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Re-inventing
Global Macro

- A holistic approach to cross-asset investing

he Global

disappointed its investors in recent years.

Despite a favorable market environment,
encompassing major market dislocations and swift
policy responses to correct these imbalances,
the investment strategy has failed to deliver any
meaningful returns since the crisis years in 2008
and 2009. But the strategy is far from dead, it is
only in need of a makeover according to Lombard
Odier Investment Managers.

Macro investment style has

"We think the challenge for Global Macro in
recent years is closely linked to the trade-by-trade
risk management typical of the strategy. Forming
a holistic assessment of the entire portfolio has
traditionally been the risk manager’s job. We
believe there is a lot to be gained by applying
portfolio construction methodologies, to exploit
synergies between trades that can help the whole
portfolio navigate volatile markets. And on idea
generation, we think that a structured process can
help us uncover alpha in the vast data available
to managers’, Judy Godinho, product specialist at
Lombard Odier argues.

According to Godinho, idea generation in Global
Macro investing has historically been the province
of a high conviction, narrative driven style often

by Jonathan Furelid

leading Macro managers to rely on a small set of
crowded trends and themes. We believe this style
can be enhanced by a disciplined and consistent
approach to detect an emerging imbalances -
which can lead in turn to uncover new trends,
away from the most popular trades.

"The traditional Macro approach | believe is
being reshaped. The intuition of an individual
"genius” can now be supported, and enhanced,
by a consistent and check-list oriented search for
investment opportunities. The fact that today we
have increasingly available micro and Macro data
across countries permit consistent and timely
monitoring of business cycles in these economies”,
Godinho says.

The way Lombard Odier approach Macro investing
is along the lines of a discretionary yet structured
and repeatable process, always with a cross-
country perspective in mind. The aim is to have
Macro ideas translated into balanced portfolios
with convex risk profiles.

"We deploy the classic global Macro approach
in a methodical framework. In order to formalize
our ideas into a clear and repeatable process,
the team has developed a proprietary research
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platform. The platform collects a vast array of investment
methodologies and covers over 600 securities across all
liquid asset classes. We rely on this framework to analyze the
behavior of candidate portfolios in real-time as positions are
added to or removed” Godinho says continuing.

"Our risk based approach means that we are looking to build
portfolios that are prepared for short-term shocks but at the
same time allow us to monetize on our longer term views.
The focus on robust portfolio construction and the convexity
of our positioning enables a longer term trading horizon and
a de-emphasis on trading.”

In constructing the investment portfolio, the research
platform links the idea generation, portfolio construction and
risk management parts of the process together and reassures
that the convexity profile holds.

11

Our risk based approach means
that we are looking to build
portfolios that are prepared for
short-term shocks but at the
same time allow us to monetize
on our longer term views. ’ ’

"We do the groundwork in the idea generation part of
the investment process. Here Macro and bottom-up data
are carefully analyzed and we form an idea of what the
underlying Macro drivers are. During portfolio construction
we then test different combinations of ideas to end up with
those that generate the best risk-return trade-offs. The
sizing of positions is built partly on conviction but also on
our assessment of the convexity contribution, we also ensure
convexity versus risk factors, Godhino explains.

In October 2015, Lombard Odier launched a discretionary
Macro fund managed by veteran portfolio managers, Vilas
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Gadkari, Giuseppe Sette and Jan Szilagyi, that builds on their
research platform and process-driven portfolio construction
process. By year-end, the portfolio was down 1.6%, in a
period that was marked by significant market turbulence.

"It was a volatile time to launch and it demonstrated that
our risk framework is sound. We see 2016 as offering ample
opportunities.”

Going into 2016, the portfolio is positioned for several
idiosyncratic trades.

The team expects commodities footing here to last, even if
they argue that a recovery of oil above might be dampened
by returning supply, thus stopping the upside for most
commodities.

In this scenario select Emerging Market equities can
overperform. East Asian currencies should keep grinding
lower, albeit with wide swings, dragged by the Chinese Yuan.

In developed markets, equities will probably offer larger moves
on the downside than upside. However, given the extremely
low level of interest offered by government bonds, equities
will find a bid at oversold levels. This especially applies to
high dividend stocks.

