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Key themes for investors 

Equity case begins to be tested 

• Fundamentals appear to support the asset class 

• Nothing to suggest a recession is round the corner 

• But doubling of US growth now looks like fantasy 

• Waning Chinese credit impulse could hit global GDP 

• TINA compressed amid bond selloff 

• And rich valuations do matter for future equity returns 

Testing assumptions 

• Few asset classes genuinely thrive during drawdowns 

• In markets, rock-solid relationships can suddenly break 

• Death of the 60:40 portfolio imminent 

• Structural demand for bonds has invalidated their diversification qualities 

• Risk parity – not necessarily the answer 

• Hedge funds a smaller part of the solution now 

What might actually work 

• Tactically, VIX futures appear compelling 

• Regional equity calls will become important 

• Example 1: Europe overweight amid earnings optimism 

• Example 2: UK underweight as Brexit phoney war ends 

• But time horizon is the best equity diversifier of all 

• Alt-bonds can produce steady on-going returns 

Positioning and Q&A 

 
 



EQUITY CASE 
BEGINS TO BE 
TESTED 



Fundamentals appear to support the asset class 
From 28 Feb 1997 to 11 Jul 2017 

Source: Bloomberg 

Past performance is not indicative of future performance. 
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5 Source: Bloomberg, GAM 

Nothing to suggest a recession is around the corner 
Data from 31 Dec 1979 to 30 Jun 2017 
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“We don’t know what the [healthcare repeal] plan is. Clearly the plan is dead. Is 

the serious rewrite plan dead? I don’t know.” Sr. Bill Cassidy, R-LA, 9 July 2017 

But doubling of US growth now looks like fantasy 
Data from 31 Mar 1957 to 31 Mar 2017  

Source: Bloomberg 



Waning Chinese credit impulse could hit global GDP 
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Data from 31 Dec 2010 to 31 May 2018 

Source: Oxford Economics, Bloomberg, OECD, GAM 
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From 31 Jan 1990 to 12 Jul 2017 

TINA compressed amid bond sell-off 

Source: GAM, Bloomberg 
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And rich valuations do matter for future equity returns 
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Data from 30 Jun 1917 to 3 Jul 2017 
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Probability: % Crisis: 10% Slowdown: 25% Sideways: 50% Acceleration: 15% 

• Global GDP <0% 

• DM slows, EM follows 

• Geopol./systemic crisis 

• Profits relapse 

• Market correction 

• Global GDP 1%-2% 

• Reflation stalls, EM lags 

• Geopolitical tensions 

• Profits growth deteriorates 

• Markets soften 

• Global GDP 2%-3% 

• Moderate DM, EM growth 

• Geopolitics contained 

• Profit recovery stalls 

• Modest market progress 

• Global GDP >3% 

• DM thrives, EM takeoff 

• Geopolitics benign 

• Profits beat forecasts 

• Markets accelerate 

Equities 

Allocation 

Implied contribution 

-20 to -10%  

10% 

-1.5% 

-10 to 0% 

15% 

-0.8% 

2 to 5% 

30% 

1.1% 

5 to 10% 

50% 

3.8% 

Fixed Income & Credit 

Allocation 

Implied contribution 

2 to 5% 

55% 

1.9% 

1 to 4% 

50% 

1.3% 

1 to 3% 

40% 

0.8% 

-2 to 2% 

25% 

0.0% 

Alternatives 

Allocation 

Implied contribution 

-2 to 5% 

20% 

0.3% 

-1 to 5% 

25% 

0.5% 

-1 to 5% 

25% 

0.5% 

-2 to 5% 

20% 

0.3% 

Liquidity 

Allocation 

Implied contribution 

0% to 0.5% 

15% 

0.0% 

0% to 1% 

10% 

0.1% 

0.5% to 1.5% 

5% 

0.1% 

2% to 3% 

5% 

0.1% 

Expected return 0.8% 1.1% 2.4% 4.2% 

Including alpha 1.6% 2.0% 3.4% 5.1% 

Our latest 12m scenario analysis (for AR strategies) 

Source: GAM. For reference, OECD full year 2017 forecast for world GDP growth is 3.3%. 

Allocations, asset class ranges and holdings are subject to change. The views expressed are those of the manager at the time and are subject to change.  There is no 

guarantee that forecasts of strategies or objectives will be achieved. 

