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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



03   bfinance
Manager Intelligence 
& Market Trends
Q4 2017

At a glance

Performance of public markets to end of December 2017

Source: bfinance/Bloomberg
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…but not all. High yield managers in particular struggled to deliver excess returns: 
only 39% of European high yield managers and barely half of their US counterparts beat 
their benchmarks. 

Investors are still hunting for yield in fixed income... With high yield debt offering less 
appeal today, bfinance clients have turned towards Leveraged Loans, Emerging Market 
Debt and niche strategies such as Insurance Linked Securities.

…including Private Debt. Despite some softening in the expected returns, appetite 
for Private Debt in general and Direct Lending in particular remains strong.

Defensive and low volatility equity strategies continued to underperform over the 
fourth quarter, while economically sensitive stocks delivered strong results. Value-oriented 
managers have struggled, particularly in Emerging Market equities.

In a significant turnaround since early 2017, macro hedge funds and CTAs had 
a strong Q4. The bfinance Macro & Trading composite exceeded 5% for the period. 
Alternative Risk Premia performance also picked up and the bfinance ARP composite, 
launched in 2017, reveals very strong three-year results.

2017 was a healthy year for active management in most public markets... Based on 
bfinance performance composites, global equity managers outperformed their benchmark 
by 3%, European investment grade credit managers by 3.2%, emerging market debt 
managers by 1.5%, and – despite a relatively weak fourth quarter – emerging market 
equity managers by 1.3%.

ESG becomes increasingly central to manager selection and portfolio solutions. 
Yet highly variable investor requirements make customisation important.
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Risk appetite
Bullish sentiment continues as 
healthy economic data outweighs 
persistent geopolitical risks.

Risk appetite barometer, Q4 vs Q3 Manager positioning barometer, Q4 vs Q3

Risk Averse (Scared) Risk Seeking Bearish Bullish

Q4 Q3

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 four quarters of 2017 were 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. 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 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.
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New manager searches, year to December 30 2017 (by asset class)
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New manager searches
Investors turn to Emerging 
Markets, Leveraged Loans 
and Multi Asset while Private 
Debt appetite remains high.

Note: these figures only represent manager searches initiated after January 1st 2017. They do not include pre-existing 
client engagements that continued during the year or consulting activity outside of manager selection (portfolio solutions).
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In early 2017, the volume of new mandates 
allocated to Private Markets by bfinance 
clients appeared to be on course to eclipse 
the Public Equity sector. Yet a stream of 
Global Emerging Markets and Asia equity 
searches in the third and fourth quarters 
(p.8), together with a modest softening 
in the pace of new Private Markets 
allocations, made it a photo finish.

There has been a significant increase in the 
volume of new Private Markets manager 
searches being undertaken by bfinance, 
from around $1.6 billion in new mandates 
during 2016 to nearly $2.5 billion in 2017 
(p.22). In addition, the average size of 
mandates in this sector has nearly doubled, 
from under $65 million to $112 million. 

In Fixed Income (p.13), investors have 
veered away from High Yield in favour of 
Emerging Market Debt and, interestingly, 
Leveraged Loans. The latter have 
found particular favour in a rising rate 
environment, as has Private Debt, which  
continues to be the dominant force in 
Private Markets mandates.

As for Diversifying Strategies (p.18), 
alternatives-oriented Multi Asset searches 
have overtaken Hedge Funds while 
Alternative Risk Premia strategies –  
also a multi-asset play, of course –  
remain high on the agenda. 

During the year to December 30th, 
bfinance has assisted 47 clients in 15 
countries with manager selection. As 
the chart below illustrates, these have 
been evenly spread across a range of 
geographies with a tilt towards Europe. 
Interestingly, investors in Asia Pacific have 
been more focused on finding managers 
in public market asset classes, while UK 
and North American clients have steered 
heavily towards alternatives.

These charts in this report illustrate only 
bfinance consulting work related to 
Manager Search and Selection; they 
do not include Portfolio Solutions.

New manager searches continued 

New manager searches, year to December 30 2017 (by investor location)

Note: these figures only represent manager searches initiated after January 1st 2017. They do not include pre-existing client engagements 
that continued during the year or consulting activity outside of manager selection (portfolio solutions).
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Equity
Strong appetite for Asia, 
Emerging Markets continues

New equity mandates, year to December 30 2017 
(number of mandates)

Note: these figures only represent manager searches initiated after January 1st 2017. They do not include 
pre-existing client engagements that continued during the year or consulting activity outside of manager 
selection (portfolio solutions).

