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Emerging markets back in favour. EM equities were the standout success of Q1, with 
managers of all types performing well excepting those meaningfully exposed to energy 
prices. EM debt recovered from the Trump-related losses in the last quarter of 2016.

Active manager performance improves. Active equity managers enjoyed stronger 
relative performance in Q1 after a difficult 2016, with an average excess return over the 
quarter of 0.5% (before fees) for global managers and 0.6% for EM managers. Meanwhile, 
90% of active investment grade credit managers beat their benchmarks.

Growth beats value. Having roared back into favour in late 2016, value equity strategies 
suffered a weak quarter while growth strategies took pole position. Low beta and quality 
strategies – the darlings of recent years – continued to struggle.

High yield gives a bumpy ride. Prices carried on the positive path seen last year during 
the first two months, before a rough period in March on the back of strong outflows and 
high issuance levels. Two thirds of active US high yield managers failed to beat the index: 
the more successful players were those who held their nerve to ride the reflation trade.

A confident quarter. The bfinance Risk Aversion Index hit a two-year low-point in 
December 2016, indicating a moderately risk-seeking (if not altogether bullish) mood, 
and this continued throughout Q1. Yet sentiment appears to be souring in Q2.

Private markets dominate new bfinance manager selection projects. More than half of 
the firm’s new engagements in Q1 were for illiquid investments, primarily infrastructure and 
private debt, although their smaller average mandate size means that public markets still 
make up the majority in terms of AuM.

New: publishing alternative beta performance. This report sees the addition of a new 
manager composite for alternative risk premia (see page 20), revealing hedge-fund beating 
three-year numbers.
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At a glance

Performance of public markets to end of March 2017

Source: bfinance/Bloomberg
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Risk appetite
Surge of post-Trump optimism 
continued with the most 
risk-seeking quarter since 2014. 

Risk appetite barometer, Q1 vs Q4 Manager  positioning barometer, Q1 vs Q4

Risk Averse (Scared) Risk Seeking Bearish Bullish

Q1 Q4

Source: bfinance (see page 5)
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The bfinance risk aversion index is a proprietary measure we use to calculate how risk seeking (nearer zero) 
or risk averse (nearer 1) the market consensus is. It ranges between 0 and 1. The internal algorithms used 
incorporate indicators of market expectations of future volatility (e.g. implied volatilities in equities and FX), 
the level of classic safe haven investments (gold) and market expectations of corporate default (e.g. CDX). 

Source: bfinance/Bloomberg Source: bfinance/Bloomberg

The bfinance Risk Aversion Index: 
10-year view

The bfinance Risk Aversion Index: 
1 year view
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The bfinance Risk Aversion Index surged 
in 2015 and hit a six-year peak in June 
2016. Yet Q1 2017 found investors in a far 
more optimistic state as political tensions 
eased, growth figures surprised on the 
upside and confidence in the Trump 
Trade persisted.

Correlations between major asset classes, 
which also peaked last June, are also 

beneath their long-term average and 
well below 2010-12 levels. We observed 
multi-asset managers continuing to boost 
equity holdings, as they had done in Q4 
2017. Risk asset exposure was in positive, 
although not bullish, territory.

This confidence is not persisting through 
Q2, with preliminary signs indicating a 
notable downturn in sentiment.

Risk appetite continued 

Source: bfinance. This graph shows the current and average exposure to equities held by a range of multi-
asset managers. This is based on proprietary analysis performed by bfinance. The managers analysed vary 
in strategy from macro and GTAA through to bottom-up allocation strategies.
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New manager searches, year to March 2017 (by asset class)
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New manager searches
Although the industry-wide 
volume of private market manager 
fundraising dropped slightly in Q1, 
bfinance client appetite for illiquid 
and diversifying strategies appears 
stronger than ever.
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With private market asset classes 
representing 53% of new bfinance 
manager selection engagements in Q1 
2017 and 39% of new engagements in the 
year to March 31st, investor appetite for 
illiquid investments appears as strong as 
ever, if not stronger. 

Activities in other asset classes also reflect 
the desire for continued diversification 
and return enhancement, such as a 
leaning towards higher-yielding and 
emerging market debt versus conventional 
investment grade credit in fixed income.

Through the year to March 2017, bfinance 
was hired to conduct 67 new manager 
searches by 54 clients in 18 countries. 
These figures only represent projects 
initiated after April 1st and do not include 
pre-existing client engagements that 
continued during the year. As such, 

they may provide a useful barometer 
for allocation decisions during the past 
twelve months. (For reference, the firm has 
worked on more than 800 engagements 
for over 300 institutions in 32 countries.)

Average mandate size was just under 
$100 million, with considerable variation 
by strategy type: in private markets, the 
mean figure was just over $50 million, 
ranging from $10 million to $130 million; 
“diversifying strategies” including hedge 
funds, alternative beta and multi-asset 
clocked an average mandate size above 
$220 million due to large alternative beta 
engagements.

Further analysis revealed notable 
differences by client region (below), with 
European investor showing significantly 
greater appetite for fixed income than 
their global counterparts.