"US labor market data is clearly supporting the start of the
Fed rate hiking cycle and we think the front end of the US
fixed income is offering attractive opportunities given that
signs of inflation in consumer prices and wages are starting to
emerge in the US. In Europe we believe that equities will be
supported by high dividend yield spreads to Bund vields, as
well as further monetary easing and possible fiscal spending.
As for US stocks, we foresee further tightening of US financial
conditions will impact small and medium sized companies
disproportionately”, Godinho says and concludes:

"As always, you need to have a portfolio architecture that
allows for the markets to move against your core themes in
the short term. This is where | think the team’s approach is
different from the traditional Macro space.”

For investment professionals only. Not for public distribution.

AHL Diversified Programme

m A strategy which has the potential to generate
returns in both rising and falling markets
(+7.73% year-to-date on 29 February 2016)

m Total return of 1102.2% (13.3% annualised) since
inception in 1996

m Available in a number of different formats, including
UCITS with dally liquidity’

m Offered by Man AHL, a pioneer in trend following
strategies with a 25+ year track record

m Trading around 450 markets and constantly evolving

For further information, please contact us:
nordics@man.com, +44 207 144 6643

www.man.com www.ahl.com

Performance during difficult equity market conditions
26 March 1996 to 29 February 2016
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Asian crisis: 1.10.97-31.10.97; Russian crisis and LTCM difficulty: 1.8.98-30.9.98; Equity bear market:
1.4.00-31.3.08; Credit crisis: 1.7.07 -28.2.09; European sovereign debt crisis: 1.4.11-30.9.11
The periods selected are exceptional and these results do not reflect typical performance.

As a consequence, they give no indication of likely performance. Additionally, selective periods
are subjective and may be different to periods selected as exceptional by other sources.

Past performance is not indicative of future results. Returns may increase or
decrease as a result of currency fluctuations.
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1. We offer a comprehensive suite of investment solutions and formats that can be tailored and optimised to meet specific client needs including separate and managed accounts, advisory mandates,
UCITS, AlFs and other regional variants. Our investment strategy solutions offer optionality including: liquidity, control, investment restrictions, investor customisation and transparency. 2. Please note
that the performance data is not intended to represent actual past or simulated past performance of an investment product. The data is based on a representative investment product or products

that fully invest in the programme. An example fee load of 3+1% and 20% has been applied. 3. World stocks: MSCI World Net Total Return Index hedged to USD. It is not a benchmark and is not
representative of the investment strategy. The information is shown for comparison purposes only. The value of an investment and any income derived from it can go down as well as up and investors
may not get back their original amount invested. Alternative investments can involve significant additional risks.

This material is for information purposes only and does not constitute an offer or invitation to invest in any product for which any Man Group plc affiliate provides investment advisory or any other
services. The content is not intended to constitute advice of any nature nor an investment recommendation or opinion regarding the appropriateness or suitability of any investment or strategy and does
not consider the particular circumstances specific to any individual recipient to whom this material has been sent. Unless stated otherwise the source of all market data is Man Group database, MSCI
and Bloomberg. This material was prepared by AHL Partners LLP (company number OC380907) which is registered in England and Wales at Riverbank House, 2 Swan Lane, London, EC4R 3AD.
Authorised and regulated in the UK by the Financial Conduct Authority. This material is distributed pursuant to global distribution and advisory agreements by subsidiaries of Man Group plc. This material
is not suitable for US persons. This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent. Any data services and
information available from public sources used in the creation of this material are believed to be reliable. However accuracy is not warranted or guaranteed. © Man 2016 P/16/0438/0O/DIR/A
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by Peter Warren

The guantitative easing measures that started for real at
the end of 2011 and that have continued up until the
second half of last year, has made the investment climate
for global Macro funds very challenging.

Global Macro managers seek to benefit from changes
or dislocations in the economic or geopolitical Macro
environment that the market has yet to price in. The
opportunities that these strategies look to exploit could
either be absolute or relative in nature.