Global (includes 9%
global smart beta)

North America

Global Emerging Markets
or Asia ex Japan 

Japan or Asia inc. Japan

Europe

Other region

23%

5%

36%

14%

18%

5%



09   bfinance
Manager Intelligence 
& Market Trends
Q4 2017

Investor trends
bfinance has observed an ongoing shift 
in investors’ equity manager selection 
patterns through 2017. The appetite for 
Asia and Emerging Market strategies, has 
increased dramatically, while Japan and 
Europe have also gathered more interest 
and North America less so. 

These dynamics have all persisted 
through the fourth quarter, based on 
the activities and attitudes of our clients 
globally. Interestingly, we have worked 
with a number of investors globally who 
have initially sought EM exposure but, 
after considering the opportunities, have 
ultimately implemented an Asia allocation. 
The roster of Asia-focused equity managers 
is stronger and deeper today than at any 
point during the past two decades.

Nearly a quarter of searches during 
calendar 2017 were for global equity, and 
this activity has been split between active  

management and smart beta strategies 
with a bias towards active. 

Meanwhile ESG remained a strong theme 
in active equity management across all 
regions in the fourth quarter. One of the 
major themes for the bfinance equity 
research team towards the latter half of 
the year has been the integration of ESG 
factors within Emerging Market Equity 
and Asia strategies, since ESG is less 
“commoditised” in these sectors. 

In October 2017, the firm published 
insights on ESG, Emerging Markets 
and Active Management in the widely 
reported-on New Equity Perspectives 
collection. 

Equity continued 
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Market snapshot
Equity delivered yet another strong quarter 
to December 2017, with several markets 
hitting record highs and cyclical stocks 
(particularly energy) delivering particularly 
large gains. Markets were buoyed by 
strong earnings growth, improving 
economic data and political events, 
including a U.S. tax cut and the re-election 
of Shinzo Abe. For the full year, global 
developed markets gained 22.4% (USD) 
and emerging markets rose 37.2% (USD).

As in the previous quarter, U.S. stocks 
were among the top developed market 
performers. Returns were particularly 
strong for IT and Telcos thanks to 
consumer demand, business-friendly tax 
reforms and a strong holiday shopping 
season. M&A activity also accelerated 
with several significant transactions, 
including Disney/21st Century Fox. Only 
Japan, Australia and Hong Kong delivered 
stronger returns in USD terms during Q4 
(MSCI Japan +8.49%).

Although European equities lagged 
the U.S. in the fourth quarter, Europe 
performed better over the full calendar  

year, delivering 25.5% returns (MSCI 
Europe, USD) versus 21.2% (MSCI USA, 
USD) in 2017.

The strongest performance for the fourth 
quarter came from emerging market 
equities, supported by generally positive 
global growth dynamics and increasing 
commodity prices. In EM, technology 
stocks were a key driver of performance 
– it has been a remarkable year for the 
likes of Tencent, Alibaba and TMSC. Latin 
America, on the other hand, endured a 
tough quarter on the back of weak Real, 
weak financials and continued corruption 
issues in Brazil and Mexico (MSCI LatAm 
USD -2.3%).

Overall, the positive sentiment across 
equity markets for 2017 indicates that 
geo-political concerns have taken a “back 
seat” relative to economic expansion 
and earnings growth. U.S. markets seem 
to have entered a new phase of matured 
growth, while Emerging Markets (with 
world class tech companies) and Europe/ 
Japan (with strong manufacturing) appear 
set for a continued uplift.

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 December 2017)
Equities YTD 

USD
YTD
Local

World Equity 22.4% 18.5%

US Equity 21.8% 21.8%

UK Equity 22.6% 11.9%

Europe Equity 24.4% 9.2%

Emerging Markets 
Equity

37.3% 30.6%

Equity continued 
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Equity continued 

Manager watch

In developed markets, active equity 
manager performance has been strong 
for the fourth quarter and through 2017 
as a whole. Managers tracked by bfinance 
(composites shown on this page) have, on 
average, outperformed their benchmarks 
across both periods: in Q4 they delivered 
excess returns of 0.2% gross of fees; in 
2017 they outperformed by 3%. 

Value-driven strategies are still, in general, 
finding market conditions tough, with 
growth managers continuing to benefit 
from a tailwind. Exposure to factors such 
as high beta and momentum have been 
particularly beneficial in 2017. 

Emerging market equity presented a 
different picture in Q4, with the median 
active EM equity manager underperforming 
the benchmark by 0.5% (gross of fees). 
Across the full year, the EM manager 
composite outperformed by 1.3% gross 
of fees. The value factor continued to 
struggle within emerging markets, even 
more so than in developed markets, while 
growth factors were positive with earnings 
revisions strongly influencing returns. The 
momentum factor was also a significant 
driver of performance. 