New manager searches continued 
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New manager searches, year to March 2017 (by investor location and asset volume)

New engagements

67
Clients

54
Countries

18
Searches totaling

$6.6 
billion
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Equity
Low beta and quality strategies 
underperformed through Q1, 
while value managers gave back 
some of their late-2016 gains.

New equity engagements, year to March 2017 (by investment destination)

Global

North America

Developed Markets

Japan / Developed Asia

Emerging Markets

Europe

40%

13% 7% 

20% 

13% 

7% 

Note: these figures only represent projects initiated after April 1st 2016 and do not include pre-existing 
client engagements that continued during the year.
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Client activity
Although global mandates remain the most 
popular geographical choice for bfinance 
equity manager selection engagements, 
we have observed some interesting shifts 
among regional equity appetite into Q1. 

On a rolling 12-month basis, new 
engagements for North American equity 
mandates (US, Canada or both) have 
halved between the end of Q4 2016 and 
the end of Q1 2017, falling from 30% to 
13% of all new manager selection projects.
 
Conversely, appetite for Emerging 
Markets and Developed Asia appears 
to be relatively healthy. A very strong Q1 
for Emerging Markets (discussed in the 
following section) may well add further fuel 
to this dynamic. 

Smart beta is still proving popular among 
bfinance clients in 2017, notwithstanding 
heated ongoing debates among managers 
and academics regarding the richness 
or otherwise of the most popular equity  

risk premia. Over 30% of new manager 
selection engagements in Q1 fall into 
this category, though large mandate size 
means this translated into nearly 60% 
on an asset volume basis. 

Meanwhile, we observe a marked 
reduction in the average fees available 
to investors in smart beta, as charted in 
new white paper Investment Management 
Fees: New Savings, New Challenges 
(May 2017). Other notable trends include 
a reduction in low volatility active manager 
fees and an increasing preference for 
flat versus performance fee structures 
among investors. 

Meanwhile, investors in global equity 
continue to show a significant preference 
for unconstrained versus benchmark-
relative approaches according to bfinance 
projects, continuing the trend seen 
last year. While manager performance 
continues to bear out this preference we 
see no reason for this to change. 

Equity continued 
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Market snapshot
Global equities - particularly growth stocks 
- posted solid returns, helped by a wave 
of positive economic and corporate data, 
and a moderation (if not an absence) of 
the geopolitical concerns that were evident 
through much of 2016. Investors saw 
several central banks including the ECB 
and the Bank of England upgrade their 
growth and inflation forecasts and talk 
down the need for longer-term monetary 
stimulus. Post quarter-end, the IMF too 
suggested that the global economy 
“could be at a turning point” in terms 
of sustainable growth.

On a sector basis, more economically-
sensitive industries including Information 
Technology and Industrials enjoyed 
meaningful gains in Q1 while Energy 
suffered as the year-long recovery in the 
price of oil lost momentum.

Geographically, emerging market equities 
were the standout performer over the 
first quarter of 2017. Strong gains were 
supported by accelerating global growth, 
a lower US dollar and easing concerns 
around the actual impact of President 
Trump’s isolationist tendencies. 

Meanwhile, US equities hit historic highs, 
buoyed by the ongoing “Trump Trade” 
that began post-election based on the 
President’s promises to “reflate” growth 
by increasing infrastructure spending, 
reducing taxes and removing regulatory 
burdens. These gains occurred even as 
the US Federal Reserve continued to 
tighten monetary conditions with a further 
0.25% rate increase at its March meeting. 
European and UK equity markets also 
lifted as a calmer political environment 
prevailed, while Japanese equities saw 
modest gains with over 60% of companies 
reporting positive earnings surprises for the 
December 2016 quarter. 

This positive dynamic reversed towards 
the end of the quarter, with growing 
concerns around Trump’s ability to enact 
policies (sparked by his initial shock failure 
to repeal ‘Obamacare’) and a higher 
probability of a “hard Brexit” following the 
triggering of Article 50 by the UK in late 
March. This slide has continued through 
the early part of the Q2, with a snap UK 
election and global geopolitical tensions 
fuelling uncertainty.

Indices Used
World Equity: MSCI World Index in USD 
and in Local Currency
US Equity: S&P 500
UK Equity: FTSE 100
Europe Equity: Euro Stoxx 50
Emerging Markets Equity: MSCI Emerging 
Markets Index in USD and in Local Currency
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Equity market performance (to end March 2017) in USD
Equities YTD 

USD
YTD
Local

World Equity 6.4% 5.4%

US Equity 6.1% 6.1%

UK Equity 5.3% 3.7%

Europe Equity 8.3% 6.8%

Emerging Markets 
Equity

11.4% 7.8%

Equity continued 
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Equity continued 

Manager watch

Active managers in aggregate experienced 
a welcome reversal of their fortunes, 
according to bfinance data for Q1. 
Around 60% of managers in the bfinance 
composite beat the benchmark over 
the quarter, with the median performer 
delivering 0.5% excess return before fees. 
Similarly, 70% of active emerging market 
equity managers delivered positive relative 
returns, with the median outperformance 
at 0.6%.