 

Data as at 13 Jul 2017 

Probability-weighted expected return including assumed alpha = 3.1% 
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TESTING 
ASSUMPTIONS 



Security 

S&P  

500  

 

Russell  

2000  

 

US 10 year  

Government  

Bond  

IBOXX  

Liquid  

Investment  

Grade 

BofAML  

US  

High Yield  

Master Gold  Crude Oil 

Swiss Re  

Cat Bond  

TR 

HFRX 

Macro/ 

CTA 

HFRI/ 

HFRX 

Global 

Hedge 

Fund 

S&P 500 1.00 0.93 -0.38 -0.07 0.63 -0.03 0.35 0.09 -0.07 0.66 

Russell 2000 0.93 1.00 -0.39 -0.11 0.59 0.01 0.33 0.05 -0.06 0.62 

US 10 year  

Government Bond 
-0.38 -0.39 1.00 0.61 -0.17 0.18 -0.29 0.06 0.17 -0.21 

IBOXX Liquid  

Investment Grade 
-0.07 -0.11 0.61 1.00 0.34 0.04 -0.18 0.19 0.15 0.13 

BofAML  

US High Yield Master 
0.63 0.59 -0.17 0.34 1.00 -0.01 0.33 0.21 0.01 0.68 

Gold -0.03 0.01 0.18 0.04 -0.01 1.00 0.26 0.04 0.18 0.06 

Crude Oil 0.35 0.33 -0.28 -0.18 0.33 0.26 1.00 0.06 0.02 0.37 

Swiss Re  

Cat Bond TR 
0.09 0.05 0.06 0.19 0.21 0.04 0.06 1.00 0.01 0.17 

HFRX  

Macro/  CTA 
-0.07 -0.06 0.17 0.15 0.01 0.18 0.02 0.01 1.00 0.42 

HFRI/ HFRX  

Global Hedge Fund 
0.66 0.62 -0.21 0.13 0.68 0.06 0.37 0.17 0.42 1.00 

Few asset classes genuinely thrive during drawdowns 

Source: Bloomberg 

 

10-year correlation of weekly returns from 30 June 2007 to 30 June 2017 

12 



In markets, rock-solid relationships can suddenly break 
From 31 Dec 1999 to 12 Jul 2017 

Source: Bloomberg 

Past performance is not indicative of future performance. 
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Death of the 60:40 portfolio imminent 
From 29 Dec 1990 to 8 Jul 2017 

Source: GAM 

Past performance is not indicative of future performance. 

“Global yields lowest in 500 years of recorded history. $10 trillion of negative rate 

bonds. This is a supernova that will explode one day.” Bill Gross, June 2016  
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Technical factors have driven this 
From 31 Dec 1991 to 10 Jul 2017 

Past performance is not indicative of future performance. 

Source: Bloomberg 

 

 

 

 

 

 

…Along with strong foreign inflows 

 

Technical factors have driven this 
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Risk parity - not necessarily the answer 
From 13 Jul 2012 to 10 Jul 2017 

Source: Bloomberg 

Past performance is not indicative of future performance. 
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Hedge funds a smaller part of the solution now 
3 years rolling annualised returns from 29 Dec 1989 to 10 Jul 2017 

Source: Hedge Fund Research, Thomson Reuters 

Past performance is not indicative of future performance. 
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WHAT MIGHT 
ACTUALLY WORK 



Tactically, VIX futures appear compelling 
From 4 Jan 2008 to 12 Jul 2017 

Source: Bloomberg 

Past performance is not indicative of future performance. 
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Regional equity calls should also provide diversification 
From 31 Jan 1999 to 30 Jun 2017 

Source: MSCI, GAM 

Dispersion defined as % point difference between highest – lowest regional equity market monthly return. Past performance is not indicative of future performance.  
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Example 1: Europe overweight amid earnings optimism 
Earnings forecast, % change rebased for calendar years 2008 to 2017 YTD 
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Second most optimistic year for European earnings in a decade 

Source: Bloomberg, GAM 

2017 YTD 



Example 2: UK underweight as Brexit phoney war ends 
From 31 Dec 1989 to 30 Jun 2017 

Source: Bloomberg 

Past performance is not indicative of future performance. 
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Data for GAM Composite Global Equity as at 30 Jun 2017 

Risk factor approach can ‘intrinsically’ diversify 

Source: GAM, Bloomberg 23 

• Within style factors, largest contributor to risk 

comes from EU and JP Size factor, followed by 

US Value (overweight). 