* 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 1Y 3Y (p.a)

Global Equity Composite* 5.7% 25.4% 9.6%

MSCI World 5.5% 22.4% 9.3%

MSCI ACWI 5.7% 24.0% 9.3%

Outperformance VS MSCI World 0.2% 3.0% 0.4%

Outperformance VS MSCI ACWI 0.0% 1.5% 0.3%

Global EM Composite* 6.9% 38.6% 10.4%

MSCI EM Index 7.4% 37.3% 9.1%

Outperformance -0.5% 1.3% 1.3%

Manager performance (to end December 2017)

Source: bfinance/Bloomberg
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David Cumming joins Aviva Investors as CIO for Equities. Cumming, former head of equities at Standard Life 
Investments (SLI), had left that firm amid the merger with Aberdeen. 

Graham Kitchen leaves Janus Henderson, where he is Global Head of Equities, to pursue interests in the 
charitable sectors; Alex Crooke and George Maris become Co-Heads of Equities.

Fidelity International appoints Bart Grenier to the newly-created role of Global Head of Asset Management.

Schroders hires Bill Casey and Nick Kissack, former senior European equity analysts at Janus Henderson, 
as portfolio managers within its pan-European equities team. 

GAM’s Andrew Green steps back after 34 years running the UK Diversified and Global Diversified funds. 
He will continue to manage select mandates and support the team as Director of Global Equities Strategy.

CRUX Asset Management hires Legal and General fund manager Richard Penny, a small and mid-cap 
specialist, ahead of the launch of a new UK strategy.

Michiel van Voorst joins Union Bancaire Privée Asset Management as CIO for Asian equities. 
He was formerly a senior PM at Robeco.

Raymond James Financial acquires Scout Investments and its Reams Asset Management division 
from UMB Financial. Scout becomes a subsidiary of Carillon Tower Advisers.

Guillaume Rambourg is to retire from fund management and turn his investment boutique Verrazzano Capital 
into a family office. Verrazzano will close its five European Equity funds.

Natixis Global Asset Management rebrands to Natixis Investment Managers to better highlight its multi-affiliate 
business model. Natixis Asset Management will also rebrand later this year.

Aegon Asset Management merges Aegon AM Netherlands, TKP Investments and its €50bn UK-based 
subsidiary Kames Capital under a single board.

SKAGEN Funds, the Nordic asset manager, has been bought by Storebrand Group, the savings and 
pensions group.

News from the equity manager world

Correlations between Stocks

Equity continued 
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Fixed income
High Yield Debt struggles 
as investors seek returns 
in Leveraged Loans and 
Emerging Markets

New fixed income engagements, year to December 30 2017 
(number of mandates)

Note: these figures only represent manager searches initiated after January 1st 2017. They do not include 
pre-existing client engagements that continued during the year or consulting activity outside of manager 
selection (portfolio solutions).
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Loans

Other

34%

8%

25%

33%



14   bfinance
Manager Intelligence 
& Market Trends
Q4 2017

Investor trends
The demand for higher-yielding fixed income 
sectors continued strongly through year-end. 

New allocations to Leveraged Loans 
proved to be particularly strong. Investors 
working with bfinance to implement 
investments in this sector have been 
attracted by its high income, low duration 
attributes in environment of improving global 
economic growth and rising interest rates. 

In Emerging Market Debt, beyond the 
demand for well-established hard currency 
sovereign bond strategies, our clients 
have shown interest in gaining diversified 
exposure to the subsectors (hard currency, 
local currency, corporate) via blended 
or unconstrained strategies. In order to 
provide insight, bfinance published a white 
paper (Emerging Market Debt: to Blend or 
Not to Blend?) in December 2017.

The more esoteric sub-sectors in the 
fixed income universe continue to attract 
attention, as has been the case throughout 
the low-yield era. In the fourth quarter, 
bfinance conducted a fresh review of 
Insurance Linked Securities managers: 
investors are expecting improved risk-
adjusted returns in this space on the back 
of heavy losses for the insurance industry 
in 2017, following years of downward-
trending insurance premiums.

Market snapshot
The fourth quarter proved to be another 
decent period for Investment Grade Credit. 
Despite the increase in UST yields (+8bps 
for 10-year, +28bps for 5-year), modest 
spread tightening drove returns of 1.17% 
in the U.S. while Europe gained 0.65%. 
Sterling corporates posted the quarter’s 
strongest results (+2.06%) as the market 
recovered from the Bank of England’s 
September rate hike. 

U.S. AAA-rated bonds benefited most from 
spread compression, while performance in 
Europe was dominated by BBB issues. For 
the full year, the U.S. came out on top with 
a 6.42% return, ahead of the UK (+5.25%) 
and Europe (+2.41%).