With value having roared back into 
favour through the second half of 2016 
following an extended hiatus, it was not 
wholly surprising to see value managers 
give back some of those gains in Q1 
with the median active value manager 
modestly underperforming the broader 
market.  Whether this merely represents a 
temporary bout of profit-taking or a more 
secular reversal of the value rally is yet to 
be seen. In recent meetings with bfinance, 
value managers expressed optimism for 
the medium-term although the valuation 
discounts they are seeing now are not as 
pronounced as a year ago.

The clear winners, however, were the 
growth managers, who dominated the 
top-performing ranks within the composite 
universe: seven of the top ten best-
performing active global equity managers 
over Q1 have a growth approach. 
Managers targeting more cyclical growth 
and/or more economically-sensitive 
stocks enjoyed a meaningful tailwind 
from the broadly positive growth story 
noted previously.

The darlings in terms of style over the last 
few years, namely quality, lower beta and 
high-dividend stocks, continued to struggle 
over the quarter. This potentially reflects a 
redirection of investors’ focus away from 
sectors best positioned in a low-rate, 
“risk-off” environment, and more towards 
assessing the fundamental earnings 
potential of individual companies as rates 
rise and economic growth improves. 
Most lower-volatility and quality-focused 
managers with whom bfinance met over 
the quarter were more cautious in their 
outlook. Notably, we saw a number of 
such managers taking risk off the table 
and increasing their allocations to cash 
where permitted.

* The Global Equity Manager and Global EM Manager composites show the performance of a sensible and representative sample of 
managers that invest in global equities and global emerging markets equities respectively. We use these composites as a proxy for how 
managers in the space are performing relative to their benchmarks.  They do not represent manager recommendations.

3m YTD 1Y 3Y (p.a)

Global Equity Composite* 6.9% 6.9% 13.8% 5.1%

MSCI World 6.4% 6.4% 14.8% 5.5%

MSCI ACWI 6.9% 6.9% 15.0% 5.1%

Outperformance VS MSCI World 0.5% 0.5% -0.9% -0.4%

Outperformance VS MSCI ACWI 0.0% 0.0% -1.2% 0.0%

Global EM Composite* 12.0% 12.0% 19.3% 2.7%

MSCI EM Index 11.4% 11.4% 17.2% 1.2%

Outperformance 0.6% 0.6% 2.1% 1.6%

Manager performance (to end March 2017)

Source: bfinance/Bloomberg
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Manager watch continued 
The manager performance picture in 
emerging markets was rather more mixed 
through the quarter. Growth and value 
were both meaningfully represented among 
the top performers within the bfinance 
emerging markets composite universe. 

In contrast to developed markets, quality 
was also rewarded through the quarter 
as investor concerns around risks in 
emerging markets retreated, and most 
sectors and regions were well supported, 
excepting those meaningfully exposed 
to energy prices such as Russia.   

Henderson Global Investors will restructure its Global Equities team (excluding its Sustainable and Responsible 
product) following the previously advised intent to merge with Janus Capital Group. Management of the existing 
pooled funds will be transferred to Ian Warmerdam.

GAM has hired Henderson’s Matthew Beesley to expand its equity capabilities. Beesley, who was previously 
Head of Global Equities at Henderson, has taken up the newly-created role of Head of Equities at GAM. 

John Wood, Portfolio Manager of JO Hambro Capital Management’s flagship UK Opportunities Fund, will retire 
in September 2017. Wood’s role will be absorbed by his co-Portfolio Managers, Rachel Reutter and Michael Ulrich.

Royal London Asset Management has hired Peter Rutter as its Head of Global Equities. Rutter was formerly 
Head of Global Equities at Waverton Investment Management.

Standard Life’s Head of Equities, David Cumming, is to leave the firm. The announcement followed confirmation 
that a heads of agreement had been reached between Standard Life and Aberdeen Asset Management with 
respect to a proposed merger.

James Hand, Lead Portfolio Manager for the 4Factor Global Core strategy at Investec, will step away gradually 
from his portfolio management role to focus on sustainability investment research outside the firm. Jonathan 
Parker and Rhynhardt Roodt, Portfolio Managers for the Global Dividend strategy and the General Equity fund 
respectively, will take on his responsibilities.

Asia Pacific fund manager Angus Tulloch is to retire from Stewart Investors (part of First State Investments) 
in Q3 2017. He handed over managerial responsibilities to David Gait and Sashi Reddy last year. 

Polar Capital has appointed Gavin Rochussen, formerly CEO at JO Hambro Capital Management, as chief 
executive. He will take on the role in July, replacing Tim Woolley, who will move to a non-executive position.

News from the equity manager world
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Fixed income
Emerging market debt recovers 
from post-Trump losses, while 
bfinance clients show high appetite 
for higher-yielding bonds.

