On top of the world
looking over the edge
What goes up must inevitably come down,
so, in terms of managing expectations
for 2019, I think it’s important to consider
how the unwinding of history’s longest
bull-run might play out.
My view is the US Federal Reserve
will likely maintain the current pace
of interest rate rises. Coupled with a
still-strong dollar and continued trade
tensions between the US and China,
I see this as a classic policy error of
central banks. Problems, when they
come, will likely reach beyond the usual
suspects and into emerging markets, in
my view.

If this scenario does come to pass, what
shelter is available to investors?
Arguably, the more defensive equity
holdings are those that are not
economically exposed. Here, the classic
example is consumer staples – so
shampoo, cosmetics, or washing powder,
for example.
Near-term earnings visibility is helpful
too. In a downturn, company growth is
important but not as important as an
ability to avoid decline. Strong balance
sheets help. They provide flexibility (the
contrast here is with highly levered

DIVIDENDS – HISTORICALLY THE BIGGEST DRIVER OF EQUITY RETURNS
Compounding effects of dividend yield dominates real returns in the long term
(1970–Q2 2018)
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companies, where the need to service
debt often ends up dictating the actions
of equity holders).
If the company also produces a decent
and sustainable dividend yield, that then
becomes a strong contributor to returns;
if the yield is reinvested as the share price
falls, capital losses can be recovered
more quickly.
I think it’s safe to say I have more
confidence in predicting bright spots
in 2019 at a company level: stable
businesses with strong balance sheets
that are not highly valued. Theory would
suggest they could become more highly
valued as people seek those defensive
qualities, inviting the opportunity to then
rotate into other areas ‘after the flood’.

A turkey is fed for 1,000 days by
a butcher. Every day confirms
to the turkey, and the turkey’s
economics department and
the turkey’s risk management
department and the turkey’s
analytical department, that the
butcher loves turkeys. Every
day brings more confidence
to the statement, but on day
1,001, there will be a surprise
for the turkey...
NASSIM NICHOLAS TALEB,
ESSAYIST
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Source: Thomson Datastream, total annualised real return in local currency. 30 June 2018.

1

Nick Clay,
global equity income
manager, Newton

Important information
BNY Mellon Investment Management is an investment management organization and a US wealth manager, encompassing BNY Mellon’s affiliated investment management firms, wealth
management organization and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries.
This material should not be considered as investment advice or a recommendation of any investment manager or account arrangement. For marketing purposes only. Any statements and
opinions expressed are as at the date of publication, are subject to change as economic and market conditions dictate, and do not necessarily represent the views of BNY Mellon or any of
its affiliates. The information has been provided as a general market commentary only and does not constitute legal, tax, accounting, other professional counsel or investment advice, is not
predictive of future performance, and should not be construed as an offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful. The information has been
provided without taking into account the investment objective, financial situation or needs of any particular person. BNY Mellon and its affiliates are not responsible for any subsequent
investment advice given based on the information supplied. This is not investment research or a research recommendation for regulatory purposes as it does not constitute substantive
research or analysis. To the extent that these materials contain statements about future performance, such statements are forward looking and are subject to a number of risks and
uncertainties. Information and opinions presented have been obtained or derived from sources which BNY Mellon believed to be reliable, but BNY Mellon makes no representation to its
accuracy and completeness. BNY Mellon accepts no liability for loss arising from use of this material. If nothing is indicated to the contrary, all figures are unaudited.
Past performance is not a guidance to future performance.
Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be contrary to local law or regulation. This information may not be
distributed or used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in which such offers or solicitations are unlawful or not authorized, or where there
would be, by virtue of such distribution, new or additional registration requirements. Persons into whose possession this information comes are required to inform themselves about and to
observe any restrictions that apply to the distribution of this information in their jurisdiction.
This information should not be published in hard copy, electronic form, via the web or in any other medium accessible to the public, unless authorized by BNY Mellon Investment Management.
Issuing entities
This information is approved for Global distribution, excluding the United States, and is issued in the following jurisdictions by the named local entities or divisions: Europe, Middle East,
Africa and Latin America: 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. • Switzerland: Issued by BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, Switzerland. Authorised and regulated
by the FINMA. • Dubai, United Arab Emirates: Dubai branch of The Bank of New York Mellon, which is regulated by the Dubai Financial Services Authority. This material is intended for
Professional Clients only and no other person should act upon it.• Singapore: BNY Mellon Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary
Authority of Singapore. • Hong Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and Futures Commission. • Japan: BNY Mellon Asset
Management Japan Limited. BNY Mellon Asset Management Japan Limited is a Financial Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto Local
Finance Bureau and is a Member of the Investment Trusts Association, Japan and Japan Investment Advisers Association and Type II Financial Instruments Firms Association. • Australia:
BNY Mellon Investment Management Australia Ltd (ABN 56 102 482 815, AFS License No. 227865). Authorized and regulated by the Australian Securities & Investments Commission. • Brazil:
this document is issued by ARX Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041. Authorized and regulated by the Brazilian Securities and
Exchange Commission (CVM). • Canada: BNY Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a Portfolio Manager and Exempt Market Dealer,
and as a Commodity Trading Manager and Investment Fund Manager in Ontario.GEO0004 INV01457-014 Exp: 17 October 2019. T7352 11/18

