
Strategiestargetemergingmarketsvolatility
Offeringsaimfor
growthwhileeasing
investors'concerns

ByDrewCarter

Somemoneymanagersare
rollingoutstrategiesdesigned to

reducevolatilityandprovide
downsideprotection in emerging
marketsasa way to appeaseskittish
investors stillwanting to capture
superiorgrowth.

Whetherthere' s much of
a

marketforthesestrategiesremains to

beseen.
In recentmonths

,

Pacific
Investment ManagementCo .LLC

,

TOBAMandAcadianAsset
ManagementLLChave introduced
equity-onlystrategies .

RCMCapital
ManagementLLC

,

AllianceBernstein LP
, BaringAssetManagement

andFranklinTempleton
Investments havecreatedemerging
markets multiassetstrategies designed

to lowervolatility or provide
protection against major losses.

" Forthosepeoplewhoare
cautiousaboutvolatility,

in bothan
absolute senseandversusfunding
ratios

,

a multiassetapproach

makes a lot
of

sense
,

"

saidPhilipDawes
,

directorandhead
of

sales
andconsultant
relations at RCM

,

London.
Thefirm'

s multiasset
strategylaunched in

February.
Althoughconsultants

seesense in thetheory
of loweringvolatility
andproviding
downsideprotection , they
sayimplementation is

key. Consultantsare
wary of costsandskep
ticalthatmanagersare

timemarkets in

multiasset strategies.
Thetheorybehind

thesestrategies is
not

new managershave
runsimilarequityand
multiassetapproaches
in

othergeographical
areasforyears .

Butthe
desirebyinvestorsand
consultantsforgreater
exposure to

fast-growing emerging markets
temperedbyinvestor
wariness of

risk has
fueledtherecentboom

trying to
in strategies , managerssay.

PROTECTING : Maria
Gordonsaidtheneedfor
downsideprotection is

particularly important.

" Institutionalinvestorsknow
they' re underexposed to emerging
markets

,

butthey' re apprehensive
aboutrisk

,

" saidMorganHarting ,

seniorportfoliomanagerand
emerging marketsmultiasset team
leader at AllianceBernstein in

NewYork.
Downsideprotection is

particularly important in emerging
markets equity

"

becausewhenyoulook
at emergingmarkets returns

, every
five to sixyearsyouhaveanevent
thaterasesover50%% of yourvalue

,

"

saidMaria " Masha " Gordon
,

executivevicepresident andlead
portfolio manager in emergingmarkets
equity at PIMCO in London.

PIMCOlimitslosses in its
strategy

at 30%% or 1.5standard
deviations fromthelong-runaverage
volatility in emerging markets
equity

of 20%% butdoesn' t giveupany
returns to doso

,

Ms .Gordonsaid.
" You'

re
notgivingupupside ; you' re

cappingdownside
,

" shesaid.
That' s becausePIMCO looksfor

thecheaperways to hedgeagainst
major losses

.
Oneexample is the

Australiandollar : AUDoptions
won'

t hedgeagainstminor
performance bumps in theroad

,

" but it

is anassetthatcorrelateswith a rise
in riskaversion in a global
meltdown

,

" Ms .
Gordon said.

Also
,

PIMCOpaysforthis
downside

" insurance " withother
investments

,

suchascurrencycarry
trades . Thatadds75basispoints of

additionalreturn to theportfolio ,

defraying insurance costs.
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Assets in thestrategy totaled
about$1billionas of June30

;

it was
launched in April.

Earlierthismonth
,

TOBAM
announced

it
hadcreatedanemerging

marketsequitystrategyusing its
anti-benchmarkapproach .

Althoughdesigned to provide
maximumdiversificationamong a

universe of stocks
,

theapproach
typicallyreducesvolatilityby30%% a

year,

saidChristophe Roehri
,

managing directorandhead of business
development at

TOBAM in Paris.
Bymaximizingdiversification

,

investors getthefullestexposure to

theequityriskpremium ,

hesaid.
Becausemarket-cap-weighted
indexeswillbeconcentrated in

certainsectors
, removing those

concentrationslowersthevolatilityThe
emergingmarketsstrategywas
seededby a European public
pension fundwith$135million

,

itstotal
assets to date

,

Mr . Roehrisaid .He
wouldn'

t identifythepension fund.
Investment consultantssay

there' s value in limitingrisk in

emergingmarkets equitystrategies.
" We'vefoundthatveryfew

emergingmarketsequitymanagers
canoutperformontheupside
consistently

" saidUllaAgesen ,

U.K.
head of equitymanager research in

LondonforAonHewitt .

"

If youlook
at it over a fullmarketcycle ,

the
philosophy is thatyougetbetter
performancebyconsistently
protectingonthedownside thanyou
dobyoutperformingontheupside.

