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3Welcome to:

CAMRADATA’s Pension Conference 2018
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Registration and tea/coffee

 
CAMRADATA - Introduction 
Natasha Silva, Director, Client Relations

 
AEW - The Changing Role of Real Estate Income in Cashflow Matching Strategies 
Ian Mason, Director and Portfolio Manager of the Real Return Fund

 
ClariVest Asset Managemnt LLC - Behavioural Finance: Background Concepts & 
Application 
Stacey Nutt, PhD, Principal, Lead Portfolio Manager, CEO and CIO

 
Mirae Asset Global Investments - The Multi-Decade Asian Consumer 
Natalia Mu, Client Portfolio Manager

 
Refreshment break

 
MacKay Shields - Late Cycle Opportunities 
Dan Roberts, Executive Managing Director, Head of the Global Fixed 
Income Group and Steve Cianci, Senior Managing Director

 
Cohen & Steers - The Case for Diversified Real Assets 
Vince Childers, Senior Vice President, Portfolio Manager

 
CAMRADATA - Investment Research Reports 
Amy Richardson, Director, Client Relations

 
Conclusion and Lunch
  
Finish

Our industry is rapidly advancing with technology and regulation being key drivers in this evolution.
Hence the challenge of building genuinely diversified portfolios that deliver growth and income efficiently and 
on an attractive risk-adjusted basis is like finding the Holy Grail.

The silver lining, as we shall hear at today’s CAMRADATA Conference, is that attractive opportunities do exist in the 
traditional and alternative space and that our ability to better understand behavioural finance could lead to a more acute 
awareness of market trends.



Ian Mason 
Director and Portfolio Manager of AEW UK Real Return Fund

Ian Mason can rightly be called a veteran of the property fund 
management industry, having started at Mercury Asset Management 
in 1985, he joined their direct property team. It was here he began his 

drive to understand the needs of investors and to find ways to use property to meet their 
objectives. After a series of mergers, some 20 years later it emerged as Blackrock and 
he left, having seen their UK property fund grow from £35m to over £2.5bn, to take over 
running the Schroders Property Unit Trust in 2008. The global financial crisis was now in 
full swing and the fund performance was suffering. 

Having repositioned the portfolio to get income to be the key driver of returns, and 
the fund had delivered five years’ outperformance, it was time to move onto the next 
challenge. Having noticed that the needs of his UK client base were undergoing 
fundamental change; DB schemes were closing, liabilities were being sold to annuity 
linked insurance providers, in other sectors relative return benchmarks were being 
replaced with cash plus or inflation plus objectives and investors were selling core growth 
style strategies and investing in cash flow, Mason joined AEW UK to launch the AEW UK 
Real Return Fund. 

He is a past Chairman of AREF (Association of Real Estate Funds) and Chair of the 
Regulation Committee. He is a passionate advocate of listed and unlisted funds.    

 

Stacey Nutt, PhD
Principal, Lead Portfolio Manager, CEO and CIO
 
Stacey R. Nutt, PhD - Principal, Lead Portfolio Manager, CEO and CIO 
Stacey Nutt is a founder, owner, and board member of ClariVest Asset 

Management LLC.  As CIO, Dr. Nutt oversees the firm’s investment strategy and its 
application to all of the firm’s products.  

As CEO, he guides the firm’s business activities.  Prior to forming ClariVest in March 2006, 
Dr. Nutt led Nicholas-Applegate Capital Management’s Systematic investment team, 
which managed over $5 billion in assets.  In addition, he was the Portfolio Manager for 
Systematic U.S. Small-Cap strategies and Co-Manager for the Systematic Small/Mid 
(smid) strategy.  Dr. Nutt was Research Director at Vestek Systems, an innovator in both 
stock selection and risk management tools, before joining Nicholas-Applegate.  Earlier, he 
served as an Assistant Professor of accounting at Virginia Polytechnic Institute.  

