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Emerging markets led both performance tables and new allocations by bfinance 
clients. One third of all new public market manager selection engagements in the quarter 
to June were for Emerging Markets or Emerging Asia.

Smart beta trend tails off. The volume of smart beta equity searches has declined 
substantially in comparison with the 2015-16 period. This does not indicate a reversal in 
investor interest but does suggest that the pace of the shift from active management to 
smart beta has slowed, with investors largely fully allocated to this part of the asset class.

Growth and momentum styles dominate equity performance. Although value equity 
strategies returned to favour in late 2016, they continue to suffer a weak 2017. While 
growth and momentum have enjoyed a strong run, a narrow group of stocks – those 
showing the greatest resilience – appear to be driving performance. 

European investment grade credit faced a rough quarter... Hawkish signals from the 
ECB triggered a sell off in 5-year Bund yields. Yet active managers did their job in avoiding 
the worst of the impact: 90% of them outperformed the benchmark with a median excess 
return of 0.35%. Active managers elsewhere in the fixed income universe delivered far 
more mixed results.

…As did macro and CTA hedge funds. The bfinance manager composite for this sector 
shows a near-5% fall over Q2. The poor performance also spilled over to affect those 
alternative beta strategies with a strong trend-following component.

A confident quarter. Despite suggestions that sentiment would sour in April and the 
apparent end of the ‘Trump Trade,’ Q2 proved to be the most risk-friendly quarter in more 
than two years according to the bfinance Risk Aversion Index.
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At a glance

Performance of public markets to end of June 2017

Source: bfinance/Bloomberg
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Risk appetite
Multi-asset managers add equity 
exposure through Q2 as risk 
appetite remains strong.

Risk appetite barometer, Q2 vs Q1 Manager positioning barometer, Q2 vs Q1

Risk Averse (Scared) Risk Seeking Bearish Bullish

Q2 Q1

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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Despite the apparent end of the ‘Trump 
Trade,’ escalating political uncertainty 
and what the market perceived as 
unexpectedly hawkish signals from the 
ECB, the positive risk appetite of Q1 
2017 has persisted through Q2. 

The bfinance Risk Aversion Index started 
the quarter with a brief spike above its ten-
year average. Yet the full quarter told a far 
more confident story and this sentiment 

barometer quickly fell back to its calmest 
level in more than two years. 

Multi-asset managers are now moving into 
almost bullish territory, with average equity 
allocations back up to 2013-14 levels. In 
addition, correlations between major asset 
classes, which also peaked last June, are 
also beneath their long-term average and 
well below 2010-12 heights.

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.

Market Positioning of Multi-Asset Funds
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New manager searches, year to June 30 2017 (by asset class)
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New manager searches
Engagements for 60 clients 
showcase growing appetite 
for emerging markets while 
illiquid investments remain 
high on the agenda.
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Recent quarterly reports have focused 
on the strong appetite for infrastructure, 
private debt, alternative risk premia and 
other illiquid or diversifying strategies. 
Although these trends do continue in 
Q2, the most notable shift has been 
the escalation of commitments to 
emerging markets. 

In total, nearly 30% of all new public 
market manager selection engagements 
in the year to June 30th 2017 involve 
either an Emerging Markets or an 
Emerging Asia mandate. A significant 
majority of these (60%) have been 
initiated in the second half of the year, 
between January 1st and June 30th.

In total, bfinance was hired to conduct 
85 new manager searches by 54 clients 

in 18 countries for this period. These 
figures only represent projects initiated 
after July 1st 2016 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 $105 million, 
with considerable variation by strategy 
type: in private markets, the mean figure 
was $67 million, ranging from $10 million 
to $360 million; “diversifying strategies” 
including hedge funds, alternative beta 
and multi-asset had the largest average 
mandate size of $173 million.

New manager searches continued 
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Equity
Appetite surges for emerging 
markets with a notable rise 
in Asia-only mandates.

New equity engagements, year to June 30 2017 (by investment destination)

Global

North America

Japan or Asia inc. Japan

Emerging Markets
or Emerging Asia

Europe

29%

14% 

19% 

24% 

14% 

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



09   bfinance
Manager Intelligence 
& Market Trends
Q2 2017

Client activity
While global equity mandates have 
continued to prove popular with investors, 
representing the largest single geographical 
category in new manager search activity 
over the last 12 months, there are a 
number of interesting shifts taking place 
at the regional level. 