"

Newstudy
A newstudyshowsthatasset

allocationas a riskmanagement
strategycanlimitdownside in

emergingmarketsequitystrategies
byshiftingintocash

,

anddownside
protection is evengreaterwhen
shiftingintobonds

.
Thestudy

(

SeeVOLATILITYonpage301

N° and issue date : 110725 - 25/07/2011
Circulation : 49847
Frequency : Fortnightly
PensionsInvts_110725_4_301.pdf
Web Site: http://www.pionline.com/apps/pbcs.dll/frontpage

Page : 4
Size : 70 %
545 cm2

Copyright (Pensions and Investments (USA))
No reproduction without authorisation

2 / 3

http://www.pionline.com/apps/pbcs.dll/frontpage


VOLATILITY
Continuedfrompage 4

" DownsideRiskManagement in

EmergingMarkets
,

" foundasset
allocationreducedmaximum
drawdowns

,

cutvolatility in half
(

vs . an
equityindex

)

,

anddoubledSharpe
ratios

,

a measure of risk-adjusted
returns .Thepaperco-writtenby
twoinvestmentprofessionals at

London-basedhedgefundand
long-onlyemergingmarketsequity
managerTheCambridgeStrategy
waspublished in

themostrecent
issue of theJournal of Investment
Consulting.

AlthoughthestudyusedU.S.
bonds to modelthebenefits of asset
allocation

, emergingmarketsdebt
wouldbeanincreasinglyviable
substitute

,

ascreditratings of emerging
marketsdebtimprove ,

IssamStrub
,

co-author of thestudy,

wrote in an
emailedresponseto questions .

Mr.
Strub is also a

researchscientist at

TheCambridgeStrategy
" Ourfindingsdefinitelysupport

a multiassetapproach to emerging
marketsexposure , particularly
giventheexpectedevolution of EM
bonds "

to highercreditratings ,

he
wrote in thee-mail.

AllianceBernstein' s
Mr. Harting

saidthatassetallocation' s contribu

tion to performance in hisfirm' s

emergingmarketsmultiasset
strategyhasbeencut in halffromwhat

it wouldhavebeenthroughthe
crisis

;

it'
s nowexpected to accountfor

about25%% of returns
,

downfrom
50%% .

That'
s becausethedifferential

betweenexpectedreturnsfrom
emergingmarketsequityandbonds
hasshrunk.

" What'
s
morelikely is

that
securityselectionwillbewhereyouget
yourperformancegoingforward

,

"

hesaid.
Hestressedtheimportance of

running a
multiassetstrategy

holistically that is

,

thesameteam
lookingacrossthecapitalstructurefor
investmentopportunities . Thatgives
AllianceBernstein theability to

exploitinefficienciescausedby
investorssegmentingthemselves

,

Mr.
Hartingsaid . Forexample ,

heinvests
in stocks in Qatar,

whilebuying
creditdefaultswapsonQatarinational
debt

,

which "

is seenasnearly
riskless

,

whereas
( Qatari ) equitiesare

seenasfrontier
,

" hesaid . Theresult
is approximately10%%annual
dividendyieldsonequitywithdownside
protectioncosts of about1%%.

Butconsultantsaren' t soldon
thesestrategies.

" Youcansignificantlylimitthe
volatilitybytakingsomedebt at

varioustimes
,

andnotnecessarily

(

hurt
)

returns
,

" saidStuartGray,

seniorinvestmentconsultantand
head of emergingmarketsequity
research at TowersWatson & Co . in

London . However
,

" can it bedone is

a
differentquestion . Therearenot

manymanagersthathavetheskill
sets to managebothequityanddebt
at thesametime . Equally,

there' s

notmuchevidencethatinvestors
cantimemarketseffectively

"

Strategiesthatlimitupsidecan
be a

hardsell to institutional
investors

,

AonHewitt' s Ms . Agesen
said .

"Aclientthatwants to gointo
emergingmarketsoftendoesso
knowingthey' re goinginto a riskier
andhigher-growthassetclass.
Somewillbe a bitdisappointed if

thefullupsideisn' t there. "

Andinstitutional investorsdon' t

need to outsourcethisfunction
to

managers , according to Cambridge
Associates . Consultants at the
Boston-basedfirmrecommend
investorsdiversifytheiremerging
marketsexposuresawayfromthe
typicalrelianceonthelargest
countriesandlarge-capstocksand
towardemergingmarketsdebt

,

privateequityandhedgefunds
,

saidEricWinig , managingdirector.
" Youshouldhavelowervolatility
andbetterdownsideprotection if

youtakethisdiversifiedapproach ,

"

hesaid . -
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