One example of an absolute opportunity was the mispricing
of CDS-contracts that occurred going into the financial
crisis. The pricing of these contracts was extremely cheap
as a result of banks and insurance companies competing to
sell these contracts in order to increase the return of their
bond portfolios.
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What followed was a huge discrepancy between the
performance of corporate bonds and the equity market.
Contrary to logical thinking, the perceived safe part of
companies’ capital structures (bonds) declined in value,
while equities continued to rise. Ironically, the same thing
happened in 2015.

You could either see this as a relative value position (short
equities/long bonds) or you could adhere to the view that
the equity market was on steroids and go outright short.

When Macro managers find an opportunity that is judged
to be substantial, the choice of financial instrument to
express the view is next on the list. The toolkit at hand is
only limited to the knowledge set of the manager and their
funds’ requirements for liquidity and valuation of positions.

The most common way for a Macro manager to express a
view is through currencies or fixed income. Within equities
the typical positioning is to take positions through index
futures or in different sectors, either absolute or relative
(long one sector and short another).

Macro funds only rarely invest in individual stocks as this
is considered a too detailed approach (micro). Instead, they
specialize in- and try to capture broader (Macro) trends as
they unfold.
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As already mentioned, these funds have struggled in a
period where central banks have made financial markets
detached from economic fundamentals. Performance
numbers have by no means been catastrophic but as
financial markets have temporarily lost their link to
economic realities, these managers have had a hard time
making money. Most Macro funds have delivered close to
zero percent returns in recent years.

Experienced Macro investors have held on or added to
positions in these funds. They seek to benefit from the
diversification benefits and are recognizing the fact that no
financial market can be fooled all the time.

FUNDAMENTALS WILL PLAY OUT; IT IS
ONLY A MATTER OF TIME

No central bank can withstand fundamental pressures
forever. Sooner or later something has to give resulting in
a massive market correction. The SNB giving up the EUR/
CHF peg on January 15, 2015 being the perfect example.
Investors had continued to borrow Swiss francs despite the
fact that the interest rate differential to other currencies
was at historical lows. The central bank had to use an
enormous amount of resources to keep the currency weak.

On January 15, the SNB (the Swiss National Bank) made
the currency float, resulting in the largest correction ever
experienced in a major currency on a single day. The

resulting surge in the value of the Swiss franc caused both
financial and human tragedies worldwide.

Given the common belief that the SNB would continue to
keep selling its currency, the pricing of option contracts
that would protect against a sudden spike in the Swiss
franc was at its lowest level right before the event. Against
the Norwegian Krone, the Swiss franc surged 39 percent
in just a few minutes (see chart).
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It is also ironic to see that global Macro and trend
following funds (CTAs) had the largest net redemptions
last year, which coincided with equity mutual funds having
the largest net subscriptions. This highlights the fact that
investors continue to look in the rear view mirror (focusing
on past performance) rather than looking ahead when
making investment decisions.
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SG Macro Trading

There’'s An Elephant In The Room -

Let Us Talk About Performance

Famine and Feast for Macro and CTA But this is a tale of two halves.
Digging into the two Macro Trading

In early 2016, CTAs are the best performing hedge fund sub-indices reveals that quantitative

Cheap Insurance?

If investors are confident that CTAs
and Macro funds will provide “crisis
alpha” and come to the rescue during
panics,thenareturnclosetoflatduring
benign financial market conditions
is arguably ‘cheap insurance’. Long
volatility, short equity or short credit,
strategies that also perked up in early
2016 could have incurred very large
losses between 2009 and 2014.

QE and ZIRP

Over this period, some Macro and
CTA managers blamed QE and central
bank intervention for making markets
more correlated and harder to trade.
But zero interest rates have a more
obvious impact. Interest on spare cash
was, pre-crisis, an important source
of returns. CTAs and Macro funds
typically run margin to equity of 10-
20%, meaning that as much as 80-
90% of the fund can be sitting in cash.
Before 2008, this might have earned
as much as 5%
currencies, so in some years interest
on cash outweighed trading losses.
After 2008, managers have been lucky
to get any interest at all on cash, and
interest income does not cover funds’
fixed fees and expenses. Investors
accessing Macro or CTA strategies
through unfunded overlays/managed
accounts naturally view returns as a
spread over cash, and those investing