Returns in High Yield Debt were modest, 
with markets in “risk-off” mode during 
November in particular. U.S. high yield, 
which continues to suffer from outflows, 
posted a gain of 0.41%. With spreads 
widening by 7bps, the positive result was 
driven predominantly by income. CCC-r 
ated bonds outperformed BBs and Bs; 
the strongest sectors were Utilities 
(+2.32%) and Energy (+1.99%), while 
Telecommunication companies were 
the hardest hit (-2.18%) and Retail 
struggled (-0.13%). 
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Performance of Bond Markets to end of December 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
Returns in European high yield were 
slightly better (+0.74%), despite the greater 
widening in spreads (17bps), thanks to 
a strong income component and good 
performance in October. Yet those returns 
were dominated by CCC-rated bonds 
(+2.05%), with Bs barely in positive territory 
as spreads widened by 100bps. The 
Energy sector did reasonably well (+1.73%) 
while the Media sector gave negative 
returns (-0.58%). As in the U.S., investor 
outflows continue. This loss of confidence 
is now also hitting short duration funds, 
which suffered their second quarter of 
outflows, having been relatively insulated 
earlier in 2017. 

In Emerging Market Debt, a slightly 
softer fourth quarter (+1.16% in Hard 
Currency Sovereign, +0.82% in unhedged 
Local Currency Sovereign) and losses 
in Venezuela (-28.46%) did not detract 
from an outstanding year. In 2017, Hard-
Currency Sovereign and Local Currency 
Sovereign delivered their strongest returns 
in five years, at 10.26% and 15.21% 
respectively. EM Corporate was not far 
behind, with 7.96%, boosted by Metals & 
Mining and Oil & Gas. It’s worth noting that 
a third of local currency issuers experienced 
negative returns in Q4, but good figures 
from the likes of Russia and Indonesia 
pulled the sector into positive territory.

Fixed income continued 

Source: bfinance/Bloomberg
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3m 1Y 3Y (p.a)

US Investment Grade* 1.12% 6.95% 4.46%

Barclays US Corporate IG 1.17% 9.42% 3.90%

Outperformance -0.05% 0.53% 0.56%

Euro Investment Grade* 0.82% 3.35% 2.88%

Barclays Euro Corporate 0.64% 2.41% 2.17%

Outperformance 0.17% 0.94% 0.71%

US High Yield* 0.73% 7.70% 6.14%

BofA ML US High Yield Master II 0.41% 7.48% 6.39%

Outperformance 0.32% 0.21% -0.24%

EUR High Yield* 0.73% 6.28% 6.21%

ML European Curr HY Constr. EUR Hedged 0.74% 6.74% 5.46%

Outperformance -0.01% -0.46% 0.75%

EMD – Hard Currency* 1.27% 12.39% 7.77%

JPM EMBI Global Diversified 1.16% 10.26% 7.11%

Outperformance 0.11% 2.14% 0.66%

EMD – Local Currency* 0.69% 16.14% 3.19%

JPM GBI-EM Global Diversified 0.82% 15.21% 2.53%

Outperformance -0.13% 0.93% 0.66%

Manager performance (to end December 2017)

Although the U.S. investment grade 
credit market had a better year than 
Europe, European investment grade 
managers proved more successful at 
beating their benchmarks than their 
U.S. counterparts. 88% of the European 
managers outperformed their index 
(median +3.2%) versus 70% of U.S. 
managers (median +0.51%). Within Europe, 
the most successful approach involved 

overweighting the rates-sensitive BBB 
bucket, whereas higher performing U.S. 
managers tended to employ a barbell 
approach (overweight AAA and BBB). 
Looking into 2018, the ECB’s plans to slow 
the pace of its corporate sector purchase 
programme should reduce the crowding 
out effect and enable European investors 
to employ more tactical rotations across 
the quality spectrum.

Manager watch

Fixed income continued 

* The Fixed Income Manager peer groups show the average performance of a sensible and representative sample of managers. We use 
these peer groups as a proxy for how managers in the space are performing relative to their benchmarks. They do not represent manager 
recommendations.

Source: bfinance/Bloomberg
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Fixed income continued 

In high yield, only 39% of European 
managers and 59% of U.S. managers 
beat their benchmarks (median -0.34% 
and +0.14% respectively). Managers that 
ventured down the ratings spectrum with 
more CCC-rated debt performed better, 
particularly in Europe, while overweighting 
Energy (and, in the U.S., utilities) also 
proved helpful. November’s sell-off created 
some room for manager differentiation, but 
dispersion remains relatively low across 
sectors and tight valuations still call for an 
emphasis on issuer selection. Managers 
continue to focus on avoiding defaults. 