In particular, appetite for emerging 
market equity has seen a very significant 
upturn, supported by continuing strong 
performance from stock markets in these 
countries. Asia Pacific searches, both 
including and excluding Japan, have been 
especially popular. Indeed, taken together, 
emerging market and Asia searches 
represent 43% of the total number of new 
engagements. Conversely, the proportion 
of US equity mandates has fallen 
considerably versus this time last year. 

Interestingly, both bfinance activity over 
the past 12 months and ongoing client 
conversations indicate that the volume 
of smart beta searches has declined 
substantially in comparison with the 2015-
16 period. This suggests that investors 
are largely fully allocated to this part of the 
asset class and that the pace of the shift 
from active management towards smart 
beta has therefore slowed. 

Investors continue to show a preference 
for unconstrained versus benchmark-
relative approaches, particularly for global 
equity mandates. This is driven by several 
trends, including the appetite for strategies 
that may offer improved protection in 
falling markets. 

Equity continued 
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Market snapshot
Although equity markets ended the quarter 
to June 2017 in positive territory, the 
influence of the “Trump trade” which drove 
the US market to historical highs in the prior 
quarter has well and truly dissipated.

US equities gained, spurred on by positive 
employment figures and resilient consumer 
spending, but doubts persist around the 
ability of the Trump administration to 
enact its reflationary policies and political 
uncertainty escalated with the controversial 
dismissal of FBI Director James Comey. 
The Federal Reserve again raised rates, 
despite muted inflation data, but the US 
dollar declined and other major central 
banks adopted more hawkish stances. 

That weaker dollar did help emerging 
market equities, which again outperformed 
developed markets. Yet the country-by-
country story was mixed: the Russian 
market suffered from further falls in the 
price of oil; Chinese stocks benefitted 
from solid economic data and the MSCI’s 
decision to include A-Shares in its indices.

Elsewhere, European equities enjoyed 
favourable tailwinds including a positive 
corporate reporting period, encouraging  
economic data, and a convincing win by  

 
pro-EU Macron in the French election. 
Yet rising concerns that the ECB may 
wind back its accommodative monetary 
policy produced a late-quarter pullback. 
UK stocks experienced a bumpy ride, 
particularly after the election on 8th June 
left the government in a weaker position. 
Japanese equities showed solid gains 
on the back of positive economic data 
and corporate profit figures, tempered by 
continuing concerns around North Korean 
activity in the region. 

On a sector basis, Health Care and 
Financials fared strongly as the US 
administration’s attempts to repeal 
Obamacare struggled and central banks 
flagged higher rates going forwards.

Looking forward, the key ‘known 
unknowns’ remain the extent to which 
monetary tightening can be enforced 
without shocking the market and 
the ongoing US political uncertainty. 
Although there is a general consensus 
that sustainable economic growth will 
be supportive of equities, valuations – 
particularly in more defensive sectors – 
remain conspicuously high relative 
to history.

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 June 2017) in USD
Equities YTD 

USD
YTD
Local

World Equity 10.7% 8.3%

US Equity 9.3% 9.3%

UK Equity 10.3% 4.7%

Europe Equity 15.5% 6.7%

Emerging Markets 
Equity

18.4% 14.8%

Equity continued 
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Equity continued 

Manager watch

2017 is so far proving to be a significantly 
happier period for active managers than 
2016. The median active global equity 
manager outperformed the benchmark 
by 0.8% for the quarter to June (gross of 
fees), with around 80% of managers in the 
bfinance composite generating positive 
relative returns. 

Meanwhile, the median active emerging 
market equity manager outperformed the 
benchmark by 0.3%, with around 66% 
of managers in the bfinance composite 
generating positive relative returns.

The previous bfinance Quarterly Report 
flagged the outperformance of growth 
managers: “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. 
Whether this merely represents a temporary 
bout of profit-taking or a more secular 
reversal of the value rally is yet to be seen.” 

This dynamic continued in Q2: momentum 
and growth (both earnings and sales) were 
the main style drivers of performance over 
the second quarter, while value was the 
weakest with the average growth manager 
outperforming the average value manager. 

It appears that there remains a narrow 
universe of stocks primarily driving 
performance: those that are showing the 
most resilience and experiencing the best 
growth in earnings. These are expected 
to do well irrespective of macro 
environment. We also saw sales growth 
stability – which some would call a 
measure of quality – contribute positively 
to global equity performance.

Emerging markets saw value managers 
underperforming their growth counterparts 
on average, in contrast to the previous 
quarter where the picture was more mixed. 

