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expertise with global perspective.

Contact details
Kathryn Saklatvala, Director – Investment Content, ksaklatvala@bfinance.com
Geraint Morgan, Portfolio Monitoring, gmorgan@bfinance.com



Defensive equities and low volatility strategies continued to underperform over 
the quarter, while economically sensitive stocks delivered strong results, benefiting from 
increasing oil prices and the expectation of rising rates.

Active global equity managers enjoy a strong run. Nearly 70% of those in the bfinance 
composite (representative of appropriate institutional products) beat the market net of fees. 
Emerging market equity manager outperformance was slightly weaker as funds competed 
with strong index results. 

…but High Yield fixed income managers falter. On average, these failed to outperform 
the index in both the US and Europe. Meanwhile, 77% of investment grade credit 
managers beat indices – a weaker figure than previous quarters – with European teams 
overweight the long end of the curve profiting from the fall in Bund yields.

New publications: the bfinance team continues to share practical insights from sector-
specific research and manager analysis. Papers released since August 2017 address 
Trade Finance, Infrastructure, Alternative Risk Premia and Equity (Emerging Markets, 
ESG and Active/Passive Management). www.bfinance.com/publications.
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At a glance

Performance of public markets to end of September 2017

Source: bfinance/Bloomberg
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Emerging markets dominate the agenda in equity and fixed income, with developed 
Asian equities and leveraged loans also proving popular. In private markets, data on new 
mandates indicates a decline in Q3, while the appetite for more liquid diversifying strategies 
remains as strong as ever.
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Risk appetite
Multi-asset managers boost 
equity exposure as risk appetite 
continues to rise.

Risk appetite barometer, Q3 vs Q2 Manager positioning barometer, Q3 vs Q2

Risk Averse (Scared) Risk Seeking Bearish Bullish

Q3 Q2

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 all three quarters of 2017 to date 
have been marked by successively higher 
risk appetite, notwithstanding a temporary 
downturn in sentiment during April.

In the case of multi asset funds tracked 
for our internal benchmarks, this 
bullishness has manifested in increasingly 
high exposure to risk assets or equities 

throughout the year to date. Indeed, 
we are somewhat surprised to find this 
figure not only exceeding 2013-14 levels 
but almost on a par with early 2010. 

Correlations between major asset classes, 
which also peaked last June, are also 
beneath their long-term average and 
well below 2010-12 levels.

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 September 30 2017 (by asset class)
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New manager searches
Emerging markets gain 
ground while caution creeps 
into illiquid investment activity.
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The third quarter of 2017 saw emerging 
market strategies consolidate their 
current dominance in new public market 
allocations, across fixed income as well 
as equity. For the year ending September 
30th, 31% of new fixed income manager 
searches and 28% of new equity searches 
have been oriented towards Emerging 
Markets or Emerging Asia. 

Yet, quarter-on-quarter, the most 
significant shift is a notable decline in new 
private market mandates among bfinance 
clients. Although these investments as 
a group (private debt, infrastructure, real 
estate, private equity and other real assets) 
still represent 33% of new mandates 
issued by bfinance clients in the year 
ending September 30th, this represents a 
decline versus the end of Q2 (38%). That 
being said, the larger average investment 
size means that allocations have actually 
risen on a volume basis. The reduction 
should also be viewed in the context of the 
long-term upward trend.

In part, this shift represents a delayed 
reflection of the industry trend of the 
past year. Private market fundraising has 
been in decline throughout 2017, based 
on data from providers such as Preqin, 
as has been highlighted in previous 
quarterly reports and again in this issue 
(pp. 23 – 25). High valuations, a record 
pile of “dry powder” and a modest rise in 
rates have all contributed. Looking more 
closely, recent activity is oriented towards 
certain ‘late-cycle’ themes: value-added 
strategies; less familiar niches; a focus 
on risk reduction. 

Interestingly, this has been 
counterbalanced by strong activity in 
the more liquid side of the alternatives 
spectrum, showing that diversification is 
still “front of mind.” Unconstrained multi-
asset strategies prove to be the most 
popular “Diversifying Strategies” segment 
(pp. 18 – 19), with increasingly broad 
definitions and requirements creating 
blurred lines between traditional and 
alternative products.

