Weekly Digest
Week ending 12 March 2017

Do you want guacamole with that?
Apparently there are more hedge funds than Taco Bell
restaurants in the United States. A quick check proved that
there were probably over 5,700 of these culinary outlets in
the US and that over half the US population eats there at
least once a month! More interesting would be to know
how their respective client bases overlap. Our guess is that
the hedge fund industry’s client base is somewhat more
concentrated and happier to spend a little bit more on their
lunch (with a generous tip). The true hedge fund count is
difficult to pin down but the global total could be between
7,000 and 10,000 with estimates as high as 15,000. The fact
is though you could probably name any US or international
food brand and they would be dwarfed by this secretive
and selective fund category, whose objective is to make
positive returns in any market environment, attempting
to hedge out a lot of the risk that drives headline market
returns, or through numerous small but profitable arbitrage
opportunities.
Total assets in the hedge fund sector grew to over $3trn at
the end of 2016 reaching that milestone for the first time;
there is a lot of money, in a lot of funds, chasing (what
must be) fewer opportunities. More than $400bn of that
pool is controlled by the top 10 managers, some of the few
lucky enough to still charge the lucrative ‘2 and 20’ (2%
management fee and 20% of profits). You don’t have to
look far to find similar signs of excess with over $820bn of
‘dry powder’ in the private equity industry – the term used
to describe money that has been raised but which is yet
to be invested. Much of that cash was raised during the
last few years but still some 25% of that has been waiting
for suitable investment opportunities for over 3 years.
Private debt funds – which like private equity are funded
with locked up capital and invest in credit opportunities
where there are largely no publicly traded bonds or loans
– have also amassed a near $200bn record war chest. The
question to us as investors is what, if anything, does this tell
us and whether these types of investments have any place
in portfolios.

It is hard to argue against there being a glut of capital in
these industries, the fact that globally this dry powder has
ballooned to well over $1trn talks in part to that. When
considering that private funds were closing in a ‘mere’ 14
months (the time it takes to raise the cash, compared to 1718m for the preceding 4 years) and were reaching 111% on
average of their target size, further reinforces that view. This
seems to square at a very high level with the managers of
our core portfolios own thoughts on valuations in the public
equity and public credit markets, where in certain regions
and sub asset classes we struggle to see great value today.
Some value yes, great value no. At times such as these
when some markets look at best fair value and at worst
frothy (think Snap’s 44% opening day surge), the managers
feel it can be beneficial to consider a small allocation to
alternative risk premia.
In recent years there has been a proliferation of what have
been termed liquid alternative strategies which sit between
the more core beta strategies and the hedge funds, usually
offering daily or weekly liquidity and more palatable fees.
These largely regulated funds are not limited to but may
include ‘smart beta’ type strategies investing in equity
style risk premia, for example. The managers of our core
portfolios have been investing in these equity styles for more
than a decade; it is nothing new, but packaged differently
to remove the directional market risk. When owned in
conjunction with other alternative strategies, harvesting
for example fixed income risk premia, this can prove to be
both a good diversifier and a stable, if not stellar, source of
investment returns when core investment opportunities are
somewhat lacking. They certainly don’t advocate paying ‘2
and 20’ nor do you need to. So if you can’t decide between
an expensive burrito, fajita or enchilada, maybe it’s time to
try something different on the side.
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US payrolls give green light for March rate hike
S&P 500 ends six week winning streak
Oil price suffers largest weekly fall in 2017
Euro up & bonds down following ECB meeting
China lowers target for economic growth

Market Focus
US
• February’s non-farm payrolls report showed the US
economy adding 235,000 jobs over the month - above
expectations of +200,000. The unemployment rate also
dropped one tenth to 4.7%, while the participation rate
rose one tenth to 63.0%.
• The report was viewed as the last data point that could
prevent the Federal Open Markets Committee from
raising the pivotal US Federal Funds interest rate at their
March meeting. Markets are now pricing in a March rate
rise as a certainty.
• US 10-year Treasury yields rose by 9.7 basis points over
the week, to reach 2.57%, their highest yield year-todate.
• In equities, the S&P 500 index retreated 0.4%, recording
its first negative weekly return since 20th January. Losses
were led by materials and energy stocks amid faltering
oil and metal prices.
Europe
• Thursday’s monetary policy meeting at the European
Central Bank (ECB) yielded no policy changes. The
bank’s base interest rate remained at zero, and no
alterations were made to the planned tapering of bond
purchases from EUR 80 billion to EUR 60 billion a month
commencing in April.
• However, with inflation in the Eurozone at the ECB’s
2% target level for the first time in four years, the ECB
increased their inflation forecasts for 2017 to 1.7%, from
1.3%.

