brain reduced exposure to high yield. He started last year with a position of around 

25%, dropping to around 5% today (as at 14.1.2016).  

The strategy retains a relatively large position in investment grade, making up the core of the portfolio at around 

30%. However, over the course of the year exposure at this end of the fixed income spectrum has been adjusted 

slightly to favour financials, some of which Brain describes as now being run like a utility. “Many banks are now 

being run to pay their debts rather than to reward shareholders.” 

Retaining a defensive stance within the portfolio, the c9% ( as at 14.1.2016) in emerging market debt is on a 

very selective basis, according to Brain. He has limited positions in countries such as Mexico, Morocco and Peru 

while reducing exposure to Brazil and shorting currencies from vulnerable countries like South Africa.  

Recent positioning 

In December Brain introduced a 5% short position on the five-year Treasury in the belief the yield curve will 

flatten. (He has also gone long the 30-year end of the market). Adding a short in some Asian currencies (and the 

South African rand towards the end of the year), he has gone long the euro and the US dollar – a shift from his 

previous position of being long solely to the dollar. “With volatile markets and in light of how many rate increases 

are priced into the US, the euro could benefit from a ‘safe haven’ period,” he adds.  

Duration in the Global Dynamic Bond strategy is around 2.7 years at present, much of which is taken via 

developed market government debt rather than low-grade corporates.  
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Looking at the economic backdrop, Brain believes US interest rates will peak at 1% and may come back down to 

zero as the year progresses.  While many are watching China carefully and certainly the start to 2016 was not a 

stellar one, Brain is more sanguine about the Asian giant. “China is no disaster; it is an economy that is 

transitioning and that will take a long time; consequently there will be periods of volatility and short term noise.”  

With respect to other emerging markets, in particular Latin America, Brain is watchful. He does expect bad news 

will emanate from Venezuela and any sovereign defaults in the region are likely to have a contagion effect on the 

continent. 

Duration by asset class – Global Dynamic strategy 



 

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.  

For Professional Clients. In Switzerland, this is for Qualified Investors only. This is not investment advice. In 

Germany, this is for marketing purposes only. Any views and opinions are those of the investment manager, unless otherwise 

noted. ICVC 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. BNY Mellon is the corporate brand of The Bank of New York 

Mellon Corporation. BNY Mellon Investment Management EMEA Limited is ultimately owned by The Bank of New York 

Mellon Corporation. BNY Mellon Investment Management EMEA Limited, 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, Middle East, Africa and Latin America.  Investment 

managers are appointed by BNY Mellon Investment Management EMEA Limited or affiliated fund operating companies to 

undertake portfolio management services in respect of the products and services provided by BNY Mellon Investment 

Management EMEA Limited or the fund operating companies. These products and services are governed by bilateral 

contracts entered into by BNY Mellon Investment Management EMEA Limited and its clients or by the Prospectus and 

associated documents related to the funds. Issued in the UK and Europe (ex- 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. INV00047 exp 29 
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本情報提供資料は、BNY メロン・グループ（BNY メロンを最終親会社とする

グループの総称です）の資産運用会社が提供する情報について、BNYメロン・

アセット・マネジメント・ジャパン株式会社が審査の上、掲載したものです。 

当資料は情報の提供を目的としたもので、勧誘を目的としたものではありませ

ん。当資料は信頼できると思われる情報に基づき作成されていますが、その正

確性、完全性を保証するものではありません。ここに示された意見などは、作

成時点での見解であり、事前の連絡無しに変更される事もあります。 
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