New manager searches continued 

N
um

be
r o

f S
ea

rc
he

s 

Vo
lu

m
e 

(U
SD

 b
n)

 

Diversifying 
Strategies 

Private 
Markets 

Fixed
Income 

Equity Number of 
Searches 

0 

5 

10 

15

20

25 

30

0 

0.5 

1 

1.5 

2 

2.5 

3 

Europe UK Middle East Asia Pacific North America 

New manager searches, year to September 2017 (by investor location and asset volume)
New engagements
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Equity
Focus shifts towards 
emerging markets, Asia.

New equity engagements, year to September 30 2017

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

Global

North America

Emerging Markets,
Emerging Asia, Asia ex. Japan

Japan or Asia inc. Japan

Europe

Australia

24%

5%

28%

24%

14%

5%
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Investor activity
bfinance has seen a very substantial shift 
in investors’ equity manager selection 
patterns over the past 12 months. There 
has been a significant increase in searches 
for emerging market and Asia-focused 
equity managers, while the number of 
US-focused searches declined markedly.
 
Looking more closely at the figures, 
nearly a third of all new equity manager 
selection projects initiated between 
October 2016 and September 2017 were 
for either global emerging markets or Asia 
ex. Japan, versus less than 15% in the 
previous year – an increase of more than 
100%. Meanwhile, the strong appetite for 
Developed Asia and Asia inc. Japan made 
this region the runaway winner in terms of 
regional allocations. 

The contrast with the previous year, when 
Global Equity mandates made up nearly 
40% of the total (now 24%) and the US 
dominated the regional picture, could not 
be more stark. 

Smart beta one of the most popular 
segments in 2014-15, contributed 
only small percentage of new mandate 
activity in the year to September (10% 
by number of searches, 17% by volume) 
and fewer investors have shown interest 
in this area during recent discussions, 
indicating that this weaker appetite may 
continue into 2018. 

Activity also points towards the continued 
prominence of ESG, with this theme now 
becoming increasingly relevant in emerging 
market equities.  

Equity continued 
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Market snapshot
Most equity markets rose in the third 
quarter and several reached record highs, 
including the MSCI World (up 15% in 
USD terms since January) and the MSCI 
Emerging Markets (up 25%). A continued 
improvement in corporate earnings and 
economic expansion underpinned the 
positive momentum. 

US valuations continued their upward 
trajectory, with forward P/E measures now 
above 25-year averages and significantly 
higher than pre-crisis levels. Growth 
stocks here outperformed value shares by 
almost 3%. European shares continued to 
outpace US stocks, following the Q2 trend, 
aided by a cooler political climate: the 
German election results were well received, 
despite the far-right AfD party winning 
13.5% of the vote. The UK lagged the rest 
of Europe with Brexit negotiators struggling 
to agree terms. 

Meanwhile, Japanese equities made solid 
gains, tempered by continuing concerns 
around North Korean activity; markets have 
responded well to Abe’s snap election. 
Emerging markets led the pack, despite 
North Korean tensions, underpinned by 
global growth dynamics and the declining 
USD. Commodity producers such as 

Russia and Brazil enjoyed a better Q3 
thanks to rising prices for raw materials, 
and China was supported by technology 
and real estate stocks.

Defensive sectors, and with them low 
volatility strategies, underperformed 
again over the quarter, while economically 
sensitive or cyclical sectors delivered 
strong results (including banks), benefiting 
from increasing oil prices and the 
expectation of rising rates. The destructive 
hurricane season, and its impact on Gulf 
of Mexico oil supplies, contributed to a 
10% increase in Brent crude in September. 
IT delivered very strong results in the US, 
with semiconductors gaining 14% over 
the quarter as mobile technology 
continues to grow.

Looking ahead, the key questions are still 
the extent to which monetary tightening 
be enforced without shocking markets 
and the ongoing political uncertainty 
surrounding North Korea and the US. 
Although continued economic growth 
should be supportive to equities, valuations 
– particularly in defensive stocks – remain 
conspicuously high.

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 September 2017)
Equities YTD 

USD
YTD
Local

World Equity 16.0% 12.5%

US Equity 14.2% 14.2%

UK Equity 15.7% 6.6%

Europe Equity 25.0% 11.7%

Emerging Markets 
Equity

27.8% 23.5%

Equity continued 
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Equity continued 

Manager watch

The third quarter of 2017 was a particularly 
strong one for active managers across 
the major equity sectors, with nearly 
70% of those tracked by bfinance 
generating positive relative returns. The 
global equity manager composite beat 
its comparative index by 0.6% gross of 
fees over the quarter and 2.5% year-to-
date, representing a significant turnaround 
versus 2016 when the average performer 
struggled to beat the benchmark. 