2017 was a more successful year for active 
Emerging Market Debt managers. 77% of 

hard currency sovereign and local currency 
sovereign managers outperformed their 
benchmarks (median +1.50% and +0.82% 
respectively), as did 90% of corporate 
bond managers (median +2.43%). With 
EM FX also appreciating relative to USD, 
local currency managers were rewarded 
on both rates and currency exposure. We 
are somewhat more cautious for the year 
ahead. Despite the stabilisation of rating 
downgrades and improved fundamentals, 
investors should keep an eye on monetary 
policy tightening and political risk - 2018 is 
an election year for approximately half of 
the countries in the EM universe.

BNY Mellon is to combine the multi-asset capabilities of three of its largest boutiques: Mellon Capital, 
Standish Mellon and Boston Company. The combined firm will be headquartered in Boston and manage 
over $560bn in active and passive multi-asset solutions.

Conning acquires a 45% shareholder stake in Emerging Market Debt Boutique Global Evolution, 
accelerating the firm’s expansion into North America and Asia Pacific.

Alcentra appoints Leland Hart as Head of their $12.5bn US Loans and High Yield portfolio. Leland joins 
from BlackRock where he held a similar role.

Abdallah Guezour becomes Head of EMD Absolute Return & Commodities at Schroders, replacing Geoff 
Blanning who will leave the company in April 2018.

Mirabaud establishes EMD capabilities with the launch of an EM unconstrained fund led by new hire Daniel 
Moreno, previously Head of EMD at Rubrics Asset Management.

Tanguy Le Saout joins Fideuram Asset Management as a Fixed Income Fund Manager. Le Saout was 
previously Head of European Bonds at Pioneer Investments. 

Maud Minuit has moved to La Française Group as Head of Fixed Income. She was formerly at Groupama 
Asset Management, where she was Head of Fixed Income and FX.

Pascal Gilbert and Francois Collet, previous co-heads of bond management at La Française, join DNCA 
Finance as Absolute Return Fund PMs.

Ramu Thiagarajan moves to State Street Global Advisors as Global Head of Fixed Income, Cash & 
Currency Research. In this newly-created position, he will head fundamental and quantitative research for 
active, indexing and smart beta Fixed Income, Cash and Currency strategies. 

Abbas Ameli-Renani moves to Algebris Investments as a Fund Manager within the Macro team. Ameli was 
formerly at Amundi covering Emerging Market Bonds and Currencies. 

Regina Borromeo exits Brandywine Global where she was Head of International High Yield. Her future 
destination is not yet known.

News from the fixed income manager world
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Diversifying strategies
Multi asset strategies – 
both active and risk premia – 
dominate bfinance client 
activity in 2017.

New diversifying strategy engagements, year to December 30 2017 
(number of mandates)

Note: these figures only represent manager searches initiated after January 1st 2017. They do not 
include pre-existing client engagements that continued during the year or consulting activity outside 
of manager selection (portfolio solutions).

Multi asset 

Hedge funds or FoHFs 

Other (currency, commodities) 

Alternative risk premia /
liquid alternatives 

17% 

42% 

33% 

8% 
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Diversifying strategies continued

Investor trends
Among bfinance clients, 59% of the 
assets allocated to ‘Diversifying Strategies’ 
in 2017 targeted Multi Asset funds, not 
including Alternative Risk Premia (also a 
multi asset premise) which garnered 
a further 13% of assets.

The second most popular category was 
single manager hedge funds, attracting 
21% of assets. Other diversifying asset 
classes attracting new allocations during 
the year included multi-manager hedge 
funds, commodities and active currency 
overlays. 

In terms of investor geography, Middle 
East & Asia represented the largest 
constituency in terms of new assets 
allocated to diversifying strategies (45%). 
Australian clients comprise an increasingly 
large segment (16% of assets) following 
the launch of a bfinance office in Sydney 
in 2016.

Looking to 2018, we continue to see 
strong interest across a broad range of 
liquid diversification strategies, extending 
the trends highlighted throughout 2017. 
The focus remains biased towards 
Alternative Risk Premia strategies, largely 
driven by their greater accessibility 
to investors versus more traditional 
hedge funds. 

Within hedge funds, HFR data indicates 
that the strongest inflows were to be 
found in the Macro space, driven by 
allocations to CTA funds, while Equity L/S 
funds saw small outflows despite strong 
performance. At bfinance we have likewise 
seen strong interest and Systematic Macro 
and CTAs, and considerably more appetite 
for Equity L/S than Equity Event Driven, 
fuelled by the desire for diversification. 

As noted in a recent CTA Intelligence 
article authored by bfinance, we don’t 
see evidence of ARP providers drawing 
assets away from the more alpha-focused 
CTA managers, largely due to structurally 
different investor requirements, particularly 
around fees.