Week ending 12 March 2017

• ECB Chairman Mario Draghi said there was no longer
a “sense of urgency” to implement further monetary
stimulus. Speculation is now centred on when, how
and if the ECB will further reduce bond purchases or
increase interest rates in the next two or three years.
• The euro rose 0.9% against the US dollar following the
meeting, and ended the week up 1.0% at USD 1.07.
At the same time European government bonds sold
off, experiencing a 1.2% weekly fall. While continental
European equities were flat for the week.
China
• China announced at its National People’s Congress last
Saturday that its target for annual economic growth
would be lowered from 6.5-7% to “around” 6.5%.
• Premier Li Keqiang, who announced the shift, also stated
that “overall systemic risks are under control” in regards
to China’s economic health, but that “risks related to
non-performing assets, bond defaults, shadow banking
and internet finance” must be monitored carefully.
• Elsewhere, February trade data in renminbi terms
showed China running their first monthly trade deficit
since February 2014; this was due largely to a 44.7%
surge in year-on-year imports, relative to exports rising
4.2% year-on-year. The import figure far outstretched
expectations of a 23.1% year-on-year rise.
Commodities
• Broad commodity prices fell 4.0% last week, marking
their worst collective week since January last year.
• Oil led the falls, with Brent crude down by 8.1% to USD
51.37 per barrel, following weekly US crude inventories
rising by 8.2 million barrels; more than double the
average prediction of 3.4 million barrels. Markets now
appear to be questioning whether increasing stockpiles
in the US will render OPEC’s coordinated oil production
cut as somewhat futile.
Alex Harvey (CFA) & Oliver Bickley
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Currency returns
Asset Class/Region

Currency

Week ending
10 Mar. 2017

Month
to date

YTD 2017

12 months

United States

USD

-0.4%

0.4%

6.3%

21.0%

United Kingdom

GBP

-0.4%

1.1%

3.7%

26.4%

Continental Europe

EUR

0.0%

1.9%

4.5%

17.0%

Japan

JPY

1.0%

2.5%

3.7%

19.0%

Asia Pacific (ex Japan)

USD

0.4%

-0.5%

8.9%

19.3%

Australia

AUD

1.1%

1.7%

3.1%

17.1%

Global

USD

-0.1%

0.5%

5.7%

17.9%

Emerging Europe

USD

-3.1%

-1.9%

-2.2%

15.3%

Emerging Asia

USD

0.2%

-0.9%

8.8%

19.5%

Emerging Latin America

USD

-2.5%

-2.2%

9.0%

26.8%

BRICs

USD

-0.8%

-1.2%

8.4%

26.7%

MENA countries

USD

-1.1%

-0.7%

0.7%

12.4%

South Africa

USD

-0.8%

0.3%

5.0%

19.8%

India

USD

0.8%

0.8%

11.6%

22.4%

Global emerging markets

USD

-0.5%

-1.0%

7.6%

19.9%

US Treasuries

USD

-0.5%

-1.2%

-0.5%

-1.7%

US Treasuries (inflation protected)

USD

-0.9%

-1.6%

-0.2%

2.5%

US Corporate (investment grade)

USD

-0.9%

-1.6%

-0.1%

4.4%

US High Yield

USD

-1.2%

-1.1%

1.8%

17.0%

UK Gilts

GBP

-0.4%

-1.1%

0.1%

6.2%

UK Corporate (investment grade)

GBP

-0.3%

-0.6%

1.0%

10.3%

Euro Government Bonds

EUR

-1.2%

-1.8%

-2.6%

-1.4%

Euro Corporate (investment grade)