• Tables to the right illustrate largest active factor 

bets versus index: US Value and JP Growth 

This analysis contains simulated data and does not represent actual performance or risk characteristics achieved by investors. This analysis contains simulated data and does not represent actual performance or risk characteristics achieved by investors.. 

Factor 

  

Exposure Risk 

Port Bench Active Contribution % 

EU Size -0.05 0.06 -0.11 7.37 

JP Size -0.06 0.04 -0.10 5.99 

US Value 0.16 0.01 0.15 2.80 

US Size 0.07 0.16 -0.09 2.13 

JP Value  -0.06 0.00 -0.06 1.86 

JP Profit 0.08 0.00 0.08 1.64 

JP Growth  0.10 0.00 0.10 1.61 

JP NKY 0.03 0.06 -0.03 0.97 

EU Trade  0.00 0.03 -0.03 0.90 

EU Div Yield -0.03 0.02 -0.06 0.84 

US Earnings Variable -0.07 -0.02 -0.04 0.55 

EU Momentum 0.02 0.00 0.02 0.52 

Factor 

  

Exposure 

Port Bench Active 

Size  0.03 0.34 -0.31 

Trade Act  0.12 -0.02 0.13 

Growth  0.09 -0.02 0.11 

Div Yield  -0.05 0.05 -0.10 

Profit  0.12 0.06 0.06 

Leverage -0.04 0.02 -0.06 

Earnings  Variable -0.03 -0.07 0.04 

Value 0.03 0.01 0.02 

Volatility  -0.01 -0.02 0.01 

Momentum  0.00 -0.01 0.00 

Factor 

  

Exposure Risk 

Port Bench Active Contribution % 

Top 5 bets 

US Value 0.16 0.01 0.15 2.8 

JP Growth 0.10 0.00 0.10 1.61 

AS Gamma Factor  0.09 0.00 0.09 0.14 

JP Profit 0.08 0.00 0.08 1.64 

JP Earnings Variable 0.07 -0.01 0.08 0.42 

Bottom 5 bets 

EU Size -0.05 0.06 -0.11 7.37 

JP Size -0.06 0.04 -0.10 5.99 

US Size 0.07 0.16 -0.09 2.13 

JP Div Yield -0.06 0.00 -0.07 0.44 

JP Value -0.06 0.00 -0.06 1.86 



Capital Preservation - compelling risk-return possible 
Performance from 31 Dec 2009 to 30 Jun 2017 

Source: GAM, Thomson Reuters 

GAM Composite Absolute Return USD – Fixed Income and Credit  is a performance series based on the Fixed Income and Credit portion of the Absolute Return portfolio. It is not in itself a 

fund or strategy that can be accessed separately and so its performance must always be viewed in the context of the wider Absolute Return portfolio. 

Past performance is not indicative of future performance. Performance is provided gross of fees. 

2013 Taper tantrum: 

Smarter bonds: 6.4% 

10yr USTs      : -7.6% 

2016 Trump growth: 

Smarter bonds: 3.9% 

10yr USTs      :  0.9% 

24 

Duration: 

Smarter bonds: 1.29 

10yr USTs      :  2.43 
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But time is the best equity diversifier of all 
CAGR of S&P 500 total return from 30 Jun 1997 to 30 Jun 2017 

Source: Bloomberg, GAM 
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“Over the 210 years I have examined stock returns, the real return on stocks 