Growth managers continue to benefit 
from the market tailwinds, with value-driven 
strategies experiencing tougher conditions. 
Exposure to high beta and momentum 
factors has also proven advantageous 
in 2017. 

Within emerging markets a somewhat 
smaller proportion of active equity 
managers – just above 55% - 
outperformed over the quarter, with the 
bfinance manager composite outstripping 
the benchmark by 0.6% gross of fees. 

Here, also, value factors struggled while 
momentum and growth factors were 
typically positive, with earnings revisions 
being a key influence on returns. Indeed, 
the value factor was even weaker here 
than in the developed markets. 

* 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* 5.3% 18.6% 7.6% 4.4%

MSCI World 4.8% 16.0% 8.3% 4.6%

MSCI ACWI 5.2% 17.3% 8.2% 4.2%

Outperformance VS MSCI World 0.5% 2.6% -0.8% -0.2%

Outperformance VS MSCI ACWI 0.1% 1.3% -0.6% 0.2%

Global EM Composite* 8.5% 29.8% 7.3% 1.6%

MSCI EM Index 7.9% 27.8% 6.8% 0.2%

Outperformance 0.6% 2.1% 0.5% 1.4%

Manager performance (to end September 2017)

Source: bfinance/Bloomberg
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GAM appoints Adrian Gosden following his departure from Artemis. He will manage a new UK equity 
income fund, to be launched later this year. 

Prashant Khemka, previously CIO for emerging markets at Goldman Sachs Asset Management, announces 
that he will launch an India-dedicated investment firm, White Oak Capital. 

Old Mutual Wealth will split its fund management unit Old Mutual Global Investors (OMGI) into two, 
with OMGI focusing on single strategy funds and the other part on multi-strategy funds.

Union Investment appoints Christopher Schaefer, Senior Portfolio Manager, as the lead Portfolio Manager 
of its UniFavorit Aktien global equity strategy, replacing Frank Thormann. 

Schroders hires Frank Thormann, previously global equity Portfolio Manager at Union Investment, to join 
its specialist asset management team. 

LGIM appoints Stephen Message (formerly at at Old Mutual Global Investors) to its global income team, 
with a focus on UK income strategies.  

Michiel van Voorst, lead PM for the Robeco Asian Stars portfolio, departs the firm; Arnout van Rijn has taken 
over his duties. Separately, Kelvin Leung joins the firm as a portfolio manager focusing on Japanese equities. 

Wasatch Advisors announces Jeff Cardon’s retirement at the end of the year. JB Taylor continues as lead 
PM of the Small Cap Growth Fund and the Core Growth Fund. 

RIT Capital sells its 37% stake in Rockefeller’s wealth advisory and asset management group. Rockefeller 
Capital Management was backed by majority owner Viking Global Investors, with the Rockefeller family 
retaining a 10% stake. 

Commonwealth Bank of Australia announces a strategic review of the First State Investments business, 
with a range of options under consideration including an IPO.

News from the equity manager world

Correlations between Stocks

Equity continued 
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Fixed income
Investors lean towards 
higher-risk strategies with 
Emerging Market Debt 
and Loans at the forefront.

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

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

Emerging Market Debt

High Yield

Loans

Other

31%

23%

31%

15%
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Investor activity
The demand for higher-yielding fixed 
income asset classes continued through 
the third quarter of this year, with a 
particular focus on emerging market 
debt and non-investment-grade 
corporate credit. 

Within corporate credit, the trend towards 
leveraged loans proved particularly strong: 
this sector represents a remarkable 31% 
of all fixed income searches by bfinance 
clients in the year to date. The bulk of that 
activity has taken place during the last six 
months, with clients attracted by the low 
duration and high income attributes in an 
environment of improving economic growth 
globally and rising interest rates in the US.

Emerging market debt is undoubtedly the 
other big allocation story of 2017 from a 
fixed income perspective. Interestingly, 
we are seeing significantly more demand 
for strategies that blend local and hard 
currencies and/or provide exposure to 
corporate as well as sovereign bonds. This 
represents a notable shift from the 2014-16 
period, when hard currency strategies were 
strongly preferred. Investors are keen to 
take advantage of local emerging market 
currencies once again, although wary of 
the growth-sensitive nature of this subset 
of the market.  

