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Themes – June 2009 
 
 
The following is based on our discussions with investors and investment managers over the 
last quarter. We have referred to investors in the comments below but in most instances 
investors will be working closely with their consultant and you can infer that a reference to 
one is a reference to the other.  
 
Australian and New Zealand super and non-super funds are in somewhat better shape as a 
result of higher equity markets and local currencies (if they were hedged). After an extended 
period of relatively little activity, many investors are now considering asset allocation 
changes and reviewing current and prospective managers.  
 
Some themes we have identified since our previous update are as follows:  
 

• Investors appear to be divided over where we are in the current credit cycle. Some 
believe the recent rally in non-investment grade credit has resulted in a deterioration 
of expected risk adjusted returns, relative to other asset classes and sectors, and 
shifted their attention to other areas of the credit spectrum or other asset classes 
altogether. Others are less sanguine believing only the low hanging fruit has been 
captured, spreads are still historically high and the coupons of new issues are 
attractive. They also believe the likelihood of continuing volatility in spreads, as 
defaults continue to rise and developed economies stumble out of recession, will 
present further opportunities to enter the market. Thus some believe the best of the 
rally is behind us and others the best is ahead of us;  
 

• In our March 2009 themes, we mentioned that some investors are opting to give 
existing diversified fixed income managers additional flexibility in their mandates to 
allow them to opportunistically invest in non-investment grade credit. However, 
others believe that managers of investment grade and non-investment grade debt 
have very distinct skill sets; and therefore, they have a preference, despite the 
slightly higher monitoring costs, for stock selection and asset allocation decisions 
relating to non-investment grade debt to be managed separately;  
 

• Publicly listed securities; specifically long-only international equity, appear to be 
another high priority for investors based on their view that equities are undervalued 
and growth rates are likely to increase in 2010. The recent flows to passive equity 
strategies should continue in the short term. In some cases this has been a response 
to perceived high levels of expensive beta; 
 

• Those investors with a cynical view of active management strategies may also be 
attracted by alternative beta approaches (non-market capitalisation weighted) which 
seek to exploit previously difficult to access risk premiums; 
 

• Investors are also likely to review their currency hedging strategies in response to the 
dramatic falls in the Australian dollar in late 2008 and the recovery over the most 
recent period – as previously highlighted, more portfolio-risk focused approaches 
may be considered (as opposed to static levels of currency hedging irrespective of 
currency moves); 

 
• The focus on long-only equity (and to a lesser extent alternative beta) is making it 

somewhat difficult for managers without a strong directional bias to get the attention 
of consultants and investors. However, over the long term, managers with easier to 
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understand strategies that exhibit consistent alpha, low volatility and reduced tail risk 
(making a positive contribution to a multi-asset class portfolio) will make headway. 
This will particularly be so if these managers can demonstrate low systematic risk 
and returns are not overly susceptible to extreme events; 
 

• A number of super and non-super funds with sizeable research teams have indicated 
they will opportunistically consider more complex single strategy hedge fund 
strategies – rather than undertaking broad searches for niche strategies. These 
funds, and their consultants, will make time for managers with compelling 
approaches and track-records, irrespective of the underlying asset sector or style. 
However, investors will set high hurdles in relation to the quality of the team, terms 
and conditions and middle/back office operations; 

 
• Private equity and more broadly, real alternatives such as real estate are starting to 

generate discussion. However, they probably will not experience significant activity 
until late 2009 or early 2010 when capital markets improve, making debt more 
affordable, and investor’s cash flow circumstances improve. Nonetheless, there are 
attractive deals in defensive sectors or those more reliant on organic growth, which 
will generate attractive cash on cash returns, but less so IRRs. Furthermore, there 
has been increased industry awareness of valuation and pricing methodologies - 
investment managers must be prepared to adequately confront these issues; 

 
• The supply of secondaries is expected to increase significantly over the next 12 

months and many of the large secondaries managers are responding by planning to 
raise significant amounts of capital. Currently, deals are not being closed due to a 
stand-off between buyers and sellers over deeply discounted pricing and uncertain 
valuations; 

 
• Following a very difficult 2008 and 2009 investors are very keen to hear about niche 

alternative strategies with low or no correlation to stocks and bonds. Weather 
derivatives, catastrophe bonds, life settlements and shipping have all garnered 
interest in varying degrees. However, these strategies come with additional risks 
such as short volatility or event risk or valuation biases which are difficult to 
incorporate into traditional mean-variance frameworks - which most investors still 
adhere too in building their portfolios. As yet, relatively few funds have allocated 
capital towards these strategies;  

 
• Investment strategies incorporating ESG are increasingly demanded by institutional 

investors. Whilst screening and engagement approaches still attract interest, the 
growing influence, and market-coverage, of ESG research houses is focusing 
attention on the possible use of ESG as an alpha source. Some fund managers have 
already found ways to incorporate ESG into the building blocks of their investment 
processes, and others are currently undertaking research towards this end; and 

 
• Super funds are continuing to hire from investment banks and funds management 

firms in a continuing effort to deal more effectively with increasingly complex portfolio 
issues. Investment managers will have to adjust their business development efforts 
accordingly.  

 

Disclaimer 

The information contained in this document is for general information purposes only. It should not be construed as advice of 
any kind. Clearway Capital Solutions is not liable for any loss suffered as a result of reliance on this information.  All investing 
involves various types of risk and you should seek independent advice prior to making any investment decisions. 

The information is subject to change and Clearway Capital Solutions may not and is under no obligation to update the 
information or correct any inaccuracy of which it may subsequently become aware. You must not alter, reproduce or distribute 
any of the information in this document without the prior written consent of Clearway Capital Solutions. 