has averaged 6.6 percent per year” Jeremy Siegel, Stocks for the Long Run 



POSITIONING AND 
PERFORMANCE 
UPDATE 



Probability: % Crisis: 10% Slowdown: 25% Sideways: 50% Acceleration: 15% 

• Global GDP <0% 

• DM slows, EM follows 

• Geopol./systemic crisis 

• Profits relapse 

• Market correction 

• Global GDP 1%-2% 

• Reflation stalls, EM lags 

• Geopolitical tensions 

• Profits growth deteriorates 

• Markets soften 

• Global GDP 2%-3% 

• Moderate DM, EM growth 

• Geopolitics contained 

• Profit recovery stalls 

• Modest market progress 

• Global GDP >3% 

• DM thrives, EM takeoff 

• Geopolitics benign 

• Profits beat forecasts 

• Markets accelerate 

Equities 

Allocation 

Implied contribution 

-20 to -10%  

10% 

-1.5% 

-10 to 0% 

15% 

-0.8% 

2 to 5% 

30% 

1.1% 

5 to 10% 

50% 

3.8% 

Fixed Income & Credit 

Allocation 

Implied contribution 

2 to 5% 

55% 

1.9% 

1 to 4% 

50% 

1.3% 

1 to 3% 

40% 

0.8% 

-2 to 2% 

25% 

0.0% 

Alternatives 

Allocation 

Implied contribution 

-2 to 5% 

20% 

0.3% 

-1 to 5% 

25% 

0.5% 

-1 to 5% 

25% 

0.5% 

-2 to 5% 

20% 

0.3% 

Liquidity 

Allocation 

Implied contribution 

0% to 0.5% 

15% 

0.0% 

0% to 1% 

10% 

0.1% 

0.5% to 1.5% 

5% 

0.1% 

2% to 3% 

5% 

0.1% 

Expected return 0.8% 1.1% 2.4% 4.2% 

Including alpha 1.6% 2.0% 3.4% 5.1% 

Our latest 12m scenario analysis (for AR strategies) 

Source: GAM. For reference, OECD full year 2017 forecast for world GDP growth is 3.3%. 

Allocations, asset class ranges and holdings are subject to change. The views expressed are those of the manager at the time and are subject to change.  There is no 

guarantee that forecasts of strategies or objectives will be achieved. 

 

Data as at 13 Jul 2017 

Probability-weighted expected return including assumed alpha = 3.1% 
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Data as at 13 Jul 2017 

Strategic and tactical views – summary 

Source: GAM. 

The views expressed are those of the manager at the time and are subject to change. Allocations and holdings are subject to change. 
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Europe 
[Political risks easing, 

economy improving] 

Emerging Mkts 
[sound fundamentals, 

ex-US theme] 

 

 
MBS 
[steady return profile] 

Insurance-linked 
[low correlation to major 

indices] 

 

 

Financial credit 
[regulatory trend, steady 

underlying cashflows] 

Liquid high yield 
[safer return extraction] 
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[QE, organic growth 

 

 

Equities 
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JPYUSD / Gold 
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[European buybacks, 

Tech, H-Shares] 
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Market neutral 

Equity L/S 
[innovative non-

directional approaches] 

 

 

Macro trading 
[potentially rich 

opportunity set for 

managers to exploit] 

 

Positive 
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Absolute Return 

approaches 
[rates opportunities, 

careful risk control] 

 

 

 

Merger Arbitrage 
[spread extraction with 

diversification can 

provide steady return 

profile] 

 Cautious 

Diverse carry 
[EM, HY, MBS] 

Currency themes 
[EURUSD] 

 

 

 

Government 

bonds 
[shorts in USTs, bunds, 

Sweden] 

 



Q & A 



Source: GAM, unless otherwise stated. (Where applicable and, unless otherwise noted, performance is shown net of fees, on a NAV to NAV basis).GAM has not independently verified the information from other sources and no assurance 

can be given as to whether such information is accurate, true or complete and GAM makes no warranty, expressed or implied, regarding such information. Every effort has been made to ensure the accuracy of the information provided, but 

GAM cannot be held responsible for any errors or omissions.  While every effort has been made to ensure the accuracy of the financial information herein, you should note that some of the information may be based on unaudited or 

otherwise unverified information.  

This material is confidential and intended solely for the use of the person, persons or entities with nationality of or respectively with their residence, domicile or registered office in a State or Country in which such distribution, publication, 

making available or use is contrary to laws or other regulations, and may not be reproduced, copied or given, in whole or in part, to any other person. It is aimed at sophisticated, professional, eligible, institutional and/or qualified 

investors/ intermediaries appointed by GAM who have the knowledge and financial sophistication to understand and bear the risks associated with the investments described.  

Nothing contained herein constitutes investment, legal, tax or other advice, nor is it to be solely relied on in making an investment or other decision. This document qualifies as marketing material. 

The views expressed herein are those of the manager at the time and are subject to change. The price of shares may go down as well as up and the price will depend on fluctuations in financial markets outside GAM's control. As a 

result an investor may not get back the amount invested. Past performance is not indicative of future performance and reference to a security is not a recommendation to buy or sell that security. Holdings and allocations are 

subject to change. Prices quoted refer to accumulation shares, unless otherwise stated. Historic data may be subject to restatement from time to time.   