New fixed income engagements, year to March 2017 (by type)

Note: these figures only represent projects initiated after April 1st and do not include pre-existing client 
engagements that continued during 2016

Convertibles

Aggregate / Multi-Sector

Emerging Market Debt

Corporate Investment Grade

Corporate High Yield

Municipal Bonds

Other

8%

31%

15%
8%

15%

15%

8%
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Client trends
Continuing a trend started in 2016 Q4, 
we saw a recovering demand for high-
yielding asset classes. In Q1, 50% of new 
bfinance fixed income manager selection 
engagements were for high yield credit 
and 30% were for emerging market debt. 

Within high yield credit, investors are 
preferring US or global strategies and 
floating rate exposures via leveraged 
loans. Another notable trend is the rise of 
international investor interest in US taxable 
municipal bonds, particularly from German 
clients. See bfinance white paper: Taxable 
Municipal Bonds, February 2017.

Market snapshot
Investment grade credit enjoyed modestly 
positive returns in Q1. In Europe, spreads 
ended the quarter at 77 bps, 6 bps lower 
than the end of 2016. The market returned 
a modest +0.3%, primarily due to a rise in 
Bund yields, as investors began to price 
in lower political risk and stronger growth 
in Europe. 

In the US, spreads compressed by just 4 
bps for a total return of +1.3%. Overall the  

market was credit-friendly and rewarded  
risk with higher return as BBB credits 
outperformed their higher quality peers.

The return on Sterling credit was surprisingly 
strong, delivering +2.3% over the quarter 
despite the foreseeable end of the Bank 
of England’s Corporate Bond Purchase 
Scheme as spreads compressed by -10 
bps and Gilt yields fell. 

Within high yield credit, after the first two 
months in a risk-on mode, US prices 
collapsed in March to then recover as USTs 
rallied, oil prices bottomed, stocks turned, 
and a previously strong supply coupled 
with outflows subsided. The US spread 
eventually compressed by -20 bps over 
the first quarter and the market posted a 
+2.5 return with CCC credits outperforming 
both B and BB credits. The healthcare 
(+4.33%) and chemicals (+4.26%) sectors 
outperformed, while retail (-2.4%) was the 
only sector to end the quarter in negative 
territory. There was a notably strong supply 
for refinancing over the quarter, pushing the 
maturity schedule for US high yield issuers. 
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Performance of Bond Markets to end of March 2017

Source: Bloomberg, JP Morgan. All data in USD, hedged or unhedged. Contact bfinance for index queries.

Fixed income continued 
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Market snapshot continued
European high yield presented a similar 
story with record new issuance for 
refinancing purposes in parallel with strong 
net outflows from the asset class. However, 
spreads proved resilient and continued to 
compress during 2017 (-39 bps during the 
first quarter). Yields declined slightly less 
due to an offset from rates and the asset 
class returned 1.6%.

Within emerging market debt, all sub-
markets recovered from the Trump 
related losses in the last quarter of 2016. 
Local currency bonds outperformed USD 
denominated debt (+6.5% vs. +3.9%) 
for the first time since Q1 2016: the 
appreciation of emerging market 
currencies on aggregate contributed to  

half of the return. Argentina, Mexico and 
Russia local currency bonds delivered 
double digit returns, while Turkey, Hungary 
and Romania were at the bottom of the 
table. In hard currency sovereigns, most 
countries posted positive returns apart 
from Venezuela (-8.9% in March and 
-1.3% over the quarter). Belize was an 
outlier, rebounding by 50% in March as 
the restructuring of one outstanding bond 
was approved by bondholders.

Performance on the corporates side was 
somewhat more muted at +3.0% although 
there was less of a loss to rebound from. 
Oil & Gas, Metals & Mining as well as 
related Industrial sectors were the 
biggest gainers. 

Fixed income continued 

Source: bfinance/Bloomberg
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* The Fixed Income Manager composites show the performance of  a sensible and representative sample of managers that invest in US and 
European corporate bonds and high yield bonds. We use these composites as a proxy for how managers in the space are performing relative 
to their benchmarks. They do not represent manager recommendations.

Source: bfinance/Bloomberg

3m YTD 1Y 3Y (p.a)

US Corporate Composite* 1.4% 1.4% 3.8% 3.9%

Barclays US Corporate IG 1.2% 1.2% 3.3% 3.7%

Outperformance 0.2% 0.2% 0.5% 0.2%

Euro Corporate Composite* 0.6% 0.6% 3.4% 3.9%

Barclays Euro Corporate 500MM 0.3% 0.3% 2.5% 3.4%

Outperformance 0.4% 0.4% 0.9% 0.5%

US High Yield Composite* 2.6% 2.6% 14.6% 4.5%

ML US High Yield Master II Constrained 2.7% 2.7% 16.9% 4.6%

Outperformance -0.1% -0.1% -2.3% -0.1%

EUR High Yield Composite* 1.6% 1.6% 9.1% 5.4%

ML European Curr HY Constr. EUR Hedged 1.9% 1.9% 9.4% 4.9%

ML European Curr HY Constr. EUR Hedged NON-Fin. 1.8% 1.8% 9.9% 5.2%

Outperformance -0.3% -0.3% -0.3% 0.5%

Outperf.VS European Curr. HY Cstr. Non-Fin. -0.1% -0.1% -0.8% 0.2%

Manager performance (to end March 2017)

Active managers were particularly 
successful in investment grade credit in 
Q1. More than 90% of them outperformed 
the main benchmarks, with a median 
outperformance of 0.25% in the US and 
0.21% in Europe.