* 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* 5.5% 12.8% 13.6% 3.6%

MSCI World 4.0% 10.7% 13.6% 3.9%

MSCI ACWI 4.3% 11.5% 13.9% 3.4%

Outperformance VS MSCI World 1.5% 2.1% -0.1% -0.2%

Outperformance VS MSCI ACWI 1.3% 1.3% -0.4% 0.3%

Global EM Composite* 6.8% 19.9% 17.1% 0.3%

MSCI EM Index 6.3% 18.4% 16.4% -1.0%

Outperformance 0.6% 1.5% 0.6% 1.3%

Manager performance (to end June 2017)

Source: bfinance/Bloomberg
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Berenberg Bank Asset Management hires European equity portfolio managers Matthias Born and Peter Kraus 
from Allianz Global Investors. 

Prashant Khemka leaves Goldman Sachs Asset Management, where he was CIO for Emerging Markets, 
and is replaced by Basak Yuvaz and Hiren Dasani, Co-Heads of Emerging Market Equity.

Fidelity International’s Dominic Rossi is to step back from his role as CIO and take on an advisory role from 
2018. His successor is still to be appointed. Separately, Fidelity has hired Sonja Laud – formerly of Baring Asset 
Management – as Head of Equities.

Steve Weeple joins Henderson Global Investors as a global equity fund manager, leaving Standard Life 
Investments where he was Director of Equity Research and Head of US Equities.

Invesco Perpetual recruits Doug Turnbull, former head of Chinese equities at Neptune Investment 
Management, to work within its emerging markets team.

Hiroshi Yoh, formerly an emerging markets portfolio manager with Janus Capital, has left the firm following 
its merger with Henderson. His future destination is not yet known.

Malcolm Smith has been appointed to the new role of Head of International Equities at JP Morgan Asset 
Management. The firm has combined its Global and European Equities teams to create a 96-person 
International Equity Group. Smith was previously Head of European Equities.

Old Mutual Global Investors has hired a trio of managers from Nomura Asset Management to establish 
a new global emerging markets equity team. Nick Payne, Salman Siddiqui and Liz Fernandes will take over 
the firm’s Global Emerging Markets fund, which had been outsourced.

Robert Kosowski has joined Unigestion as Head of Equity Quantitative Research. Reporting to Head of Equities 
Alexei Jourovski, he will be responsible for the firm’s quantitative research and thought leadership.

Union Investment’s Global Equity portfolio manager Frank Thormann will leave the firm at the end of September. 
His future destination is not yet known.

The merger of Henderson Group and Janus Capital Group completed in Q2. The combined entity, Janus 
Henderson, has approximately USD 330bn in assets under management.

News from the equity manager world

Correlations between Stocks

Equity continued 
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Fixed income
Investors look to leveraged 
loans and unconstrained 
emerging market strategies 
for improved yields.

New fixed income engagements, year to June 30 2017 (by type)

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

Emerging Market Debt

Convertibles

High Yield

Municipal Bonds

Corporate Debt

Other

33%

7%

20%

13%

20%

7%
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Client trends
The second quarter of 2017 saw sustained 
demand for higher-yielding asset classes 
including high yield corporate debt and 
emerging market debt. 

Within high yield credit the trend for 
leveraged loans looks particularly strong, 
with clients attracted by the high income 
and low duration nature of the asset class 
in an environment of growth and rising 
interest rates. 

Within emerging market debt, beyond 
the continuing demand for the very 
commoditised hard currency sovereign 
bond strategies, investors have shown 
greater interest in more unconstrained 
strategies aiming to achieve steadier 
absolute returns by exploiting relative value 
opportunities across USD-denominated 
debt, local yield curves and currencies 
within emerging countries.

Market snapshot
European investment grade credit delivered 
modest performance of 0.39% over the 
quarter. Although spreads tightened by 
approximately 17 basis points – a reasonable 
rally – returns were constrained by a sell-off 
in 5-year Bund yields, caused by what the 
market perceived as ‘hawkish’ signals from 
ECB leaders. An equivalent dynamic  
 

 
was present in the Sterling corporate 
bond market, which returned 0.76% in 
the quarter: spreads tightened by a similar 
magnitude but the less accommodative 
signalling from the central bank induced 
a late-Q2 gilt sell-off.

In the US, on the other hand, investment 
grade credit delivered a robust 2.4% return. 
With investors more accustomed to the 
idea of rising yields in this market, the shift 
in overall sentiment had little impact and 
the rally in US treasury yields provided a 
substantial boost. 