Market snapshot
European investment-grade credit 
returned 1.13% during the quarter, with 
spreads tightening by approximately 5bps 
and the 10-year Bund yield remaining 
largely unchanged. The performance was 
supported by strong fund flows, improving 
corporate fundamentals and expectations 
of a delay in ECB tapering. US investment 
grade credit did marginally better, with a 
1.37% return over the quarter driven by a 
small spread compression; 10-year Treasury 
yields ended the quarter just 2bps higher. 
Sterling corporate bonds, on the other hand, 
generated only 0.28%: although spreads 
tightened by 16bps, the 10-year yield rose 
by 11bps thanks to early comments from 
the Bank of England about the rate hike 
in November. 

US high yield generated 2.03% through 
Q3, thanks largely to income as spreads 
only tightened by 21bps. Performance was 
broadly uniform across ratings tiers, but 
sub-sectors showed significant differences: 
Energy benefited from the oil price recovery; 
retail delivered just 0.22% with widening 
spreads. Although net outflows from US HY 
funds continued, the figures were less severe 
than Q2 and Q1, with September even 
giving a positive inflow. 
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Performance of Bond Markets to end of September 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
In Europe, however, there is little sign that 
the HY outflows are easing. Indeed, unlike 
the previous quarter, Q3’s outflows also 
included short-duration funds. To put the 
figures in context, the amount of capital 
that exited retail all-maturity funds in Q3 
accounts for 61% of the EUR3 billion 
outflows YTD. In this market, CCC-rated 
debt outperformed higher quality tiers 
and the Energy sector was the standout 
success with a 3.15% return.

Positive returns in emerging market debt 
reflected the continued investor appetite for 
the asset class, although the quarter saw 
EM currencies faltering for the first time 
this year. Hard-currency sovereign and 
quasi-sovereign debt returned 2.63%, 

with every country except Venezuela 
delivering positive results; the top 
performers included some smaller and less 
liquid issuers such as El Salvador, Belize 
and Suriname. Supported by a positive 
sentiment towards spread asset classes, 
EM corporate debt delivered 2.11%, with 
Metals & Mining up 4.35%. 

Local currency EM debt led the way 
with 3.14% in USD terms, with Russia 
(+6.24%) and Latin America leading the 
way. These strong results came despite the 
depreciation of 10 EM currencies against 
the USD in September, including the South 
African Rand (-3.71%) and the Mexican 
Peso (-2.11%).

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, on an equally weighted basis. 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* 1.3% 4.8% -1.1% 2.9%

Barclays US Corporate IG 1.3% 5.2% -1.6% 2.8%

Outperformance -0.1% -0.4% 0.5% 0.1%

Euro Corporate Composite* 1.2% 2.5% -0.6% 2.4%

Barclays Euro Corporate 500MM 1.1% 1.8% -0.9% 2.0%

Outperformance 0.1% 0.7% 0.4% 0.4%

US High Yield Composite* 2.0% 6.9% 4.5% 4.3%

ML US High Yield Master II Constrained 2.0% 7.0% 4.6% 4.4%

Outperformance 0.0% -0.1% -0.2% -0.1%

EUR High Yield Composite* 1.5% 5.5% 3.6% 4.8%

ML European Curr HY Constr. EUR Hedged 1.7% 6.0% 3.7% 4.4%

ML European Curr HY Constr. EUR Hedged NON-Fin. 1.6% 5.5% 3.7% 4.6%

Outperformance -0.2% -0.5% -0.1% 0.4%

Outperf.VS European Curr. HY Cstr. Non-Fin. -0.1% 0.0% -0.1% 0.2%

Manager performance (to end September 2017)

In investment grade credit, 77% of 
US active managers outperformed the 
market (median: +0.16%), along with the 
majority of European managers (median: 
+0.19%). Those with a ‘credit risk barbell’ 
(overweight AAA and BBB) showed 
stronger performance. Duration was not 
a significant driver of returns in the US, 
given the virtually unchanged UST yields 
over Q3; in Europe, managers overweight 
the long end of the curve benefited from 
the fall in Bund yields. With low dispersion 
between sectors and tight valuations, 
positioning around interest-rate sensitivity 
continues to be a priority for managers.

In the high yield space, however, 
the median manager in bfinance’s 
representative composite has failed to 
outperform the index in both the US and 
Europe. With little capital appreciation to 
exploit, the key to success is avoiding 
defaults. High energy sector exposure has 
been a major driver of outperformance 
in Q3, especially in the US, as has credit 
risk, with higher income generated by the 
CCC segment of the market. Valuations in 
the US are particularly advanced, making 
security selection even more critical.