or more in some

strategy, with the SG Prime Services CTA Index up 4.16% SG CTA Index SG STT Index Macro traders have, on average, done through fund structures should, too.
and the SG Prfme Serw'c.es Short Term Traders Index up 2008 13.1% 11.74% better.
5.97%, at the time of writing in early March.
2009-2013 -2.3% -9.0% .
Though CTAs, and short term traders, have different return S e el SEBU ek
patterns (with shorter term traders an very diverse group 2014 15.7% 10.0% Discretionary Quantitative
in themselves!), these indices of both groups made very
little, if any, money for a prolonged period of five years 2008 2 44% 11.71%
between 2009 and 2013, (as shown below). And 2014 Inthe Macroworld, returns have been somewhat more stable,
was the first year of double digit returns since the crisis with the SG Prime Services Macro Trading Index delivering 2009-2013 8.2% 6.9%
of 2008. In both years, CTAs successfully profited from positive returns for six of the past seven years; however
2014 -0.2% 11.45%

trends including the collapse of oil prices. the level of return has been in single digits on average.
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Exceptional Performers

Still, the broad indices are only
averages - and some differentiated
strategies have performed particularly
well. In the CTA world, the Man AHL
Evolution strategy, which trades non-
traditional including non-
futures and non-exchange traded
markets, delivered a Sharpe ratio
above one between 2009 and 2013.
Some
also distinguished themselves. In
Macro, Sweden’s Informed Portfolio
Management AB (IPM), which applies
systematic models to fundamental
economic data, continues to generate
strong returns post the financial crisis.
On the discretionary Macro side,
Moore Capital spinout Stone Millner
has outperformed peers. Conversely,
outliers at the bottom end of the
performance leagues have, of course,
dropped off the tables altogether,
as some discretionary commodity
traders and currency funds have shut
down.

markets

shorter term traders have

Outlook for Flows

But institutional investors are not
just looking in the rear view mirror
at recent performance. Rather they

are seeking uncorrelated returns,
according to Deutsche Bank’s
14th Alternative Investor Survey,

which gathers data from over 500
allocators controlling two trillion US
Dollars, representing roughly two
thirds of hedge fund industry now
estimated at just below three trillion
Dollars. The survey highlights that
“The largest investment consultants
and pension funds plan to add to
one or more systematic strategies,
including quantitative equity market
neutral, CTA, quantitative Macro,
quantitative equity and quantitative

multi-strategy.”
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QUANTS AND INVESTORS
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ENJOY PRESENTATIONS FROM CAPTIVATING THOUGHT LEADERS, INCLUDING:

Dr Bruno Silva

High Performance Computer Lead,
The Francis Crick Institute

David Jessop
Global Head of Quantitative
Research,

UBS

Director,
FountainArc

Prof Martin Hellmich

Professor Financial Risk

Andreas Clenow

Chief Investment Officer,
Acies Asset Management

Philippe Jordan
President,
Capital Fund Management (CFM)

Management

To view the full agenda and speaker line-up, visit www.terrapinn.com/quant-hedge-nordic

+ The earlier you book, the more you'll save so don't hesitate. Visit the event website to secure your place.
Special discounts apply for group bookings.
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GENERAL TERMS AND CONDITIONS

These are the terms and conditions which govern the use of ,HedgeNordic Industry
Report”, an online magazine edited and distributed by electronical means and owned,
operated and provided by Nordic Business Media AB (the “Editor”), Corporate Number:
556838-6170, BOX 7285, SE-103 89 Stockholm, Sweden.

DISCLAIMERS AND LIMITATIONS OF LIABILITY

1.

The Content may include inaccuracies or typographical errors. Despite taking care
with regard to procurement and provision, the Editor shall not accept any liability for
the correctness, completeness, or accuracy of the fund-related and economic
information, share prices, indices, prices, messages, general market data, and other content
of ,HedgeNordic Industry Report* (“Content”). The Content is provided “as is” and
the Editor does not accept any warranty for the Content.

The Content provided in ,HedgeNordic Industry Report“ may in some cases contain
elements of advertising. The editor may have received some compensation for the
articles. The Editor is not in any way liable for any inaccuracies or errors. The Content
can in no way be seen as any investment advice or any other kind of recommendation.