That UST rally also proved very helpful to 
the US high yield market, which ended 
the quarter with a 2.14% return despite 
limited spread tightening (17bps) and 
negative performance for the very significant 
Energy complex. While declining oil 
prices produced negative performance in 
Exploration & Production (-2.1%) and Oil 
Equipment and Services (-4.8%), strong 
results from Healthcare (+3.5%), Telecoms 
(+2.6%) and Media (+2.5%) offset the 
losses. In addition, the Energy complex 
weakness drove the underperformance 
of CCC-rated credits (compressed 
by 22bps) compared to the BB-rated 
tier (compressed by 4bps). In terms of 
technicals, refinancing is still the key area 
of focus for issuing companies. 
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Performance of Bond Markets to end of June 2017

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

Fixed income continued 



15   bfinance
Manager Intelligence 
& Market Trends
Q2 2017

Market snapshot continued
The European high yield market marginally 
beat its US counterpart over the quarter 
with a 2.3% return, despite the sell-off in 
Bund yields. Although Energy delivered 
weak performance, the sector only 
accounts for 5% of the European HY 
market in comparison with 14% in the 
US, and the E&P and Equipment & 
Services sectors comprise a negligible 
component. As in the US, the bulk of 
issuance during the quarter was destined 
for refinancing. We also observe continuing 
outflows from this asset class, while 
European short duration high yield funds 
are experiencing inflows.

Meanwhile, Emerging Market Debt provided 
positive returns, reflecting strong inflows 
and a decline in global market volatility.  

 
Local currency sovereign bonds led the 
charge with a 3.5% return that was largely 
driven by the rates component. FX returns 
were also positive across most regions, 
with Latin America (particularly Brazil and 
Colombia) proving to be an exception.

In the hard-currency space, sovereign debt 
generated 2.17%, helped by a small 4bps 
compression in spreads - mainly driven by 
the smaller and less liquid issuers within the 
market - and the UST rally. The latter was 
also a positive driver for emerging corporate 
debt, where spreads compressed by only 
7 bps. Interestingly, there was greater 
compression in the investment grade 
portion of this market than the high yield 
part. Infrastructure, TMT, and Consumer 
were the best performing sectors.

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* 2.0% 3.5% 0.3% 2.9%

Barclays US Corporate IG 2.5% 3.8% -0.3% 2.7%

Outperformance -0.5% -0.3% 0.5% 0.1%

Euro Corporate Composite* 0.7% 1.2% 1.7% 3.0%

Barclays Euro Corporate 500MM 0.4% 0.6% 0.9% 2.6%

Outperformance 0.4% 0.6% 0.8% 0.4%

US High Yield Composite* 2.2% 4.8% 9.8% 3.7%

ML US High Yield Master II Constrained 2.1% 4.9% 10.4% 3.7%

Outperformance 0.0% -0.1% -0.5% -0.1%

EUR High Yield Composite* 2.2% 3.9% 7.3% 4.7%

ML European Curr HY Constr. EUR Hedged 2.3% 4.2% 7.7% 4.1%

ML European Curr HY Constr. EUR Hedged NON-Fin. 2.0% 3.9% 8.0% 4.4%

Outperformance -0.1% -0.3% -0.4% 0.6%

Outperf.VS European Curr. HY Cstr. Non-Fin. 0.1% 0.1% -0.7% 0.3%

Manager performance (to end June 2017)

European investment grade credit 
managers had a solid quarter in terms 
of relative performance, largely by avoiding 
the full impact of the recent sell-off in 
Bund yields: 90% of the peer group 
outperformed the market, generating 
a median excess return of 0.35%. Q2 
showed better results for those with 
underweight duration positions and more 
sensitivity to credit spreads. Indeed, 
positioning around interest rate sensitivity 
has been one of the key challenges for 
these managers given the low yields. 

Conversely, only 50% of the US investment 
grade peer group beat the benchmark and 
those with a bias to longer maturities were 

rewarded thanks to the rally in yields during 
most of the quarter. 

The median US and European high yield 
managers also delivered flat performance 
relative to the benchmark, with better 
results from those less exposed to Energy, 
particularly in the US. In Europe, unlike the 
US, HY managers that ventured down the 
ratings spectrum delivered stronger results 
due to the lower sensitivity to interest rates 
in that segment of the market. Broadly, 
valuations are less compelling than they 
have been historically, particularly in the US 
market, which is at a more advanced stage 
in the credit cycle.