Finally, we continue to see increased 
client demand for currency overlay 
strategies (see Managing Currency Risk 
in a Two-Speed World, 2017), as investors 
recognise the opportunities in an evolving 
global economic landscape. Currency as 
a source of return is expected to become 
increasingly important through 2018 
as investors look for ways to further 
diversify risk within their typically 
equity-rich portfolios.
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All of the bfinance hedge fund / liquid 
alternative strategy composites posted 
positive Q4 and 2017 figures. Looking 
at the medium-term, Equity L/S and 
Alternative Risk Premia have produced 
the strongest three-year average 
returns (8.08% and 5.32% per annum 
respectively).

In a significant turnaround since the 
slump of early 2017, the Macro & Trading 
composite posted the top performance in 
the quarter to December 30th, returning 
over 5% with positive results in each 
month. The strong run, which takes the 
full-year returns for this sector into positive 
territory, is largely attributable to strong 
trend-following results in equity markets. 
Through the year, more diversified 
approaches outperformed trend-focused 
strategies. 

Although Q4 results for Equity Long/Short 
and Event Driven composites were more 
muted compared to early 2017, these two 
groups dominated the full-year figures 
with both hitting double digits. Both also 
delivered positive performance in every 
month except November. While Equity 
L/S managers with long beta profiles were 
assisted by the continuous ramp up in 
global equity markets, we also note some 

strong results from strictly market neutral 
portfolios. In Event Driven, performance 
was dominated by the more directional, 
and equity-focused, managers.

As for Credit L/S, modest returns in 
the fourth quarter led to a decent 5.4% 
average result for the year. Most managers 
did well in October, while more directional 
Long/Short managers generally weakened 
compared to more relative value / arbitrage 
strategies later in the quarter.

Finally, the Alternative Risk Premia 
composite was second only to the Macro 
& Trading composite in Q4 and ended 
the year with returns of just over 5%. 
October was the strongest month for 
this family of strategies over the quarter, 
but November and December also saw 
gains. In large part this is attributable to 
the strong performance of trend models in 
October, but equity factor long/short also 
contributed. Overall results for trend and 
carry strategies were more mixed, and 
strategies that trade commodities broadly 
saw losses from the asset class. For those 
ARP funds that employ short volatility 
strategies, these were also positive 
contributors over the quarter and the 
full year, despite a great deal of 
geopolitical noise. 

Manager watch

These composites show the performance of a sensible and representative sample of each of the main hedge fund/ARP 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 1Y 3Y (p.a)

bfinance Equity Long/Short Composite 1.68% 10.04% 8.08%

bfinance Event Driven Composite 2.44% 12.31% 4.61%

bfinance Credit Long/Short Composite 1.78% 5.44% 1.69%

bfinance Macro & Trading Composite 5.44% 2.40% 1.39%

bfinance Alternative Risk Premia Composite 2.61% 5.13% 5.32%

Composite performance (to end December 2017)

Diversifying strategies continued 
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Diversifying strategies continued 

Aspect Capital becomes the latest CTA manager to announce the launch of a managed futures strategy 
in non-traditional/esoteric markets, complementing its existing roster of trend-following and alternative 
risk premia strategies. 

Winton Capital launches a new systematic equity event-driven strategy. The fund is the latest addition 
to the broad range of systematic equity and managed futures strategies offered by the $30bn group.

Systematica launches a UCITS version of their Alternative Risk Premia (SARP) following the strategy’s 
offshore debut in March 2017.

U.S. based boutique macro and systematic alternatives manager One River launches its first commingled 
fund - a flat fee trend-following strategy. Prior to this the firm only offered managed account solutions. 
In December they also launched a long volatility fund.

Italian bank Mediobanca acquires a majority stake in the Swiss-based systematic manager 
RAM Alternative Investments.

Following in the footsteps of Eton Park, c.$2bn multi-strategy multi-PM firm Hutchin Hill is closing after 
several years of underperformance. Meanwhile, Passport Capital closes its flagship L/S fund following 
an extended period of weak performance and asset outflows.

News from the alternative manager world
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Private markets
Large increase in illiquid 
investment mandate size 
puts Private Markets 
searches on top.

New private market engagements, year to December 30 2017 
(number of mandates)

Note: these figures only represent manager searches initiated after January 1st 2017. They do not include 
pre-existing client engagements that continued during the year or consulting activity outside of manager 
selection (portfolio solutions).

Infrastructure 

Real estate 

Debt 

Equity 

Corporate debt 

Other 

45% 55% 

12% 

17% 

47% 

24% 
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Private markets continued

Investor trends
Private markets searches have, by volume, 
been the most popular category for new 
mandates from bfinance clients in 2017 
(p.6). There has been a significant increase 
in the volume of new Private Markets 
manager searches being undertaken by 
bfinance on behalf of investors around the 
world, from $1.6 billion in mandates during 
2016 to nearly $2.5 billion in 2017. 