High yield was a very different story. Two 
thirds of active US high yield managers 
failed to beat the broad index in Q1, with 
a median relative performance of -0.19%. 
Successful strategies were those able to 
resist the temptation to reduce risk too 
strongly following last year’s historic rally, 
allowing them to ride the reflation trade 
which remained the main theme driving 

returns in credit markets after the turn of 
the year. Carry has been a reliable source 
of return and an overweight on the highest 
yielding bonds until at least mid-February 
paid off well. An overweight on the shorter 
duration portion of the market was another 
winning positioning.

From a sector perspective, all industry 
sectors performed positively over Q1 apart 
from retailers who suffered from material 
headwinds since the beginning of the year. 
With little inter-sector dispersion making 
it hard to add value through active sector 
allocation, security selection was the key 
alpha driver.

Manager watch

Fixed income continued 
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Fixed income continued 

Meanwhile, about 75% of the active hard 
currency emerging market debt managers 
outperformed the main index in Q1. As 
most EM countries generated positive 
returns, active managers implementing 
longer beta exposure after the (short) 
sell-off following the Trump election were 
rewarded in the first quarter of this year. 
Overweights to commodity-exposed 
economies as well as those benefiting from 
a new wave of IMF Programs helped to 
drive performance in both EM corporates 
and sovereigns. Hard currency managers 
who had the ability to use off-benchmark 
exposures to local currency debt were also 
more likely to outperform the market. 

Andrew Jackson left his role as CIO at Cairn to join Hermes Investment Management as Head of Fixed 
Income, where he will develop their Multi-Asset Credit offering. He has been replaced as Lead Portfolio 
Manager for Cairn’s MAC strategies and chairman of the allocation committee by Asif Godall, who joined 
in 2016. 

NN IP has restructured its high yield team. Tim Dowling has stepped down from his role as Head of Global 
High Yield. Sjors Haverkamp, who was previously in charge of the European High Yield strategy, will be 
co-managing the Global High Yield strategy with Jeroen Heemskerk. Finally Sebastiaan Reinders has been 
promoted to Lead Portfolio Manager for the US High Yield strategy.

Robeco announced that Edith Siermann would step down from her role as CIO Fixed Income. For the 
time being, Peter Ferket (Head of Investments), Victor Verberk (ad-interim CIO Fixed Income) and Erik van 
Leeuwen (Head of Business Development Fixed Income) will assume Edith’s responsibilities.

Aberdeen Asset Management and Standard Life have reached an agreement under the terms of a GBP 
11bn all-share merger. The combined group, which will be headquartered in Scotland and further manage 
GBP 660bn of assets, will be branded to incorporate the names of both Standard Life and Aberdeen

News from the fixed income manager world
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Diversifying strategies
Alternative risk premia managers 
deliver weak average Q1 
performance but still beat 
major hedge fund strategies 
over three years.

New diversifying strategy engagements, year to March 2017

Note: these figures only represent projects initiated after April 1st and do not 
include pre-existing client engagements that continued during the year.

Alternative beta 

Hedge Fund / FoF

Currency Overlay

Multi-Asset / Other

27% 

27% 9% 

36% 
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Diversifying strategies continued

Client trends
We continue to see high levels of investor 
interest across a range of multi-asset 
unconstrained / absolute return diversifying 
strategies, ranging from the more traditional 
fund-of-hedge-funds to newer breeds of 
product such as alternative beta.

Throughout Q1 2017, search activity 
has included customised OCIO solutions, 
unconstrained multi-asset, fund-of-hedge 
funds, active currency overlay, systematic 
hedge funds, and alternative risk premia 
mandates. 

On a rolling 12 month basis bfinance 
has conducted 11 new searches in this 
area and assisted clients in allocating 
c.$2.5bn among alternative beta, fund of 
hedge funds, multi-strategy hedge funds, 
unconstrained multi-asset and currency 
overlay strategies. By client geography, 
the UK and Middle East & Asia dominated, 
with $710m and $1bn aggregate assets 
respectively. European clients totalled 
$410m, whilst Australian and Canadian 
clients allocated $260m and $160m 
respectively.

Liquid diversification remains a focus for 
investors in the face of high equity market 
valuations and potential political risk 
events. Almost all our recent projects have 
been for clients funding liquid alternatives 
allocations out of their equity holdings. 
Investor sentiment indicates a belief that 
the traditional ‘rotation’ into bonds from 
equities is an unattractive trade at present, 
and that non-traditional strategies should 
be added as useful diversifiers given the 
macro and market environment.

The greatest area of interest, based on 
activity in 2017 Q1 and early Q2, remains 
alternative risk premia strategies, with 
clients aiming to take core exposures to 
long/short factor strategies and other risk 
premia in a market neutral construction. 
The manager universe in this space has 
continued to expand since the publication 
of the firm’s most recent white paper 
on the subject: The Changing World of 
Alternative Beta (November 2016).

