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What is the benefit of an absolute return strategy in the current market
environment with concerns around higher volatility, lower liquidity and
political uncertainty?
2018 has seen the return of higher volatility fuelled by geopolitical instability coupled with rising
US interest rates and the unwinding of quantitative monetary policies. We believe market
volatility is likely to continue, as business and financial cycles mature and asset prices, that
have been supported by a low interest rate environment, correct. Political uncertainty also
appears likely to continue to as trade war tensions refuse to dissipate. In this environment
where the market is increasingly fluid and volatile, we believe an unconstrained absolute
return strategy with the ability to go long or short and a pragmatic investment approach that is
agnostic to the market cycle will be well placed to take advantage of investment opportunities.

What role can an absolute return fund play in an investor’s portfolio?
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There will always be a role for traditional fixed income in investors’ portfolios. However, we
believe investors could benefit from a complementary approach that focuses on extracting the
alpha derived from the investment decisions of the portfolio manager and removing the impact
of market performance from the return stream. An absolute return strategy seeks to accomplish
this first by not using a traditional market index as a benchmark, thus avoiding the need to
position portfolios relative to a specific market, and second, by expanding the investment
opportunity set to give managers the ability to take short positions in addition to long positions
and consider inflation and currency exposures as well. This approach results in a return
stream that speaks fully to the skills of the portfolio manager and is not dependent on positive
market performance to generate positive returns.
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How can an absolute return strategy mitigate interest rate risk?
With the US Federal Reserve leading the way, we are now on the path to monetary policy
normalisation and rising rates can negatively impact traditional fixed income assets. However,
an absolute return strategy, not wedded to a specific benchmark, offers a more diversified
opportunity set able to dynamically adjust positioning to increase return potential while muting
risks. Due to the unconstrained nature of absolute return investing portfolio interest-rate risk
can be positioned to benefit in both falling and rising-rate environments. Furthermore, the
returns of absolute return fixed income strategies tend to be much less dependent on the
overall direction of fixed income markets and far more dependent on manager skill “alpha”.
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Top down macro economic themes are key to the investment process, how
do you identify these themes?

A
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The flexibility provided by the expanded tool set in an absolute return strategy means we can
support longer-term investment themes with short-term trades, allowing us to be active in all
markets and not be subjected to the waiting game and timing issues faced by traditional longonly managers. The Team’s top-down view of the global macro environment and the
identification of 3–5 longer term themes on G10 rates and currency serve as the foundation
for the portfolio. Fundamental research and formal (daily and weekly meetings) and informal
dialogue within the Team, alongside third-party research and the firm’s wider research
resources are key to forming the investment themes. Key themes during 2018 have included:
the desynchronisation of global growth, the withdrawal of Central Bank liquidity and the rise of
populism. To express these themes the Team utilises a combination of fundamental analysis,
valuation, technical analysis and market sentiment to structure 3–5 distinct investment
strategies to support each key theme.

Risk Management: What are the downside risks and how are they
managed?

A

In today’s increasingly complex environment, investors face the challenge of rising rates and
resurgent volatility believe monitoring risk is particularly important when managing an
absolute return strategy, whose broader opportunity set and wider investment parameters
increase the potential for greater risk if not properly managed. Diversification of alpha sources
used in expressing a view, setting and adhering to strict stop-loss and profit-taking levels on
specific trades as well as active oversight of risk metrics such as maximum drawdown,
volatility and contribution to duration are the hallmarks of our definitive risk management
process. We believe risk management occurs at the position level, the portfolio level and the
firm level. We have a deep understanding of the importance of risk management and are
supported by a robust risk control process and an active approach to risk management.
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