In addition, the average size of mandates 
in this sector (Infrastructure, Real Estate, 
Private Debt and Private Equity) has nearly 
doubled, from under $65 million to $112 
million. This trend reflects both the larger 
allocations that clients are making to these 
sectors on an asset-weighted basis and 
the larger average size of manager funds, 
particularly infrastructure, both of which 
make bigger tickets appropriate. 

Private Debt has been the dominant sub-
sector at bfinance throughout the year and 
this persists through Q4: although returns 
have softened somewhat over the past few 
years, the train has evidently not yet left the 
station. Our senior strategists have worked 
hard to advocate investors’ interest in this 
space, including undertaking collaborative 
negotiations on fees and pushing back 
on proposed hurdle rate changes (see 
Private Debt Managers and the Hurdle 
Rate Debate).

Real Assets have also been in the 
spotlight, including niche strategies such 
as Agriculture and Timberland. The private 
markets team published a short paper on 
this particular subject in November 2017, 
to educate investors on a burgeoning and 
changing fund landscape (see Sector in 
Brief: Agriculture and Timberland).

Capital raising momentum across private asset classes, 2017 Q4

Note: Based on capital raised for closed ended commingled funds. Arrows indicate change in Q4 compared with the average of the 
prior 4 quarters. Figures likely to be revised over coming quarters. Source: bfinance; Preqin

Asset Class No. Funds & 
% change

Volume & 
% change

Strategy & 
Geography Focus

Largest Fund Raises 
During Year

Real Estate 51 $30bn Continued focus on Value Add and 
Opportunistic funds and RE Debt capital 
continuing to increase in importance. 
Further increases in Open End funds, 
particularly in Europe and Asia. Closed 
end capital raising focused on U.S. 

• Blackstone Real Estate Partners  
  Europe V, $8bn Q2
• PIMCO Bravo Fund III, $4.6bn Q4
• Carlyle Realty Partners VIII, 
  $4.2bn Q3
• Brookfield Real Estate Finance  
  Fund V, $3bn Q4 

Infrastructure 12 $9bn Increasing broadening in the asset class 
with two of the three largest funds closed 
in the quarter being Greenfield (Infracapital) 
or Debt (Axa) focused. These two funds 
are European focused reflecting the 
importance of that region to managers 
and investors. 

• Global Infrastructure Partners III,  
  $15,8bn Q1
• EQT Infrastructure III, $4.2bn Q2
• Actis Energy Infrastructure Fund IV,  
  $2.8bn Q1
• AMP Capital Infrastructure Debt  
  Fund III, $2.5bn Q3 

Private 
Equity

185 $90bn North America and Buyout continued to 
dominate capital raising with around two 
thirds of the capital focused on these 
categories, although Venture continued 
to dominate in terms of number of funds 
being closed. 

• Apollo Investment Fund IX, 
  $25bn, Q3
• CVC Capital Partners Fund VII,  
  $18bn, Q2
• Global Infrastructure Partners III,  
  $16bn, Q1
• Silver Lake Partners V, $15bn, Q2 

Private 
Debt

36 $35bn There was a broadly even split between 
Direct Lending and Distressed/Special 
situations, with Intermediate Capital’s 
Direct Lending fund being the largest fund 
closed in Q4. North America accounts for 
around 50% of all capital raised. 

• Senior Debt Partners III, $5bn, Q4
• HPS Specialty Loan Fund 2016,  
  $4.5bn, Q4
• Cerberus Institutional Partners VI,  
  $4bn, Q2
• Hayfin Direct Lending Fund II,  
  $3.8bn, Q1 

-25%

-13%

5%

12%

-31%

-47%

-45%
-35%
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Private markets continued 

Market snapshot
Investors in 2017-18 continue to be 
concerned by high valuations across 
private markets. Each quarter, this report 
examines a particular sector of the private 
markets spectrum with pricing in mind.  

Spotlight on: infrastructure

Return expectations for core infrastructure 
assets in Western Europe have declined 
over the last 5-7 years, with direct 
investors competing with infrastructure 
fund managers for the most prized low-
risk assets (e.g. social infrastructure and 
renewable energy supported by subsidies). 
According to recent data published by 
PwC, bid IRRs across most sub-sectors 
have compressed by 2 – 4% since 2010, 
while the weighted average discount rates 
cited by listed infrastructure funds (investing 
in private infrastructure assets) have also 
fallen. The chart below highlights that, while 
discount rates have declined, there is still 
substantial headroom over typical return 
targets (e.g. GILTS plus 3 to 5%).

Does this mean that pricing is due for 
a correction if rates increase? To some 
extent the answer may be ‘yes.’ Yet the 
picture is complex.