Any and all information provided in ,HedgeNordic Industry Report* is aimed for
professional, sophisticated industry participants only and does not represent advice on
investment or any other form of recommendation.

The Content that is provided and displayed is intended exclusively to inform any
reader and does not represent advice on investment or any other form of recom-
mendation.

The Editor is not liable for any damage, losses, or consequential damage that may
arise from the use of the Content. This includes any loss in earnings (regardless of
whether direct or indirect), reductions in goodwill or damage to corporate.

Whenever this Content contains advertisements including trademarks and logos, solely
the mandator of such advertisements and not the Editor will be liable for this adver-
tisements. The Editor refuses any kind of legal responsibility for such kind of Content.

YOUR USE OF CONTENT AND TRADE MARKS

1.

All rights in and to the Content belong to the Editor and are protected by copyright,
trademarks, and/or other intellectual property rights. The Editor may license third parties
to use the Content at our sole discretion.

The reader may use the Content solely for his own personal use and benefit and
not for resale or other transfer or disposition to any other person or entity. Any sale of
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Contents is expressly forbidden, unless with the prior, explicit consent of the Editor
in writing.

Any duplication, transmission, distribution, data transfer, reproduction and

publication is only permitted by

i.  expressly mentioning Nordic Business Media AB as the sole copyright-holder
of the Content and by

ii. referring to the Website www.hedgenordic.com as the source of the
information.

provided that such duplication, transmission, distribution, data transfer, reproduc-

tion or publication does not modify or alter the relevant Content.

Subject to the limitations in Clause 2 and 3 above, the reader may retrieve and display
Content on a computer screen, print individual pages on paper and store such pages
in electronic form on disc.

If it is brought to the Editor’s attention that the reader has sold, published, distrib-
uted, re-transmitted or otherwise provided access to Content to anyone against
this general terms and conditions without the Editor’s express prior written permission,
the Editor will invoice the reader for copyright abuse damages per article/data
unless the reader can show that he has not infringed any copyright, which will be
payable immediately on receipt of the invoice. Such payment shall be without
prejudice to any other rights and remedies which the Editor may have under these
Terms or applicable laws.

MISCELLANEOUS

1.

These conditions do not impair the statutory rights granted to the readers of the
Content at all times as a consumer in the respective country of the reader and that
cannot be altered or modified on a contractual basis.

All legal relations of the parties shall be subject to Swedish law, under the exclusion
of the UN Convention of Contracts for the international sale of goods and the rules of
conflicts of laws of international private law. Stockholm is hereby agreed as the
place of performance and the exclusive court of jurisdiction, insofar as there is no
compulsory court of jurisdiction.

Insofar as any individual provisions of these General Terms and Conditions contradict
mandatory, statutory regulations or are invalid, the remaining provisions shall remain
valid. Such provisions shall be replaced by valid and enforceable provisions that
achieve the intended purpose as closely as possible. This shall also apply in the event
of any loopholes.
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A NORDIC BUSINESS MEDIA BRAND

Nominations:
BestNordic CTA 2015

Nominations to the Nordic Hedge Award are a result of normalized, weighted data drawn from the HedgeNordic
database and are based on absolute and relative performance, Sharpe Ratio, consistency of returns and long
and short term annualized performance, expressed in a point scoring model. The model for determining short
listed funds was co-developed by Nordic Business Media AB as organizer of the Nordic Hedge Award and
Stockholm School of Economics. The model was fine tuned and coded by students of the Royal Institute of
Technology, Stockholm (KTH).

Following the quantitative shortlisting of the five nominated funds, a jury of industry professionals will assign
points to the individual funds. The quantative and qualitative scores will be added up to determine the winners
and runners up. Winning managers will be distinguished at the final event oft he Nordic Hedge Award on
April 27" in Stockholm.

Nominated in the category ,Best Nordic CTA 2015 are the following funds. (listed in random order)

:/ Risk & Portfolio Management (SWE)
V Informed Portfolio Management (SWE)

Estlander & Partners (FIN)
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HedgeNordic congratulates the nominated funds and managers!
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