As an academic, Dr. Nutt performed research in the area of Behavioral Finance, focusing 
on bias within both the creation and interpretation of Financial Statement information.  
This work was published in top academic journals in Accounting and Finance.  Dr. Nutt 
received his PhD and MBA from Georgia Institute of Technology and his Bachelor of 
Science degree from Oral Roberts University.  He began his investment career in 1993.

Speaker

Bios
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Vince Childers
Senior Vice President, Portfolio Manager 

Vince Childers, CFA, Senior Vice President, is a portfolio manager for 
Cohen & Steers’ real assets strategy. He has 18 years of investment 
experience. Prior to joining the firm in 2013, Mr. Childers was a portfolio 

manager for real asset strategies at AllianceBernstein, where he co-managed a research 
team overseeing $2.3 billion in assets. 

Previously, Mr. Childers was an associate in the financial advisory services department of 
Houlihan Lokey. Mr. Childers has an MBA from Carnegie Mellon University and a BS from 
Vanderbilt University. He is based in New York. 

Dan Roberts
Executive Managing Director, Head of the Global Fixed Income Group

Dan C. Roberts is an Executive Managing Director, Head of the Global 
Fixed Income Group and its Chief Investment Officer. His responsibilities 

include spearheading macro-economic research, managing portfolios and chairing GFI’s 
Investment Policy Committee (IPC). Directing the IPC is Dan’s most important investment 
responsibility as this Committee is the foundation of the GFI team-based approach to 
managing portfolios. It sets all portfolio strategy within the context of the team’s macro 
view and monitors compliance with its decisions. No significant positions are taken in any 
portfolio without the approval of the IPC. The IPC’s voting members are GFI’s three most 
senior investment professionals, who have worked together for nearly two decades.

Dan joined MacKay Shields in 2004 when the firm acquired the fixed income business 
of Pareto Partners, where he had served as Chief Investment Officer. Dan first began 
assembling his team in 1989, when he was appointed head of fixed income at UBS Asset 
Management. In 1997 the team joined Forstmann-Leff International and was subsequently 
purchased by Pareto Partners in 2000. Prior to UBS, Dan worked at Chase Manhattan 
Bank, initially as a Financial Economist before being named head of Global Interest Rate 
and Currency Swaps Trading. 

Before joining the private sector, Dan served at The White House with the President’s 
Council of Economic Advisors from 1981 to 1983, was the Chief of Staff of the U.S. 
Congress’ Joint Economic Committee from 1984 to 1985 and was an economist at the 
U.S. Securities and Exchange Commission from 1977 to 1978. 

Dan holds a BBA and a PhD from University of Iowa. He has been working in the 
investment industry since 1977.
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Bios

Stephen Cianci 
Senior Managing Director
 
Steve Cianci, CFA, is a Senior Managing Director and Senior Portfolio 
Manager for the Global Fixed Income Team, joining MacKay Shields 

on January 2, 2018. Steve’s focus is on multi-sector and core strategies. Prior to joining 
MacKay Shields, Steve was with Aberdeen for 7 years where his responsibilities included 
Head of US Core Plus and Opportunistic fixed income on the North American Fixed 
Income team. Before joining with Aberdeen, Steve worked as Co-Head of Core and Core 
Plus fixed income strategies, lead portfolio manager for Short Duration products and the 
Head of Structured Products at Logan Circle Partners.

Previously, Steve held similar roles as a Senior Vice President and Senior Portfolio 
Manager at Delaware Investments. He is an adjunct professor of finance and a member of 
the Business Advisory Council at Widener University. 

Steve graduated with a MBA and BA from Widener University and is a CFA charterholder. 
He has been working in the investment industry since 1992.

 

Natalia Mu 
Client Portfolio Manager

Natalia Mu is the Client Portfolio Manager at Mirae Asset Global 
Investments (HK), providing a link between the investment team and the 

sales team. A key part of her role is to deliver Mirae Asset’s product strategies externally 
aimed at expanding the firm’s global coverage.