Manager watch

Fixed income continued 
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Fixed income continued 

Emerging market debt manager 
performance has been robust in Q3: 86% 
of hard currency EMD managers beat the 
index (median: +0.55%) as did 73% of 
local currency debt managers (median: 
+0.23%), and 93% of EMD corporate bond 
managers (median: 0.86%). The growth in 
the number of sovereign issuers in the hard 
currency space has given active managers 
a larger universe for country selection 
and, on the whole, the top performers 

were those with a bias towards smaller 
and less liquid (higher yielding) countries. 
Additionally, the strong performance of 
local currency debt benefited managers 
with flexibility to invest in that space 
through a blended strategy. Among local 
currency managers, higher exposure to 
emerging European currencies and the 
Brazilian Real were the most beneficial 
positions.

Janus Henderson announces that Jim Cielinski will become global head of fixed income, having previously 
held the same position at Colombia Threadneedle. Global Head of Credit, Stephen Tharyian, will leave the 
firm in early 2018. 

Richard House, former head of emerging market debt at Standard Life Investments, leaves Standard Life 
Aberdeen as part of the post-merger integration. Bret Diment (Aberdeen) will be the firm’s EMD head. 

Alexander Caminade, former credit CIO at Allianz Global Investors, moves to La Banque Postale Asset 
Management in a similar capacity. Portfolio manager Detlev Schlichter also leaves Allianz.

PIMCO hires FX traders Adam Iqbal and Michael Davidson as FX portfolio managers. Iqbal was EMEA 
Head of G10 Options at Goldman Sachs.

Pictet Asset Management hires Evan Pearce as a senior investment manager within its total return credit 
team. He joins from Pine River where he was Head of European Credit. At the same time, Roman Gaiser, 
head of high yield, has left the firm after more than six years. His destination is still unknown. 

News from the fixed income manager world
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Diversifying strategies
Increasingly blurred 
lines in the ‘multi-asset’ 
space as investor 
appetite increases.

New diversifying strategy engagements, year to September 30 2017

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

Multi asset 

Hedge funds or FoHFs 

Other (currency, commodities) 

Alternative risk premia

19% 

37% 

31% 

13% 
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Diversifying strategies continued

Investor activity
Interest in hedge funds and liquid 
alternatives remained strong throughout 
Q3, in a quarter when the hedge fund 
industry’s overall AuM hit yet another 
all-time record according to HFR data. 

Among bfinance’s clients, investor focus 
was geared towards more defensive and 
diversifying strategies, such as equity long/
short with low net exposure and CTAs / 
Managed Futures, as opposed to more 
return-seeking strategies. We expect 
this pattern to remain in play through Q4 
given current equity valuation levels and 
heightened macro uncertainty.

One interesting trend that we’re watching 
closely is an increasing blurring of the 
lines among investors in respect of how 
unconstrained multi-asset exposures are 
defined and subsequently allocated to. 
This development has helped to make 
“multi-asset” the dominant search category 
among diversifying strategies in the year 
to date (37%), outweighing hedge funds 
(31%) and alternative risk premia (19%). 
Viewed on an AuM basis, multi-asset 
accounts for more than half of the total. 

Complementing this multi-asset appetite, 
we see an increasingly rich opportunity 
set available to investors in this space, 
with a broader range of products on offer, 
both from alternative managers seeking to 
combine traditional exposures with their 
alternative programmes and traditional 
managers offering a more total-return-
focused product. As a result, we expect 
focus on this area to continue to grow.

In terms of search activity over the last 
12 months, bfinance has conducted 16 
“diversifying strategy” engagements, 
allocating assets totalling almost USD 2.5 
billion. Hedge funds and fund-of-funds 
represented 31% of searches, although 
that translated into just USD 200m on 
an AuM basis given the smaller average 
mandate size. There was a roughly even 
split between assets allocated to fund-
of-funds and assets allocated to single 
manager hedge funds. Meanwhile, 
USD 340 million was directed towards 
Alternative Risk Premia strategies. 

Europe and the UK represented the 
largest contributor to engagements on 
a regional basis, overtaking the Middle 
East, with Australia and North America 
also represented. 
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All hedge fund and liquid alternative strategy 
composites posted positive performance 
figures in Q3 2017, with Macro & Trading 
strategies remaining the only one with a 
negative result year-to-date. 

Equity Long/Short and Event Driven proved 
to be the two groups with the strongest 
performance: each reported a 3% gain for 
the period. August, the weakest month of 
the quarter for the global equity markets, 
proved to be the strongest month for 
Equity Long/Short managers, supporting 
the case for the differentiated nature of 
return generation by L/S funds versus 
traditional equity exposure, albeit with 
a small sample size. 