Manager watch

Fixed income continued 
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Fixed income continued 

Over 60% of the managers in the hard 
currency emerging market peer group 
beat the index, with 0.23% median 
outperformance for the quarter. The growth 
in the number of sovereign issuers in the 
emerging-market hard currency space has 
given active managers a larger universe 
for country selection. In spread terms, the 
managers biased to smaller and less liquid 

(higher-yielding) countries outperformed 
the hard-currency sovereign market. 
Additionally, the strong performance of 
local-currency debt – particularly the 
emerging European currencies – benefitted 
managers with added flexibility to invest 
off-benchmark.

Owen Murfin steps down from his role as lead portfolio manager of the BlackRock Global Corporate 
Bond fund and was replaced by Andreas Doerrenhaus, who was most recently the firm’s head of global 
unconstrained strategies in Europe. As a result of the changes, Murfin’s team of credit specialists merged 
with the dedicated credit team led by Doerrenhaus.

Portfolio manager Binqi Liu leaves HSBC Global Asset Management, where she was responsible for 
managing local-currency emerging-market debt portfolios. Her responsibilities have been absorbed by 
other members of the HSBC EMD portfolio management team led by Nishant Upadhyay, but the firm 
intends to find a replacement. 

Andrew Rubins joins Jupiter Asset Management as a credit analyst from Eyck Capital Management. 
He will report to head of credit research Hilary Blandy. Additionally, analyst Vikram Aggarwal was promoted 
to assistant portfolio manager (focusing on emerging markets), working alongside Harry Richards, 
who covers developed markets. Both support lead manager and head of strategy Ariel Bezalel in the 
management of the Jupiter Strategic Bond and Jupiter Dynamic Bond funds. 

News from the fixed income manager world
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Diversifying strategies
A rough quarter for macro 
hedge funds, CTAs and 
trend-following alternative 
beta strategies. 

New diversifying strategy engagements, year to June 30 2017

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

Alternative risk premia

Unconstrained multi asset

Hedge funds or FoHFs

Currency overlay

24% 

35% 

35% 

6% 
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Diversifying strategies continued

Client trends
In the year to the end of June 2017, 
bfinance conducted 17 new manager 
research engagements in the “diversifying 
strategies” sector – including hedge funds, 
alternative risk premia, unconstrained multi-
asset and active currency overlay – with 
allocated assets totalling nearly $3 billion. 
(Note: this does not include pre-existing 
projects that were also completed during 
this period.) 

Q2 2017 saw continuing high levels 
of interest in across liquid diversifying 
strategies relative to less liquid hedge 
funds, and a particular focus on multi-asset 
(81%) versus single asset class (19%) 
mandates. The majority of projects have 
seen investors funding liquid alternatives 
allocations out of equity holdings, with 
the traditional ‘rotation’ into bonds from 
equities continuing to be seen as an 
unattractive trade.

Nearly a quarter of the year’s searches 
were in the Alternative Risk Premia space, 
with allocated assets totalling over $940 
million. Over a third were specifically 
targeted towards hedge fund allocations, 
although the volume was smaller at less 
than $350 million. There was an even 
split between single manager and FoHF 
searches, representing an interesting 
revival for the latter. 

New bfinance data, published in 
Investment Management Fees: New 
Savings, New Challenges (bfinance, 
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%.

We are also interested to note what 
appears to be a considerable resurgence 
of interest in active currency strategies, 
including active overlays, after a very 
weak few years. Recent engagements 
and ongoing investor conversations 
suggest that interest rate divergence 
may be playing a role in this appetite 
(see Managing Currency Risk in a Two-
Speed World, bfinance, June 2017).

By client geography, the Middle East 
represented the greatest regional segment 
on the basis of asset volume, with $1 
billion allocated. The UK ($700 million) 
falls second, with the remainder evenly 
divided among North America, Europe 
and Australia/Asia.

Several recent industry surveys (Credit 
Suisse, and NYHFR for example) have 
seen investor appetite skewed towards 
quantitative strategies over fundamental 
investment approaches. Whilst our recent 
client conversations and search activity 
have covered a broad range of investment 
styles, we would generally concur with 
these findings: it does appear that we are 
in the more favourable phase of the love/
hate quant meta-cycle. We further note 
that, in many cases, systematic strategies 
compare strongly in terms of liquidity and 
fees - two areas that remain an important 
focus for investors.
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Following on from the trend of the previous 
six months, we note a positive second 
quarter for all Hedge Fund composites 
except Macro & Trading, which experienced 
a near-5% fall bringing total YTD 
performance to -5.7%. Losses were seen 
across all groups within the Macro & Trading 
composite including macro, systematic 
macro and CTA managers, with negative 
performance concentrated largely in June.