This is not an invitation to invest in any GAM product or strategy. Investments should only be made after a thorough reading of the current prospectus, offering memorandum, the Key Investor Information Document “KIID”, the articles of 

association and the current annual and semi-annual reports (the “legal documents”), as well as after consulting an independent finance and tax specialist. The legal documents can be obtained in hard copy and free of charge from the 

addresses indicated below.   

Some of the sub-funds may not be registered for sale in all jurisdictions. Therefore, no active marketing must be carried out for them. Subscriptions will only be received and shares or units issued on the basis of the current fund prospectus.   

Shares of the fund have not been registered under the US Securities Act of 1933, as amended (the “Securities Act”) and the fund is not registered under the US Investment Company Act of 1940, as amended (the “Company Act”). 

Accordingly, unless an exemption is available, such shares may not be offered, sold or distributed in the United States or to US persons.  However, pursuant to an exemption from registration under the Securities Act and the Company Act, 

the shares may be sold or resold in the United States or to certain qualified US investors in transactions that do not constitute a public offering. In addition, certain GAM products are closed to all US investors.  

This material/presentation may mention sub-funds of GAM Star Fund p.l.c., registered office at George’s Court, 54-62 Townsend Street, Dublin 2, Ireland, an umbrella investment company with variable capital and segregated liability 

between the sub-funds, incorporated under the laws of Ireland and authorised by the Central Bank of Ireland (CBI) as a UCITS Fund in accordance with the Directive 2009/65/EC. Management Company is GAM Fund Management Limited, 

George’s Court, 54-62 Townsend Street, Dublin 2, Ireland.  

This material/presentation may mention sub-funds of GAM Star (Lux), registered office at 25, Grand-Rue, L-1661 Luxembourg, an umbrella investment company with variable capital and segregated liability between the sub-funds, 

incorporated under the laws of Luxembourg and authorised by the CSSF as a UCITS Fund in accordance with the Directive 2009/65/EC. Management Company for GAM Star (Lux) is GAM (Luxembourg) S.A., 25, Grand-Rue, L-1661 

Luxembourg. 

SWITZERLAND: The legal documents in German can be obtained free of charge, from the Swiss Representative: GAM Capital Management (Switzerland) Ltd., Hardstrasse 201, CH - 8005 Zurich or on the internet at www.gam.com. Paying 

Agent is State Street Bank International GmbH, Munich, Zurich Branch, Beethovenstrasse 19, CH-8027 Zurich  

UK: As far as UCITS described herein are recognised schemes under section 264 of the Financial Services and Markets Act 2000: Copies of the legal documents can be obtained in English, free of charge, from the Facilities Agent GAM 

Sterling Management Limited, 20 King Street, London SW1Y 6QY (authorised and regulated by the FCA) or on the internet at www.gam.com. Investments in the funds are not protected by the Financial Services Compensation Scheme  

HONG KONG:  In Hong Kong, this material is restricted to professional investors (as defined in the Securities and Futures Ordinance (Cap 571)) only 

Within the UK, this material has been issued and approved by GAM London Ltd, 20 King Street, London SW1Y 6QY, authorised and regulated by the Financial Conduct Authority. 

 

Disclaimer 
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http://www.gam.com/
http://www.gam.com/


SWITZERLAND: The legal documents in German can be obtained free of charge, from the Swiss Representative: GAM Capital Management (Switzerland) Ltd., Hardstrasse 201, 

CH - 8005 Zurich or on the internet at www.gam.com. Paying Agent is State Street Bank International GmbH, Munich, Zurich Branch, Beethovenstrasse 19, CH-8027 Zurich  

UK: As far as UCITS described herein are recognised schemes under section 264 of the Financial Services and Markets Act 2000: Copies of the legal documents can be obtained 

in English, free of charge, from the Facilities Agent GAM Sterling Management Limited, 20 King Street, London SW1Y 6QY (authorised and regulated by the FCA) or on the internet 

at www.gam.com. Investments in the funds are not protected by the Financial Services Compensation Scheme HONG KONG: In Hong Kong, this material is restricted to 

professional investors (as defined in the Securities and Futures Ordinance (Cap 571)) only.  

  

Within the UK, this material has been issued and approved by GAM London Ltd, 20 King Street, London SW1Y 6QY, authorised and regulated by the Financial Conduct Authority. 
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