For the Event Driven composite, July 
dominated returns in the third quarter, 
contributing approximately two thirds of 
the total. The more directional Event Driven 
funds – those more exposed to equity risk 
– outperformed the more market neutral or 
merger arbitrage oriented strategies.

Meanwhile, the Credit Long/Short 
composite delivered a modestly positive 
1.8% return in a quarter when risk 
exposures were generally rewarded: more 
directional and aggressive strategies 
outperformed their more tightly hedged, 

conservative counterparts. Overall it 
continues to be a reasonably good year 
for this strategy after a very weak three- 
year run.

The Macro and Trading managers 
succeeded in partially offsetting their Q2 
losses, despite a rough September that 
saw managers in the composite losing an 
average of 1.5%, and ended up posting 
a 1.2% gain over the quarter. This still 
leaves the composite underwater year-to-
date (-2.84%). September’s losses came 
predominantly from the CTA / Managed 
Futures space, where fixed income positions 
have generally been hurt by more hawkish 
views from the US and commodities 
exposures (particularly the energy complex) 
remain meaningfully negative in terms of 
attribution year-to-date. 

Finally, the Alternative Risk Premia 
composite also delivered a 1.2% gain. This 
is partly a reflection of the presence of CTA 
strategies in these products. We note strong 
Q3 returns from equity cross-sectional 
momentum models, as well as continued 
as continued positive attribution from short 
volatility models for those managers that 
incorporate the premia. Other risk premia 
groups were broadly flat over the quarter. 

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 3.04% 8.22% 9.62% 8.43%

bfinance Event Driven Composite 3.01% 9.69% 12.24% 3.51%

bfinance Credit Long/Short Composite 1.80% 3.58% 5.87% 0.38%

bfinance Macro & Trading Composite 1.19% -2.80% -2.84% 2.23%

bfinance Alternative Risk Premia Composite 1.20% 1.79% 1.89% 5.46%

Manager performance (to end September 2017)

Diversifying strategies continued 
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Diversifying strategies continued 

RWC Partners acquires Pensato Capital, a European equity long/short manager.

Multi-strategy macro manager H2O Asset Management buys a majority stake in CTA manager 
Arctic Blue Capital.

Antoine Forterre and Matthew Sargaison become co-CEOs of Man AHL, with Nick Granger as CIO. 
Man Group closes its quant incubator unit AHL Oxon.

Colin Lancaster, ex-head of global macro at Balyasny AM, joins Citadel and will build a new macro 
unit in London.

Brevan Howard plans to launch a new macro fund run by Geneva-based manager Alfredo Saitta.

Macro manager CommonWealth Opportunity Capital announces closure; its founder and CIO joins 
Soros Fund Management.

Paulson & Co closes its equity long / short fund, launched two years ago.

Astenbeck Capital Management, the firm of famed oil trader Andrew Hall, announces closure.

Brevan Howard COO Jev Mehmet resigns; Alan Howard moves back to London from Geneva, where 
he has lived for seven years. 

Quant firm Systematica are also moving staff from Geneva to London.

Former Winton CIO Matthew Beddall is to launch a new quantitative asset management firm named 
Havelock Capital.

Hugh Hendry’s Eclectica Asset Management, a discretionary macro manager that rose to fame during 
the GFC, intends to close following a significant decline in AuM.

Total hedge fund assets reached c.$3.15 trillion at the end of September according to HFR, a fifth 
consecutive quarterly record.

News from the alternative manager world
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Private markets
Real assets and private 
debt dominate new allocations 
as investors look towards 
the niches.

New private market engagements, year to September 30 2017

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

Infrastructure 

Real estate 

Debt 

Equity 

Corporate debt 

Other 

46% 54% 

20% 

16% 

40% 

24% 
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Private markets continued

Investor activity
After two quarters of bucking the trend, 
with bfinance private market manager 
selection figures continuing to rise in a 
climate where overall fundraising declined, 
Q3 brought more modest results as 
investors’ attention shifted towards public 
securities in emerging markets and liquid 
alternatives. Illiquid investments represent 
33% of the firm’s manager selection 
engagements year-to-date (down from 
38% at June 30th). This decline should 
be viewed in the context of the longer 
term upward trend: overall figures are still 
significantly higher than two years ago.