Weak results in trend-following also spilled 
into the Alternative Risk Premia composite, 
which was slightly negative for the quarter 
(-0.29%). That negative performance was 
driven by managers with trend-following 
exposures, as opposed to those without, 
and this difference is the source of 
increased performance dispersion among 
ARP strategies in the year-to-date figures. 

The Event Driven composite once again 
reported the strongest result, adding 
+2.89% and taking year-to-date gains 
to over 6%. Within Event Driven, equity-
focused strategies generally outperformed 
those that are more credit-oriented. The 

Equity L/S composite delivered similarly 
strong performance. Meanwhile, bfinance’s 
Credit L/S composite experienced a 
notable improvement in Q2 versus Q1, 
with an overall YTD return averaging 1.7%. 
All groups, as has been the case through 
recent quarters, underperformed the still-
rising MSCI World.

The poor performance in the Macro and 
CTA space did produce some outflows. Yet 
we note that many investors are signalling 
growing interest in (discretionary) macro 
going forwards. Interestingly, this trend is 
being expressed more broadly, including 
through unconstrained multi-asset 
investment, rather than being narrowly 
focused on the global macro strategy 
hedge funds. We also expect continued 
interest in lower net exposure equity long/
short strategies, both in terms of return 
generation and portfolio diversification.

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* 2.59% 5.04% 9.36% 8.22%

bfinance Event Driven Composite* 2.89% 6.16% 13.53% 2.08%

bfinance Credit Long/Short Composite* 1.14% 1.72% 4.96% -0.73%

bfinance Macro & Trading Composite* -4.98% -5.71% -7.79% 2.52%

Alternative Risk Premia Composite* -0.29% 0.58% 1.12% 6.50%

Manager performance (to end June 2017)

Diversifying strategies continued 
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Diversifying strategies continued 

Brevan Howard raises over $700m for a new macro fund managed directly by Alan Howard. Global 
macro funds in general saw asset inflows despite weak recent performance.

Andrew McCaffery becomes Global Head of Multi-Manager Solutions at Standard Life-Aberdeen, 
one of a number of role changes as part of the ongoing merger.

Fund of funds Archstone Partners closes. Owl Creek is also winding down its Asian funds after 
co-PM Chris Wang departed the firm.

Brummer & Partners CEO / PM Klaus Jäntti steps down after 18 yeas with the multi-manager. He is 
replaced as CEO by Brummer Multi-Strategy COO Ola Paulsson. At the same time, Mikael Spångberg 
takes over as MD of Brummer Multi-Strategy, having previously been deputy CEO at Brummer Nektar.

Former Man Group CEO Manny Roman aims to expand fixed income related quant strategies and hedge 
funds at PIMCO, where he is now chief executive.

GAM shareholders vote against board member proposals by activist hedge fund RBR Capital Partners 
as part of a move by the activist to get the asset manager to cut costs.

Commodities firm Gresham launches two hedge funds led by Scott Kerson, who who was formerly 
head of commodities at AHL. 

Dyal Capital, part of Neuberger Berman, takes an equity stake in Atalaya Capital Management, 
a US-based opportunistic credit and special situations manager. 

Total hedge fund assets reached c.$3.1 trillion at the end of June according to HFR.

News from the alternative manager world
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Private markets
Investors look towards 
value-added strategies 
as industry-wide fundraising 
volume declines.

New private market engagements, year to June 30 2017

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

Infrastructure 

Real estate 

Debt 

Equity 

Corporate debt 

Other 

56% 
44% 

25% 

22% 41% 

12% 
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Private markets continued

Client trends
Real estate and private debt proved to be 
the most popular areas for private market 
manager searches in the second quarter 
of 2017. In addition, investors continued 
to show interest in more esoteric strategies 
with new mandates for agriculture and 
timber as well as trade finance.

In real estate – as in infrastructure – 
searches on the equity side continue to 
be favoured over the debt side, while 
bfinance clients are continuing to opt for 
value-added or core-plus rather than core 
strategies in search of improved returns 
at a time of high valuations. 

Looking over the course of the twelve 
months to June 30th 2017, there is a 
roughly even split between debt and equity 
engagements, with 56% on the debt side 
and 44% equity. This represents a slight 
shift in favour of equity versus the 2016 
calendar year, when 64% of new private 
markets engagements were for debt. 

Direct corporate lending continues to 
dominate the debt side. Recent searches 
reveal substantial falls in average quoted 
fees in this sector: new bfinance white 
paper Investment Management Fees: 
New Savings, New Challenges (May 
2017) charted average management fee 
reductions of nearly a third in European 
direct lending funds since 2014.

