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The macro framework: 
Challenges, opportunities and the need for absolute return



4

PL12/09/240

Nominal GDP growth and Fed Funds Rate

Source: Ecowin, as at December 2009  

4
Fed unlikely to become hawkish any time soon
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Balance sheet of the ECB

Source: Bloomberg, as at 11 December 2009

Liquidity levels remain mind-boggling

Reserves held by US depository institutions with 
the Federal Reserve

Source:  Bloomberg, as at 18 December 2009
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Source: Deutsche Bank, as at December 2009  

Emerging market sovereign risk is falling…

By contrast many AAA-rated countries 
are under downward pressure

Look at what has been happening in 
Ireland and Greece
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Production index

Source: Bloomberg, as at 30 October 2009

Rates of change and all that – better for some

Manufacturing sector PMI

Source: Reuters EcoWin, as at November 2009
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Unemployment rate

Source: Reuters EcoWin as at December 2009

Unemployment hints at lots of spare capacity

Eurostat, EU-15, Total, TrendUnited States, Total, SAUnited Kingdom, all aged 16 and over, ILO, SA
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Implications for investors

The conventional assumptions surrounding risk and reward have been 
challenged over the past three years

There has been extreme volatility in financial markets and this is likely to 
continue

The inflation/deflation debate is key

Bond yields and interest rates are at low levels

Given this background, let's take a brief look at the Threadneedle Target
Return Fund
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Threadneedle Target Return Fund
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Threadneedle Target Return Fund

Threadneedle Target Return Fund, as at 29 January 2010

Investment objective:

To achieve a total positive return in all market conditions through exposure 
to global bond and FX markets working within a disciplined risk budget

Targeting to outperform 3 month Euribor by 300bps on an annualised basis 
over an 18 to 24 month period, gross of fees

Working within an ex-ante risk budget limit of 1% VaR (95% confidence 
level over 5 days)
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Threadneedle Target Return Fund 
Building blocks

Target:
300bp

Target: 
3-month 
EURIBOR

“Alpha” portfolio: 
Investment strategies 
seeking excess return

Short dated, high grade 
bond portfolio for 

liquidity and stability

+

Overlay adds pure alpha 
Predominantly derivative overlay
Liquid fixed interest and currency

Managed for stability of returns 
Can provide liquidity and collateral 
support for ‘alpha’ portfolio 
High quality bond and cash portfolio
Short maturities 
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Growth of our absolute return strategies

Threadneedle Target Return Fund
Total AUM

Source: Threadneedle, as at 31 December 2009  Source: Threadneedle, as at 31 December 2009

Absolute return strategies
Total AUM
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Threadneedle Target Return Fund
Correlation analysis

Source: Threadneedle/Thompson Financial DataStream, as at 29 January 2010. Based on monthly returns since launch of 
Threadneedle Target Return Fund (28 April 2006). All data calculated in fund currency. Fund data is quoted on a bid-bid 
basis with income re-invested at bid. Fund data is gross of tax and T.E.R to facilitate comparison with the indices
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Threadneedle Target Return Fund
Gross monthly performance 
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Source: Threadneedle as 29 January 2010. All returns in €. Fund data provided by Morningstar. Fund 
returns calculated from 12 noon (UK Time) prices compared to Global Close Indices.  Fund data is quoted 
on a bid-bid basis with income re-invested at bid. Fund data is gross of tax and T.E.R. 
Benchmark is Euribor 3 month deposit rate

Investment objective:

Targeting to outperform 3 month Euribor by 300bps on an annualised basis over an 18 to 24 month period

Working within an ex-ante risk budget limit of 1% VaR (95% confidence level over 5 days)
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Why Threadneedle for target return investing?

The strategy has delivered strong performance over a 4 year period 
throughout an unprecedented time within financial markets

Daily independent pricing and liquidity within the UCITS III framework

Macro strategies offering diversification benefits within a disciplined 
framework of risk control
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Important information

For Investment Professionals use only, not to be relied upon by private investors.

Subscriptions to a fund may only be made on the basis of the current Prospectus or Simplified Prospectus and the latest annual or interim reports, which can be obtained free of 
charge on request. 

Threadneedle Investment Funds ICVC (“TIF”)/ Threadneedle Specialist Investment Funds ICVC (“TSIF”)/ Threadneedle Focus Investment Funds ICVC (“TFIF”)  are open-ended 
investment companies structured as umbrella companies; incorporated in England and Wales, authorised and regulated in the UK by the Financial Services Authority (FSA) and are 
UCITS III compliant.

Past performance is not a guide to future performance. The value of investments can fluctuate. The dealing price may include a dilution adjustment where the fund experiences 
large inflows and outflows of investment. Further details are available in the Prospectus.

The research and analysis included in this document has been produced by Threadneedle for its own investment management activities, may have been acted upon prior to 
publication and is made available here incidentally. Information obtained from external sources is believed to be reliable but its accuracy or completeness cannot be guaranteed. 
Any opinions expressed are made as at the date of publication but are subject to change without notice.

The interest rate on most government and corporate bonds will not increase in line with inflation.  Thus, over time, the real value of investor's income could fall. The Fund may 
deduct the annual management charge from capital rather than from income. This may erode capital or reduce the potential for capital growth over time.

The Threadneedle Absolute Return Bond, Threadneedle Target Return Fund, and Threadneedle Target Return Core Fund may hold up to 100% in cash or money market 
securities. Therefore, investors should be aware that these Funds may not participate fully in a market rise. The Funds’ exposure involves short sales of securities and leverage 
which increases the risk of the Funds. Short selling is designed to make a profit from falling prices.  However, if the value of the underlying investment increases, the short position 
will negatively affect the Funds’ value. Leverage amplifies the effect of changes in the price of an investment on the Funds’ value. As such, leverage can enhance returns to 
shareholders but can also increase losses. For the avoidance of doubt, these Fund does not offer any form of guarantee with respect to investment performance, and no form of 
capital protection will apply.

The mention of any specific shares or bonds should not be taken as a recommendation to deal.

Standard & Poor's Fund Services is an independent company that awards ratings based on a wide variety of factors including performance, fund management style, overall 
investment process, corporate profile and stability of investment team. Fund Management Ratings range from 'A' to 'AAA'.

The information provided in this presentation is for the sole use of those intermediaries attending the presentation. It may not be reproduced in any form without the express 
permission of Threadneedle and to the extent that it is passed on, care must be taken to ensure that this is in a form that accurately reflects the information presented here.

Threadneedle Portfolio Services Limited, 
60 St Mary Axe, London EC3A 8JQ, Registered No. 285988
Authorised and regulated in the UK by the Financial Services Authority. 
Threadneedle is a brand name, and both the Threadneedle name and logo are trademarks or registered 
trademarks of the Threadneedle group of companies

The “TSIF” are registered for public offer in Austria, Belgium, France, Germany, Italy, Luxembourg, Netherlands, 
Portugal, Spain, Switzerland (certain sub-funds only) and recognised as a restricted scheme in Singapore.