In the third quarter there has been a 
noticeable move towards niche strategies 
(Agriculture, Timber, Trade Finance) that  
complement existing private market  

 
exposures or offer somewhat better 
opportunities in an environment of 
high pricing. 

Within sectors such as infrastructure and 
real estate, appetite is oriented towards 
the value-added part of the market as 
well as strategies that protect on the 
downside, including debt.

Throughout 2017, corporate private debt 
has been the dominant sector in terms 
of bfinance investor activity within private 
markets. This pattern continues through 
the third quarter. Here the team is placing 
particular emphasis on fees, which have 
declined noticeably in order to reflect falling 
yields, although we remain concerned that 
hurdle rates are too high. 

Capital raising momentum across private asset classes, 2017 Q3

Note: Based on capital raised for closed ended commingled funds. Arrows indicate change in Q3 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 $21bn Sharp reduction in capital raising, 
particularly in Europe where only 
10 funds at less than $5bn were 
closed. US represented nearly two 
thirds of capital raising. Part of the 
decline is due to the increased 
focus on Open Ended funds.

For closed ended funds there was 
greatest focus on Value Add and 
Opportunistic (each around 30% of 
the total), with a smaller number of 
large Opportunistic funds. RE Debt 
capital represented nearly 25% of 
the total.

Infrastructure 17 $12bn European funds dominated the 
number of funds closing, but the 
larger size of the North America 
funds meant that this market 
represented a higher share (54%) 
of all capital raised in the quarter.

Increasing specialism in the asset 
class indicated by the specialist 
nature of the three largest funds 
closed in the quarter, including 
Infrastructure Debt as well as 
Renewable Funds.

Private Equity 181 $95bn North America continues to be the 
preferred target location with 50% 
of funds and two thirds of capital 
focusing on this region. Although 
Asia Pacific represented nearly 20% 
of fund closings, it only accounted 
for 10% of the capital raised.

Buyout continued to dominate 
fund raising, representing 69% 
of the total in 45 funds. Venture 
Capital represented 44% of the 
funds closing, but only 12% of 
the capital raised.

Private Debt 24 $23bn North America was the most 
successful geographic location for 
capital raising, representing 50% of 
all capital raised. Europe accounted 
for 30% and APAC the remaining 
20% of capital raised.

44% of the capital raised was for 
Direct Lending, with Distressed 
and Special situations representing 
just over 40%.

-23%

-29% -9%

10%

-48%

-38%
-39%

-31%
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Private markets continued 

Market snapshot
The extended period of strong performance 
across private markets has led to 
increasing concerns over valuations in the 
various asset classes, although there are 
considerable variations by geography and 
strategy. Even those that are attractively 
priced in relative terms are fairly expensive 
in absolute terms. This challenge, and the 
need to identify more attractive or well-
insulated opportunities, continues to be the 
primary concern for institutional investors 
working with bfinance. Each quarter, this 
report examines a particular sector of the 
private markets spectrum with pricing 
in mind. 

Spotlight on: real estate

The European real estate market is perhaps 
better placed now than North America and 
Asia Pacific, given the later stage of both 
the rental cycle and quantitative easing. Yet 
yields here have fallen to historic lows, as 
illustrated by the chart below. 

Over recent years, the compression in 
rates has meant that real estate remained 
relatively appealing, despite the overall 
trend in pricing (and yields) that has been 
in play since 2009. This was particularly 
evident between late-2013 (2%) and late-
2016 (0%). In 2017, however, the mild rise 
in bond yields has produced a deterioration 
in spreads and relative pricing, meaning 
that this asset class has become relatively 
less attractive. Although – as the chart 
illustrates – a decent differentiation still 
exists, continued gradual rate rises may 
see this spread erode further. 

This particular set of data covers Western 
Europe, excluding the UK. Clearly, there 
are significant variations within Europe, 
with real estate yields continuing to 
compress strongly in Germany, France 
and Ireland. These are markets in which 
the strengthening occupier demand and 
right supply are leading to upward 
pressure on rents.

Real Estate Pricing: European Offices

Source: Real Estate Yield: CBRE Prime Offices; Bond Yield: BofA ML Euro Gov
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Private markets continued 

Manager watch
There continues to be a broad trend 
for consolidation and expansion across 
private markets, with managers seeking 
to broaden their global platforms, their 
investor base and their range of products 
or sectors. In real estate, one aspect of this 
trend has been the growth of ‘open-ended 
funds’; the US has the largest and deepest 
open-ended market.

