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Markets have been on a rollercoaster journey this year with the 

onset of the global coronavirus pandemic, delivering significant 

falls in equity and corporate fixed income markets. Yet the 

most recent news on the coronavirus has been incrementally 

positive, with the level of new infections and death rates 

looking to have peaked globally, in turn prompting risk markets 

to recover some of their losses through April. 

The fiscal and monetary response to the pandemic has been mind-boggling in terms of 

the magnitude and speed of implementation, with the aim of ensuring fixed income 

markets continue to function and economies can try to get back to some level of 

normality when we slowly exit lockdowns, as we are seeing in many countries across 

Europe and Asia. We are indeed living in very volatile and fluid times. 

 

So what has changed? 
Reflective of these very volatile times we have made a number of portfolio changes 

within the Threadneedle Dynamic Real Return Fund, both to the way we are accessing 

certain investments and the style of assets we are exposing the portfolio to. 

At the end of March 2020, we held 20.2% of NAV in equity futures, compared to 12.8% 

at the end of February. Not only is this a significant increase over a month but is also the 

highest allocation to futures that we have held in the Fund since its inception back in 

June 2013. With some of the largest intra-day moves in asset prices occurring in March, 

holding futures felt like the prudent thing to do. Firstly, we wanted the ability to build or 

cut positions quickly and, secondly, holding periods can be considerably shorter and 

therefore we wanted to avoid being overly exposed to concentrated stock holdings 

where an individual stock can be the main determiner of returns. 



Quality exposure 

The second key change we have made is to increase the Fund’s exposure to quality, in 

both equities and fixed income. 

Within equities, one demonstrable difference has been the creation of a new global 

equity sleeve. Once again this is something new for the Fund which, since its inception, 

has targeted a regional approach rather than a global approach. This sleeve, managed 

by our global equity colleagues, focuses on investing in companies with high returns on 

invested capital, recurring cash flows and strong balance sheets. These are typically 

capital-light businesses, with a strong competitive advantage that allows them to sustain 

those returns over time and deliver growth, even in this highly uncertain environment. 

Since the global financial crisis quality has performed well with compounding businesses 

leading the charge. The structure of these businesses tends to mean they outperform in 

bear markets, with asset-light business models being easier to navigate through 

downturns, allowing successful companies to sustain high returns. This type of strategy 

should perform well in absolute terms over all types of recovery, but we believe will do 

better if the economic recovery is drawn out over a longer period – our base case. 

We have funded this sleeve primarily through the reduction of some of the 

aforementioned futures positions – the US, UK and Japan – whose aggregate allocation 

fell by around 7.9% during the month of April. We also trimmed some of our internal fund 

allocation as well, in Europe ex-UK and Japan, meaning that the overall reduction to 

regional equities in April has been in the region of 10%, while adding 7.5% to the global 

sleeve. 

So a net reduction in the overall equity, though as mentioned we have also been 

increasing our quality exposure within fixed income, and to that end have added to our 

corporate investment grade exposure. 

Investment grade credit exposure 

As long-term investors will know we have long favoured shorter-term investment grade 

as a way to provide protection to the portfolio and bring down overall volatility. However, 

the recent increase has been through longer-duration credit, with an average duration of 

around seven years. 

In this environment, we were looking to take advantage of potential spread tightening 

which will deliver more price return at longer durations, amid a background of appealing 

valuations as global investment grade spreads moved from being slightly expensive to 3 

standard deviations cheap. Alongside the aforementioned central bank support, this 

valuation case led us to build a 4% allocation in the fund over the month. 

All of these changes have meant that the overall risk within the portfolio has remained 

within the second-highest “Favour” quintile, to which we moved in March. But, the 

changes mean we now have a higher proportion of assets with greater levels of risk 

premia (combined equities and corporate fixed income assets), and within equities we 

have a more concentrated stock approach using this global sleeve rather than a higher 

proportion to a broad market. 

However, things remain fluid and positions change as new information emerges. 

 

Source: Columbia Threadneedle Investments, all data as at 29 April 2020, unless otherwise specified.  

 

 



 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Important Information: For internal use by Professional and/or Qualified Investors only (not to be used with or 
passed on to retail clients). Past performance is not a guide to future performance. The value of investments and any 
income is not guaranteed and can go down as well as up and may be affected by exchange rate fluctuations. This means 
that an investor may not get back the amount invested. Your capital is at Risk. Threadneedle Opportunity Investment 
Funds ICVC (TOIF) is an open-ended investment company structured as an umbrella company, incorporated in England 
and Wales, authorised and regulated in the UK by the Financial Conduct Authority (FCA) as a Non-UCITS scheme. This 
material is for information only and does not constitute an offer or solicitation of an order to buy or sell any securities or 
other financial instruments, or to provide investment advice or services. Subscriptions to a Fund may only be made on the 
basis of the current Prospectus and the Key Investor Information Document, as well as the latest annual or interim reports 
and the applicable terms & conditions. Please refer to the `Risk Factors’ section of the Prospectus for all risks applicable to 
investing in any fund and specifically this Fund. The fund characteristics described above are internal guidelines (rather 
than limits and controls). They do not form part of the fund’s objective and policy and are subject to change without notice 
in the future. The fund characteristics described above are internal guidelines (rather than limits and controls). They do not 
form part of the fund’s objective and policy and are subject to change without notice in the future. The above documents 
can be obtained free of charge on request from: Columbia Threadneedle Investments PO Box 10033, Chelmsford, Essex 
CM99 2AL. The analysis included in this document has been produced by Columbia Threadneedle Investments for its own 
investment management activities, may have been acted upon prior to publication and is made available here incidentally. 
Any opinions expressed are made as at the date of publication but are subject to change without notice and should not be 
seen as investment advice. Information obtained from external sources is believed to be reliable but its accuracy or 
completeness cannot be guaranteed. Issued by Threadneedle Investment Services Limited. Registered in England and 
Wales, Registered No. 3701768, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and 
regulated in the UK by the Financial Conduct Authority. Columbia Threadneedle Investments is the global brand name of 
the Columbia and Threadneedle group of companies 

columbiathreadneedle.com               05.20 | 3070408 