Across private assets, bfinance has 
worked towards collaboration and 
combined negotiation between multiple 
investors in order to enable maximum 
bargaining power, particularly for UK Local 
Government Pension Schemes as they 
progress towards asset pooling. A notable 
portion of new engagements have explicitly 
been driven by the lower fees obtained by 
the firm versus other available routes. 
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Special Report: Manager Fund Raising in Q2 2017 
According to Preqin data, there was a slight decline in the amount of capital raised overall during the quarter, 
down 4% at $172bn, and a more significant reduction in the number of funds closed (-8% to 290 funds), 
continuing the growth in the average size of funds being raised.

There were significant differences across the four asset classes. The largest, Private Equity, saw a continued rise, 
to over $120bn, the highest quarterly level since 2010: this asset class accounted for 70% of all capital raised. 
The overall reduction was driven by a sharp fall-off in Infrastructure (down by 83% to $5.3bn) and Private Debt 
(by 38% to $16bn). Although there was a slight uptick in the amount of real estate capital being raised, the 45 
funds closing represented the lowest number for 28 quarters, since Q1 2010. 

Despite the reduction in capital raising, investor appetite for private asset classes continues to be strong and 
this has led to a record number of funds in the market and record levels of dry powder. 

Across the four main asset classes there are now just over 3,000 funds in the market seeking to raise a total 
of $1.1tn of capital. The very high levels of dry powder, at $1.5tn, reflect the surge of fundraising in recent years 
and the challenges of deploying capital in the current market environment. 

Capital raising momentum across private asset classes, 2017 Q2

Note: Based on capital raised for closed ended commingled funds. Arrows indicate change in Q2 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 45 $29bn Having tended to dominate fund 
closings in recent quarters, U.S.-
focused funds were less significant, 
accounting for 44% of total capital 
raised, with European funds 
accounting for 53%.

The Preqin datasets focus on 
‘closed end’ funds so understate the 
capital being raised for Open Ended 
Core/Core+ real estate funds and 
mandates. There continues to be 
strong demand for these strategies, 
with fast growth in Europe and Asia.

Infrastructure 11 $5bn North America focused strategies 
represented 53% of capital raised 
during the quarter, but only 35% of 
the funds. Europe represented 30% 
of capital raised, while Asia and 
Rest of the World achieved 16%. 

Given the absence of mega-funds 
closing this quarter, the emphasis 
was on region-specific funds, 
although there were some smaller 
global funds. More significant were 
niche strategies such as Aviation, 
Maritime and Renewable energy. 

Private Equity 175 $89bn North America continues to 
dominate capital raising with 50% of 
the capital and funds being focused 
on North America. There has been 
an increase in Asian-focused 
strategies that now represent close 
to 30% for the quarter. 

Buyout continued to dominate fund 
raising in Q1 2017, representing 
nearly three quarters of the total. 
Venture Capital also continued to 
dominate the number of funds raised 
(over 40%) but this represented only 
11% of the capital raised. 

Private Debt 28 $16bn Following the surge of European 
focused funds in previous quarters, 
it was North America funds that 
dominated capital raising in Q2, 
representing 85% of capital and 
68% of funds. 

Close to 50% of funds closing 
(and 42% of capital) were focused 
on ‘Direct Lending’, representing 
a far larger share than in previous 
quarters. Distressed debt fund 
represented just over a third of total 
capital raised.

-1%

0%

-26%

25%

-35%
-42%

-73%
-43%

Private markets continued 
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Private markets continued 

Special Report: Manager Fund Raising in Q2 2017 continued

Real Estate 
Continuing the trend of the previous quarters, there was a further reduction in the number of funds closing during 
Q2: 45, the lowest number since Q1 2010. This reduction reflects increasing doubts over the prospects for real 
estate performance and the challenge of deploying the record levels of dry powder, of nearly $250bn. Concerns 
over the U.S. outlook have led to a particularly sharp reduction in the closing of funds targeting this market. 
Having tended to dominate, U.S.-focused funds accounted for 44% of total capital raised during the quarter, 
with European funds accounting for 53%. That being said, figures were skewed by the closing of the $7.8 bn 
Blackstone Real Estate Partners Europe V. A record 557 closed ended vehicles in the market are seeking to raise 
almost $177bn of capital. More significantly, Preqin reports that only a third of the target capital has been raised 
in interim closes, and 44% of all the funds have been in the market for more than 18 months. At the same time, 
there is a record level of dry powder, at $246bn at the end of June 2017, a majority of which is focused on the 
U.S. and over 40% of which is held in Opportunistic strategies. 