Yet key industry developments do not 
all point towards greater scale and 
consolidation: the trickle of spin-outs 
continues, with teams leaving larger 
entities to set up their own shops, although 
the tougher fundraising climate makes 
stepping outside the fold somewhat less 
appealing than it used to be. 

Spotlight on: fundraising

The table on page 23, compiled using 
data from Preqin, provides a snapshot 
of fundraising trends in the most recent 
quarter across the four major private 
market categories. Overall, the closing 
of 260 funds represents the lowest level 
since the middle of 2010, though both dry 
powder and the number of funds currently 
live in the market are both at record 
levels. Real estate was the most severely 
impacted, with the number of fund closures 
down a third compared with the previous 
four quarters.

In private equity, the sharp quarterly fall 
in the $95 billion in assets raised (down 
by a third) should be interpreted in the 
light of a record Q2; this is only 9% below 
the average of the previous four quarters. 
In the first half of 2017, more than 50% 
of funds closed in excess of their target 
allocations, providing evidence of strong 
appetite. Dry powder is now above $950 
billion and the capital distributed from 
private equity funds continues to greatly 
exceed the capital called ($490 billion 
versus $240 billion in calendar year 2016, 
for instance). 

Real estate is suffering from scepticism 
about the performance outlook. This is 
reflected in the fundraising decline on 
page 23, although readers should note 
that there has been a trend towards open-
ended vehicles which are not covered in 
these Preqin statistics. The decline was 
most dramatic in Europe, although this can 
be partially attributed to Q2’s $7.8 billion 
Blackstone fund. Dry powder ($244 billion) 
is at record levels and, significantly, nearly 
50% of the 569 closed-ended vehicles 
seeking cash today have been in the 
market for more than 18 months.

Infrastructure figures are distorted by the 
number of ‘mega funds’ that closed during 
the past year, making it hard to determine 
the overall trend. 170 funds are currently 
seeking to raise capital and, unlike other 
private market sectors, Europe-focused 
vehicles outweigh those for the US. 
There is an increasing number of niche or 
specialist funds, a trend explored by the 
recent bfinance paper DNA of a Manager 
Search: Infrastructure. 

Private debt showed a modest increase 
in the volume of capital raised, up 10% 
quarter-on-quarter despite the reduced 
number of funds, but even this positive 
figure represented a 21% reduction 
against the previous four quarters. North 
America continued to reassert itself as the 
most significant geographical location, 
accounting for 50% of capital raised, with 
Europe at 30% and APAC 20%. Fund 
sizes today are practically double those of 
2012-13, at an average of $1 billion. Of the 
330 funds currently raising money, nearly 
half of the target capital is for direct lending 
while 40% is for Distressed and Special 
Situations.
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Patrizia acquires Denmark-based fund-of-fund business Sparinvest and opens offices in Japan.

Prologis decides to combine its European vehicles into a €8.2b open-ended fund. This is a sector-
specific vehicle but sits alongside a number of other initiatives to launch open ended pan-European 
funds, including several Core+ strategies.

The Deutsche Bank secondaries team spins out to form Glendower Capital.

Alcentra appoints Vijay Rajguru as co-CIO. He will work alongside Paul Hatfield and oversee the firm’s 
global direct lending and loan business in Europe and the US, with a particular focus on growing the US 
direct lending and loans business as part of Alcentra’s growth plan in the country.

Philippe Taillardat leaves First State Investments, where he was partner and co-head of infrastructure 
investments.

Monroe has hired Cesar Gueikian, previously at Melody Capital Partners, to oversee the new 
opportunistic strategy fund. 

PineBridge Investments brings in three managing directors to jump-start its direct lending business: Jim 
Fisher, Joe Taylor and Doug Lyons. Fisher, former president at BDCA, will lead the strategy as head of 
PineBridge Private Credit.

Luis Mayans leaves Avenue Capital, following the departure of Peter Lockhead to ICG earlier this year. 
Mayans is joining CDPQ to develop their European efforts.

Apollo Global Management closes the largest buyout fund ever, at $24.7bn (Apollo Investment Fund IX).

Blackstone moves into the infrastructure sector with a series of senior level hires, attracting investment 
from large global institutions.

Henri de Castries, former chairman and chief executive of AXA Group, becomes chairman of Europe 
at General Atlantic.

Boutique private equity firm Tikehau Capital hires François Fillon, former French prime minister. 

Terry Winder becomes the new chief executive of Hastings Funds Management.

News from the private market manager world

Private markets continued 

Manager watch continued
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