Systematic macro / CTA strategies have 
also been of interest given their potential 
for delivering strong returns even in 
negative equity market conditions, as have 
single fund multi-strategy or fund of fund 
approaches with clients looking for one-
stop-shop diversification.

Within the Unconstrained Multi-Asset 
space, investor demand has been focused 
on less directional and less equity-sensitive 
approaches. We have also noticed some 
fundamental asset allocation approaches 
with the adoption of alternative risk premia 
strategies and concepts within investor 
portfolios.

New bfinance data, published in 
Investment Management Fees: New 
Savings, New Challenges (May 2017), 
draws attention to significant reductions 
in FoHF fees, particularly in Europe, since 
the firm’s last such study in January 2015. 
Investors are enjoying base fee reductions 
averaging 20%.
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Following on from the trend in late 2016, 
we note a positive first quarter for all 
strategy composites except Macro & 
Trading, with Equity L/S delivering +2.19%, 
Event Driven returning +2.92%, Credit 
L/S returning +0.55% and Alternative Risk 
Premia +0.87%. This last composite is a 
new addition to the bfinance composite 
dataset, based on client requests. 

Event Driven saw a strong start to the year 
in January and February with a broadly 
flat March. By manager style, the more 
directional managers, including those with 
distressed allocations, performed better 
than more merger arbitrage-focused 
strategies.

The next strongest performer across 
bfinance’s strategy composites was Equity 
L/S where, in contrast to Event Driven, we 
noted positive monthly returns throughout 
the quarter, albeit with a relatively weak 
February. Underlying manager performance 
was also generally consistently positive 
across both directional and more market 
neutral / low net exposure managers alike. 

The bfinance’s Credit LS composite had a 
more modest Q1 2017. As with the Event 
Driven composite, positive performance 
was driven by January and February, with 
a slightly negative March. Performance was 
quite variable across manager type, with the 
more directional managers proving generally 
weaker in March.

Macro & Trading was the weakest of the 
composites for the quarter, with its -0.75% 
return continuing the trend of 2016. Both 
Macro & Trading and Alternative Risk Premia 
managers saw negative returns in January 
and March offset by a positive February. 
In general, the more systematic Macro & 
Trading strategies fared worse in March 
than their more discretionary counterparts.

All groups, incidentally, underperformed 
the still-rising MSCI World.

Manager watch

* The Hedge Fund Manager composites show the performance of a sensible and representative sample of each of the main hedge fund 
strategies. This is restricted to managers that genuinely pursue the relevant strategy rather than generating the majority of their returns 
from exposure to market direction alone. We use these composites as a proxy for how managers in the space are performing. They do not 
represent manager recommendations.

Source: bfinance

3m YTD 1Y 3Y (p.a)

bfinance Equity Long/Short Composite* 2.19% 2.19% 7.53% 6.94%

bfinance Event Driven Composite* 2.92% 2.92% 11.27% 1.92%

bfinance Credit Long/Short Composite* 0.55% 0.55% 3.87% -0.74%

bfinance Macro & Trading Composite* -0.75% -0.75% -5.53% 5.43%

Alternative Risk Premia Composite* 0.87% 0.87% 0.64% 7.85%

Manager performance (to end March 2017)

Diversifying strategies continued 
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Diversifying strategies continued 

Total hedge fund assets reached c.$3.07 trillion according to HRF, an industry record.

In February PAAMCO and KKR’s Prisma unit announced an agreement to merge, creating a $34bn firm 
with capabilities in fund of hedge fund and liquid alternatives portfolios. The two brands will continue. 
Financial terms were not disclosed. 

Also in February, Franklin Templeton announced the acquisition of AlphaParity, a firm that specialises 
in systematic strategies in alternative risk premia. The team will join FT’s Solutions division.

Head of Equities and Multi-Asset Investing for UBS Asset Management, Dawn Fitzpatrick joins Soros 
Fund Management as CIO. She was also overseeing UBS’s O’Connor multi-strategy hedge fund. 

In March, the $7bn multi-strategy hedge fund Eton Park announced it would close and return capital 
to investors.

Ray Dalio is stepping back from the corporate management of Bridgewater Associates, the world’s 
largest hedge fund firm. He remains co-CIO. 

Managers continue to launch strategies in the alternative risk premia space – AXA IM, Systematica 
and Unigestion were among those that have launched funds recently.

News from the alternative manager world
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Private markets
Industry-wide fundraising 
slows while bfinance case-load 
continues to expand in Q1.

New private market engagements, year to March 2017

Note: These figures only represent projects initiated after April 1st and do not include pre-existing client 
engagements that continued during the year.

Infrastructure 

Real estate 

Debt 

Equity 

Corporate debt 

Other 

23% 

38% 

8% 

31% 

54% 
46% 
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Private markets continued

Client trends
New private market manager selection 
engagements in Q1 reached record levels, 
representing 53% of the firm’s total number 
of new searches for the quarter, although 
the smaller average mandate size means 
that figure translates to 35% on an asset 
volume basis. This is a considerable 
increase versus the full-year figures (April 
2016 – March 2017) outlined previously, 
highlighting an acceleration of activity in 
this sector. 