Natalia first joined Mirae Asset’s Product & Marketing team in 2015 where she took 
a pivotal role in liaising with the sales and investment teams and compiled marketing 
materials. Prior to joining Mirae Asset, she worked in the Asia Marketing team at Morgan 
Stanley Investment Management in Hong Kong. She started her career with the National 
Australia Bank (NAB) where she joined the MLC (wealth management) graduate program 
and  upon completion, she joined NAB Asset Management’s Product team as a Senior 
Analyst. 

Natalia holds a combined Bachelor of Commerce & Bachelor of Economics degree from 
The University of New South Wales. She also participated in an exchange programme 
where she spent a year studying at the University of Hong Kong. She speaks English and 
Mandarin.
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At a time when interest rates are starting to rise but the hunt for yield goes on, 
pension funds seeking cash flow matching strategies could do a lot worse than 
consider real estate income, says Ian Mason, a veteran of the property fund 
management industry. 

This may seem surprising to many who traditionally regard property as a total return asset 
sitting in the growth allocation of a pension portfolio alongside equities, but with 32 years’ 
experience at Mercury Asset Management/Blackrock and Schroders, Mason noticed that 
the needs of UK pension funds were undergoing fundamental change and he joined AEW 
UK to launch their Real Return Fund.

The property fund market has responded well to the changing needs of institutional 
investors, developing different matching strategies. These include long leases, real estate 
debt and ground lease funds. However, as these have found the greatest support in the 
actuarially-driven world of closed defined benefit schemes, they are shaped more as 
bond-proxies rather than strategies aimed at delivering a real total return and preserving 
capital, as well as providing a high level of income. Hence the conviction that there was a 
need for something different.  

Chart 1. The property sector has responded well to the needs of investors and 
developed a range of new strategies; although these are mainly used as bond 
proxies:

 
 
The new AEW strategy focuses on the fact that whether saving for a pension via a 
corporate defined benefit (DB) scheme, a defined contribution (DC) scheme or a private 
pension such as a SIPP, most lifetime savers’ underlying liabilities are linked to inflation. 
Real assets are therefore an excellent match for the cash flows which investors require. 
The issue for traditional core “growth” strategies is that they tend to focus on relative peer 
group total returns that produce cyclical volatility that is increasingly seen as unacceptable 
risk in cash flow matching strategies.

   

The issue for 
traditional core 
“growth” strategies 
is that they tend to 
focus on relative 
peer group total 
returns that produce 
cyclical volatility that 
is increasingly seen 
an unacceptable 
risk in cash flow 
matching strategies

Investing For Income:  
The changing role of real estate in cashflow matching strategies

EXPECTED  
RETURN

EXPECTED RISK

MATCHING 
(BOND PROXIES)

GROWTH
(TOTAL RETURN FOCUSED

STRATEGIES)

Opportunistic

Value add

Core funds
• Listed core REITS*
• Retail core funds*
• Institutional core funds*

AEW UK Real ReturnFund
• Open-ended
• Alternative real estate
• Net 4% total real return target
• Gross long term income 5% p.a.

Long lease funds

Real estate debt funds  

Ground lease funds

Income ‘strips’

7

Source: AEW * All typically seeking to outperform the MSCI peer group total return benchmark

PERCEIVED RISK

EXPECTED  
RETURN
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Chart 2. The volatility of property’s total return disguises the fact that stable 
income has driven 70-80% of property’s performance:	

 
 
 
 
 
 
As a real asset however, property has delivered annualised returns of over 5% pa above 
inflation since 1980. In fact, nominal income returns alone have been more than 6% pa 
over the same period - ideal for cash flow matching and for inflation-linked liabilities. 

So what seemed to make sense to the team at AEW was that if 70-80% of property’s 
performance came from stable, sustainable income, then the Fund should have a core 
property strategy that simply focused on cash flow and income growth and avoided the 
traditional risks like development and leverage. After all, property is a very simple asset 
class; if you focus on property fundamentals and buy good quality buildings in areas of 
strong occupier demand, then if the market rent goes up, the value goes up. So unless 
you have paid a premium for the bond-proxy duration of a long lease, you get the capital 
growth for free.

