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Absolutely: At the higher end of the risk
spectrum, equities have delivered strong local-
currency returns so far this year, albeit currency
movements have cancelled out much of these gains
for Euro investors. However, we have been
particularly encouraged by the strong performance
of the more non-traditional and, indeed,
considerably lower-risk elements of client
portfolios this year. One such example is the Old
Mutual Global Equity Absolute Return Fund which
has delivered extremely attractive returns for what
is a relatively low-risk investment. In this Week’s
Inside Track we hear from the fund’s manager,

Ian Heslop.

What if: Many investors appear to accept that
inflation is low and will stay that way for the
foreseeable future. The reasons being cited include:
central banks will keep interest rates near-zero,
technology has a materially deflationary effect,
globalisation is deflationary... Howeuver, in more
recent times we have seen a number of long-term
investors begin to position themselves for a more
inflationary environment with rising interest rates
and increasing commodity prices. In Pic of the
Week we look at an interesting chart that shows a
marked contrast between asset price and “real

economy” inflation since 2009.

“‘Even though it may sound counterintuitive, a
comfort zone is a dangerous place to be.” - Mary
Lou Retton, 1984 Olympic Champion in Gymnastics

The Inside Track

lan Heslop, the highly regarded fund manager of the Old Mutual Global Equity Absolute Return Fund,
provides an interesting comparison of investor sentiment and associated risk appetite in various markets
in the period up to the end of September.

Most regions continued to exhibit low volatility characteristics, according to our market environment
analysis. North America once again exhibited a more elevated volatility state, remaining anchored to
medium levels of volatility.

While Europe remained positioned on the border between neutral and positive market sentiment, North
America, by contrast, experienced a noticeable improvement in market sentiment, demonstrating its
most optimistic market sentiment so far this year. This familiar pattern has persisted in recent months,
with the remaining regions all exhibiting optimistic sentiment. This represents a continuation of the
market state, where there are low levels of realised and implied volatility and where cross sectional
volatility remains consistently low. Nonetheless, North America continues to exhibit something of a
contrasting profile which is explicable in part by the regional divergence in monetary and policy outlooks.

Risk profiles across the investment universe showed evidence of some convergence during the past
month. Investors’ tolerance of risk is currently most elevated within Japan, at below three-quarters risk on,
having increased marginally in the past month. Of the remaining regions, the risk appetite within Asia
Pacific moderated from its previous elevated levels. European risk tolerance remained broadly in line over
this period, marginally below a 60:40 risk on profile.

By contrast, North America demonstrated the most pronounced improvement in risk tolerance to finish
the month marginally short of 50:50 risk on/off. This was in contrast to the previous month, when it was
positioned below one-third risk on. It is worth highlighting how the somewhat unusual environment of
positive sentiment and low volatility, accompanied by moderate or depressed risk appetite that pervaded
many parts of the market environment in recent months, appears to have abated with the gradual
aggregate improvement in risk tolerance over this time.
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