Although private equity and real estate 
both featured in Q1 manager searches, 
infrastructure and private debt were at the 
top of the list.

Looking over the course of the twelve 
months to March 2017, there is a roughly 
even split between debt and equity 
engagements, with 54% on the debt side 
and 46% equity. This represents a slight 
shift in favour of equity versus last quarter, 
when 12-month results placed the debt 
figure at 64%.

In debt, corporate direct lending has 
proven particularly popular, followed at 
some distance by infrastructure debt 
and real estate debt. A new bfinance 
white paper in Q1 provided insights from 
some of those corporate debt searches 
(Direct Lending: What’s Different Now? 
March 2017).

On the equity side, infrastructure narrowly 
beat out real estate with private equity 
sitting in third place. In real estate, we 
observe limited appetite for core strategies 
with more investors seeking core-plus or 
value-add approaches.

The overall division results are particularly 
notable in light of interesting trends in the 
broader industry, charted in a report on 
the following two pages. Industry-wide 
fundraising is down across private market 
sub-sectors. Although there is some 
seasonality to fundraising, meaning that we 
would normally expect Q1 to be relatively 
weak, this decline is substantial enough 
that it may indicate a secular trend. 
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Special Report: Manager Fund Raising in Q1 2017 
With the exception of Infrastructure, there was a significant fall-off in private markets capital raising during the 
first quarter of 2017, with a 33% decline in the number (247) of funds closed and a 21% drop in the amount of 
capital raised ($154bn). Although there is a degree of seasonality in fundraising, with the first quarter tending to 
be weaker than the other three, this reduction went beyond a calendar pattern.

The decline was particularly marked in Real Estate (down almost 50% versus Q4) and Private Debt (down 60%), 
although the latter followed an exceptionally strong Q4 2016. More broadly, it remains too early to tell whether 
this is a temporary slowdown after a record-breaking 2016 or the start of a more significant trend. 

Infrastructure broke the pattern, with Q1 fundraising at double the Q4 2016 levels. However, this surge in capital 
raised was heavily influenced by the closing of the largest ever Infrastructure fund, the Global Infrastructure 
Partners III. At close to $16bn, this one vehicle represented over half of the capital raised during the quarter. 

In overall terms Private Equity remains the largest of the asset classes, representing 58% of the capital (and 71% 
of the funds) raised during Q1, with infrastructure at 19%, Private Debt at 13% and Real Estate representing only 
10% of all capital raised in commingled funds.  Across all asset classes there continues to be an increase in scale, 
with the average size of funds closed in Q1 exceeding $600m, nearly twice the size of the funds raised in 2013/14.  

Capital raising momentum across private asset classes, 2017 Q1

Note: Based on capital raised for closed ended commingled funds. Arrows indicate change in Q1 compared with the average 
of the prior 4 quarters.   Source: bfinance, Preqin

Asset Class No. Funds & 
% change

Volume & 
% change Geographic Focus Strategy Focus

Real Estate 38 $15bn While overall levels of capital raising 
declined, U.S. focused funds held 
up relatively well, representing close 
to 80% of capital raised during the 
quarter. Asia fund raising almost 
dried up at only $600m in 3 funds. 

Close to 50% of capital raised was 
for Value Added strategies, and a 
further 38% was for Opportunistic 
or Distressed. These figures do 
not include capital raised by Open 
Ended Core funds or mandates.

Infrastructure 16 $29bn North America focused strategies 
dominated capital raising, 
representing 54% of capital raised 
during the quarter. Very little (16%) 
capital was raised for non-North 
America or European focused 
strategies. 

The heavy influence of Global 
Infrastructure Partners III and other 
large funds meant that ‘diversified’ 
strategies dominated capital raising, 
but there is an increasing number of 
relatively small more niche, sector 
specific strategies, particularly 
targeting ‘renewables’.

Private Equity 175 $89bn In terms of funds in the market, over 
50% of the capital being raised is 
focused on North America. There 
has been an increase in Asian-
focused strategies that represent 
25% for the quarter somewhat 
higher than the 16% targeted 
towards Europe.  

Buyout continued to dominate fund 
raising in Q1 2017, representing 
61% of the total, although this was 
skewed by the $13.9bn raised by 
the KKR Americas Fund XII. Venture 
Capital also continued to dominate 
the number of funds raised (over 
50%) but this represented only 11% 
of the capital raised.  

Private Debt 18 $20bn The maturing of the European debt 
market means that the level of 
capital raising is now almost the 
same as in the US, with eight 
funds being closed in each 
market during Q1.

There continued to be high levels 
of Mezzanine and Distressed debt 
fund closing, representing 60% 
of capital raised. Direct Lending 
represented around 30% of the 
total capital raised.