EUR

-0.5%

-1.0%

-0.4%

3.2%

Euro High Yield

EUR

-0.4%

-0.3%

1.5%

10.3%

Japanese Government

JPY

-0.3%

-0.5%

-0.8%

-0.9%

Australian Government

AUD

-0.9%

-1.3%

-0.6%

0.3%

Global Government Bonds

USD

-0.6%

-1.9%

-0.6%

-3.5%

Global Bonds

USD

-0.5%

-1.5%

-0.3%

-1.9%

Global Convertible Bonds

USD

-0.2%

-0.4%

2.7%

5.5%

Emerging Market Bonds

USD

-0.9%

-1.1%

2.3%

7.8%

Developed Market Equities

Emerging Market Equities

Bonds
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Currency returns
Asset Class/Region

Currency

Week ending
10 Mar. 2017

Month
to date

YTD 2017

12 months

US Property Securities

USD

-4.5%

-5.7%

-2.6%

5.1%

Australian Property Securities

AUD

-2.2%

-2.1%

-3.8%

-0.6%

Asia Property Securities

USD

1.2%

-0.3%

7.9%

13.3%

Global Property Securities

USD

-2.2%

-3.5%

0.8%

6.5%

Euro

USD

1.0%

0.6%

1.4%

-4.5%

UK Pound Sterling

USD

-0.7%

-2.0%

-1.5%

-14.8%

Japanese Yen

USD

-0.3%

-2.5%

1.9%

-1.4%

Australian Dollar

USD

-0.4%

-1.8%

4.7%

1.1%

South African Rand

USD

-0.7%

-0.6%

3.8%

17.0%

Swiss Franc

USD

0.1%

-0.7%

0.9%

-2.5%

Chinese Yuan

USD

0.0%

-0.6%

0.7%

-5.7%

Commodities

USD

-4.0%

-4.5%

-3.3%

10.2%

Agricultural Commodities

USD

-2.4%

-1.2%

1.8%

6.0%

Oil

USD

-8.1%

-7.6%

-9.6%

28.3%

Gold

USD

-2.1%

-4.3%

4.3%

-5.5%

Hedge funds

USD

-0.5%

-0.3%

1.4%

6.8%

Property

Currencies

Commodities & Alternatives
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For more information, please contact your adviser or alternatively contact:
Financial Partners Ltd.
泛柏資產管理有限公司
Unit 01 - 03
24/F, Kinwick Centre
32 Hollywood Road
Central, Hong Kong

Tel +852 2827 1199
Fax +852 2827 0270
client.services@f-p.hk
www.f-p.hk

Important notes
This communication is issued by Financial Partners Limited 泛柏
資產管理有限公司 and/or a Financial Partners’ related company
(collectively, and individually “FP”) solely to its clients, qualified
prospective clients or institutional and professional investors.
Unless stated otherwise, any opinions or views expressed in
this communication do not represent those of FP. Opinions or
views of any FP company expressed in this communication may
differ from those of other departments or companies within FP,
including any opinions or views expressed in any research issued
by FP. FP may deal as Distributor or Agent, or have interests, in
any financial product referred to in this email. FP has policies
designed to negate conflicts of interest. Unless otherwise stated,
this e-mail is solely for information purposes.
This message may contain confidential information. Any use,
dissemination, distribution or reproduction of this information
outside the original recipients of this message is strictly
prohibited. If you receive this message by mistake, please notify
the sender by reply email immediately.
Unless specifically stated, neither the information nor any
opinion contained herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation or advice to buy
or sell any products, services, securities, futures, options, other
financial instruments or provide any investment advice or
service by FP.

No representation or warranty is given as to the accuracy,
likelihood of achievement or reasonableness of any figures,
forecasts, prospects or returns (if any) contained in the message.
Such figures, forecasts, prospects or returns are by their nature
subject to significant uncertainties and contingencies. The
assumptions and parameters used by FP are not the only ones that
might reasonably have been selected and therefore FP does not
guarantee the sequence, accuracy, completeness or timeliness of
the information provided herein. None of FP, its group members
or any of their employees or directors shall be held liable, in any
way, for any claims, mistakes, errors or otherwise arising out of or
in connection with the content of this e-mail.
This e-mail and any accompanying attachments are not encrypted
and cannot be guaranteed to be secure, complete or error-free as
electronic communications may be intercepted, corrupted, lost,
destroyed, delayed or incomplete, and/or may contain viruses.
FP therefore does not accept any liability for any interception,
corruption, loss, destruction, incompleteness, viruses, errors,
omissions or delays in relation to this electronic communication.
If verification is required please request a hard-copy version.
Electronic communications carried within the FP system may be
monitored.
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