Infrastructure
The surge in fund raising during Q1 2017 was heavily influenced by the closing of the $16bn Global Infrastructure 
Partners III fund that represented over half of the capital raised during the quarter. In 2016, the figures were 
similarly dominated by the $14bn Brookfield fund that closed in September 2016. It is not surprising that Q2 
capital raising fell-off markedly, but the $5.3bn raised was the lowest level since Q3 2013 and involved only 11 
funds compared with the average of 19 funds per quarter over the five years to end 2016. There continues to be 
strong appetite for infrastructure investment, with many investors seeking to gain exposure to the mega global 
funds as well as regionally focused funds and the smaller (often $500m or less) country- and niche-specific 
funds. Preqin reports a total of 171 funds in the market seeking to raise a record amount of $149bn. North 
America focused funds represent 50% of the target capital, a greater proportion than recent quarters due to 
the removal of the mega funds. Infrastructure Dry Powder continues to increase, up 10% since the beginning 
of the year, continuing the high levels of competition for infrastructure assets. 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. 

Private Equity
The record level of Private Equity capital raising continues the strong momentum of recent quarters. As we 
suspected in the previous quarterly report, the slight downturn in Q1 reflected the seasonality of that quarter. 
Preqin report a further record quarter of funds in the market (now at close to 2,000) targeting an aggregate of 
$676bn of capital. The largest allocations to Private Equity continue to come from government agencies, SWFs 
and family offices. For these groups, allocations often exceed 20%. Allocations from public and private sector 
pension funds and insurance companies average below 10%. Concerns remain over the high levels of capital 
raising and the large amount of dry powder in the market, now at over $900bn. The level of transactions has 
increased slightly, but the dry powder has led to increasingly aggressive pricing. This is clearly a positive for 
funds exiting their stakes but a challenge for those seeking to deploy capital. Venture Capital was the largest 
category in terms of funds closing (45%), representing 11% of the capital raised, while Buyout dominated in 
terms of volume at 73% of the total. There continues to be a steady increase in the number of Asian-focused 
funds in the market (now 28% of target capital), but North America remains the preferred target location with 
50% of funds and of capital focusing on this region.

Private Debt
The high level of private debt fund raising during 2016 might be a factor behind a further quarter of reduced 
levels of capital raising in 2017. That surge of capital raising, coupled with the high levels of dry powder (now 
exceeding $200bn), means that many managers are focused on deploying rather than raising new capital. Having 
halved in Q1 2017, capital raising fell a further 38% during Q2 to $16bn, well below the quarterly average of 
recent years. Despite the fall-off, there continues to be strong investor appetite for the asset class. There currently 
are over 300 funds seeking to raise close to $140bn: over 40% for Direct Lending, 10% for Mezzanine and 
24% for Distressed. Although there are 80 funds seeking to raise $39bn for Europe, approximately double that 
number of vehicles are targeting twice that volume for North America. 
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Continued consolidation of the manager universe included the acquisition of the UK’s Green Investment 
bank by a Macquarie-led consortium. 

Asian firms were active in acquiring stakes: CITIC Capital acquired a 48% interest in Stockbridge 
Capital Group, NTT Urban Development purchased a 15% stake in Morristown, Normandy Realty 
Partners and Mitsui took a 20% stake in CIM Group. 

Fund managers continue to build out ‘Real Assets’ platforms, with CBRE Global Investors taking a 
majority stake in Caledon, a Toronto based business focused on Infrastructure investing. 

There is also consolidation occurring in the investment consultant universe for private assets, including 
the announcement of Hamilton Lane’s plans to acquire Real Asset Portfolio Management, the 
corporate restructuring of Courtland and the proposed sale of the Townsend. 

A number of private asset class platforms are being listed such as the TPG Real Estate Finance Trust 
and KKR’s Real Estate Finance Trust, together responsible for managing over $4bn of real estate debt. 

James Martin leaves Partners Group to lead Hamilton Lane’s Australia business.

Alex Popov joins Carlyle Group to lead their credit opportunities platform, leaving HPS Investment 
Partners.

Peter Higgins moves to Ares to expand their European leveraged finance products. 

Ben Loomes has joined InfraRed to be their Head of Infrastructure. 

Trish Barrigan is taking over the running of the Benson Elliot business from Marc Mogull. 

At the Canada Pension Plan Investment Board, Ed Cass moves position to become Global Head 
of Real Assets, taking over from Graham Eadie. 

News from the private market manager world

Private markets continued 
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