+1
22

%

-47%

-52%

-50%

-24%

-24%

-4%

-19%

Private markets continued 
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Private markets continued 

Special Report: Manager Fund Raising in Q1 2017 continued

Private Equity
Although there was a 10% reduction in Private Equity capital raised during Q1 2017, there is a high degree 
of seasonality for the asset class such that levels were broadly in line with Q1 2016. Preqin reports a record 
number of funds in the market (at 1,908) targeting an aggregate $635 billion of capital. The level of dry powder 
is also at record levels, at close to $850bn, with Buyout representing the bulk of this figure (63%). Buyout also 
dominated fund raising, representing 61% of the total, although this was skewed by the $13.9bn raised by the 
KKR Americas Fund XII. Venture Capital dominated the number of funds raised (over 50%) but represented only 
11% of the capital. Over 50% of Q1 fundraising was focused on North America and there has been an increase 
in Asian-focused strategies (25% of total Q1 fundraising), heavily influenced by the very large state sponsored 
funds in the region.  

Real Estate  
The weak capital raising trend in 2016 has worsened still further in Q1 2017, with a 50% decline in the number 
of funds and capital raised. Although performance continues to be positive, it has slowed significantly in certain 
markets such as the UK and this has reduced the appetite for the asset class. This is particularly the case for 
closed ended commingled vehicles, with investors continuing to express an appetite for income-producing Core 
investment strategies. At this stage of the real estate cycle, investors face a challenge in identifying strategies and 
managers that are likely to withstand and/or exploit any downturn. Existing portfolios should have good scale, 
diversification, and resilience to a downturn (good quality, low leverage, good occupancy, reversionary potential 
etc). Relatively illiquid structures would be more appropriate so that the manager is not pressurised into having to 
dispose of assets in a market downturn in order to generate liquidity. New portfolios should demonstrate ability 
to create asset level value. Many managers are experiencing difficulties in closing their funds: of the record 554 
closed ended vehicles now seeking to raise nearly $200 billion of capital, nearly two thirds have been on the 
market for more than one year. At the same time, there is a record level of dry powder, totalling $247bn at the 
end of March 2017, a majority of which is focused on the U.S. and over 40% on Opportunistic strategies.   

Infrastructure
The $16bn Global Infrastructure Partners III is the largest Infrastructure fund to have closed, larger than the $14bn 
Brookfield fund that closed in September 2016 and four times the size of the next largest infrastructure fund to 
have closed in Q1 2017. This underscores a new segmentation between mega funds, large ($1-4bn) regionally 
focused funds and the smaller (often $500m or less) country and niche specific funds. There remains a strong 
OECD focus to capital raising with nearly 85% focused on North America and Europe and less than 10% on 
Asia. Examining currently available funds, there seems to be a shift in geographic focus away from North America 
and towards Europe. Although it is hard to measure the performance of unlisted Infrastructure, it seems that 
the asset class has continued to deliver strong and stable performance, as measured by Preqin and MSCI. Dry 
Powder continues to increase, up 7% in the quarter and up 34% on the end of 2015, indicating continuing high 
competition for opportunities. 

Private Debt
Q1 2017 capital raising fell off after reaching record levels in Q4 2016. The $20bn of capital raised in Q1 was 
close to the average quarterly level over the four years to Q3 2016, all of which were well below the exceptional 
Q4 level of $50bn. The maturing of the European debt market means that the level of capital raising is now 
almost on a par with the US, with eight funds being closed in each market during Q1 ($11bn in US and $9bn in 
Europe).  Direct lending continues to dominate at close to 60% of the capital raised during Q1. The increase in 
appetite for private debt has led to a growth in the number of managers and funds participating in the market 
and Preqin reports $200bn of Dry Powder in private debt at the end of March. Although a large amount of capital, 
it is highly segmented by Geography and, more fundamentally, by strategy. A third of this dry powder is focused 
on Distressed Debt and just under 30% on Direct Lending. Concerns over increased competition and potential 
relaxation of risk controls (covenants, leverage and pricing) remain valid, as has been well documented in recent 
articles (Senior debt: Pricing proves a bit of a stretch, PDI May 2017) and research papers (Direct Lending: What’s 
Different Now? bfinance March 2017). 
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The Aberdeen and Standard Life merger has significant implications for this sphere: between them, 
these two firms manage $50 billion in real estate and over $25 billion in Private Equity. 

Harvard Management Company decided to spin out its $6bn real estate team. It is reported that a 
major driver of this change was to move away from “a specialist investment model – with staff focused 
on specific asset classes or strategies – to a generalist model where staff would be focused on risk 
allocation rather than asset allocation” (PERE, April 2017).  

Infrastructure: Hamish de Run stepped down from his position as partner at Hermes Infrastructure, while 
Ben Loomes, Co-Head of 3i Infrastructure, departs after almost five years at the firm. 

Private Debt: Alcentra announced that David Scopelliti will become CEO this summer while Erich Gerth 
becomes CEO at Bluebay and Benoit Durteste takes on the CEO job at ICG.

Real Estate: Anne Kavanagh leaves AXA Investment Managers to join Patrizia Immobilien as Chief 
Investment Officer. 

News from the private market manager world

Private markets continued 
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