With long-term rates set to remain rather 
low and sustained appetite amongst 
institutional investors for long-term buy-
and-hold assets, deal activity (and thus 
valuations) are likely to remain firm, with 
a potential spike in political risk presenting 
the main threat to this expectation. In 
addition, many managers are including 
a buffer in their discount rates to offset 
the impact of increasing yields.

Economic growth, a key factor driving rate 
rises, will also positively affect cashflows 
for growth-linked infrastructure assets (e.g. 
ports and airports). A number of different 
mechanisms (e.g. linkage to inflation and 
high cash reserves) mean that cash flows 
for PPP assets may also be stronger 
during periods when rates are rising.

Gilts-based return objectives and reported discount rates (listed infrastructure funds)

Note: Weighted average discount rates based on HICL; INPP; JLIF; BBGIF

20yr + 5% Average discount rate20yr + 3%
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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.

Spotlight on: fundraising

Across all private asset classes the 
amount of capital raised continued to rise 
during 2017, although the overall number 
of funds declined and there were marked 
differences across the asset classes. 
Preqin is likely to revise their estimates for 
closings in the final quarter upwards but, 
based on current figures, a total of $765bn 
was raised in 2017, an increase of 5% 
versus 2016. The largest average fund size 
continued to be in infrastructure ($920m). 
The increase in average fund sizes is 
skewed by the growing number and size 
of ‘mega funds’ across all asset classes. 

Although private markets as a whole 
experienced an increase in fund raising, 
there was a 12% fall in Real Estate, from 
$123bn in 2016 to $108bn in 2017. The 
decline represented a continuation of a 
longer term trend, with peak quarterly 
capital raising of over $40bn back in Q3 
2015. This reduction in capital raising 
reflects the increased concerns over 
the pricing of real estate but also the 
continued steady growth of ‘open ended 
funds’. The U.S. has the largest and 
deepest open ended market in the OECD, 
while the European and Asian markets 
have been expanding in recent years. 

This decline in Real Estate closed ended 
fund raising was more than offset by 
further increases in Private Equity, with 
another record year of $460bn closed in 
nearly 1,000 funds. Although the volume 
closed in Q4 seems to represent a dip on 
prior quarters, much of this is likely due to 

the lag in reporting with numbers set to be 
revised up over the coming weeks. North 
America and Buyout funds continue to 
represent the bulk of Private Equity fund 
raising activity. 

Private Debt fundraising was 9% higher 
than 2016, with $106bn raised by 139 
funds. These figures mean that the 
volume of capital raised in Private Debt 
is almost the same as that in closed-
ended Real Estate funds and, for the past 
two quarters, around 15% greater. This 
represents a dramatic industry transition: 
as recently as 2014, the private debt 
figures were only 60% the size of real 
estate. The shift reflects the structural 
changes in the European Private Debt 
market and growing appetite for the asset 
class. 

Capital raising for Infrastructure remains, 
like the underlying assets, very lumpy. 
Overall fund raising for the year was the 
same as for 2016 but the quarterly levels 
were highly volatile. This reflects the 
relative immaturity of the asset class and 
the influence of a small number of very 
large funds.
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Detlef Schown leaves Aquila Capital to become Head of Real Assets at Insight.

Carlyle undergoes significant changes in leadership: CEO David Rubenstein, Bill Conway and chairman 
Daniel D’Aniello step back; Kewsong Lee and Glenn Youngkin become co-CEOs.

Patrizia continues to expand with the acquisition of Rockspring Property Investment Managers.

Hammerson and Intu plan a merger to create a €25bn European focused retail manager.

Principal announces the acquisition of Europe-focused Internos.

Ares names Michael Arougheti, who joined the firm in 2004, as its new CEO. 

THL’s co-founder Sam Tillinghast moves to Sun Life Investment Management to head up its U.S. 
private credit business.

Hamish Buckland joins CVC as new chairman of its credit platform after Steven Hickey’s departure 

Deutsche Asset Management appoints Mark McDonald from CSAM as global head of private equity 
secondaries, after the secondary team span out to DB to start Glendower in August 2017.

Hamilton Lane acquires Real Asset Portfolio Management and Aon acquires real estate 
specialist Townsend.

Westpac Banking Corporation completes the disposal of the UK and USA divisions of its infrastructure 
investment management business, Hastings Management, to Northill Capital.

The Dutch Infrastructure Fund adds Gijs Voskuyl to the management team and appoints him as partner.

UBS Asset Management’s Real Estate & Private Markets appoints Stefan Rose from Edmond de 
Rothschild as a portfolio manager in its infrastructure debt team.

John Laing Environmental Assets Group appoints Chris Holmes, formerly of Green Investment Group, 
as joint lead adviser.

James Rubin, former director of State Operations for New York’s Governor, joins Meridiam as North 
America CEO

News from the private market manager world

Private markets continued 

Manager watch continued
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