Why is this relevant now? Well, in the current economic environment  the new dynamic 
which has  come into the equation is the prospect of rising interest rates as monetary 
tightening in the USA is starting to influence policies in Europe.The prospect of higher 
inflation driven by growth (rather than rising costs) in the US and UK should not be seen as 
a threat. Indeed increasing rates are normal at this stage of the cycle and certainly healthy, 
especially after such a prolonged period of accommodative policy and we anticipate this 
should not heavily impact the macro environment that should remain very supportive of 
the prospects for UK growth.

However, it is natural to expect that bonds should suffer from the rising rate environment, 
especially those delivering a fixed coupon and those with a long duration where expected 
cash flows will be discounted using higher rates. And the same should be expected of 
property strategies which are used as bond proxies. This means that there is a lot of 
capital at risk from rising bond yields even on long lease strategies despite the fact that 
they offer a relative yield advantage. That might be acceptable in the world of actuarial 
valuations that assume liabilities also fall alongside valuations, but not if you are a scheme 
sponsor trying to plug a deficit and few schemes have the luxury of a surplus that allows 
capital to be eroded whilst driving cash flow off a shrinking asset base. 
 
 

 

Property is a very 
simple asset class; if 
you focus on property 
fundamentals and 
buy good quality 
buildings in areas 
of strong occupier 
demand, then if the 
market rent goes up, 
the value goes up

Income Return Capital Growth Total Return RPI
Source: MSCI
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As usual, the main questions with rates tightening should remain about the pace 
and speed of rate hikes and on how central bankers manage market expectations to 
avoid generating “surprises”. We believe that the current rates’ normalisation path will 
continue although this does not mean the end of growth; but the recent adjustments 
have signaled the end to the “bonds bubble”. There are, however, ways for fixed income 
investors to take advantage of this environment as economies rotate into a growth 
phase. 

One of these is real estate income but it requires a strategy where returns are driven not 
by total returns but by the cash flow available from good quality property and real income 
growth from occupier demand. 

The AEW UK Real Return Fund was launched 2 years ago and as at 31st December 
2017 was distributing a 5.3% yield from a portfolio of 35 properties, with a weighted 
average lease length of over 17 years and 77% of income linked to inflation.The strategy 
offers clear alignment between the Fund  and the needs of investors, as well as a foot 
inside both equity and bond camps: a real asset growth strategy with relatively high 
levels of sustainable income as the hunt for yield continues.

9

The strategy offers clear 
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Written by 
 

Ian Mason,
Director and Portfolio Manager 

of AEW UK Real Return Fund



Fluent in real estate
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11Actions & Reactions:
A behavioural finance approach

There is not an 
inherent reason why 
some individual, 
or small group of 
individuals, should 
be expected to 
regularly have 
access to unique 
information across 
many independent 
investment decisions

Distinctive Investment approach

At ClariVest, our investment approach is distinctive in that it represents a 
blend of tools and ideas centered on successfully implementing a single core 
investment philosophy. Most managers evaluate investment opportunities 
through one of a number of broadly recognised perspectives, often referred 
to as their style (value, growth, quant, etc.). Our perspective has never been 
defined by one of these lenses.  
 
Rather, our perspective can best be defined as behavioural. It focuses on identifying 
optimal entry and exit points within companies’ fundamental cycles as investors are faced 
with changing fundamentals, yet heuristically anchor expectations to historical or cross-
sectional stereotypes or norms. Not only does it allow us to identify behaviourally based 
alpha opportunities, it also frees us to incorporate dimensions from across the various 
styles within our approach.

Skill v Luck

A basic tenet of efficient market theory is that publicly available information that is useful 
for forecasting a company’s future prospects is reflected in price. Most active managers 
try to capitalise on situations in which they believe one of two things is missing from this. 
Specifically, they have unique information about the future and/or unique insight into how 
information should be interpreted with regard to that future.  It is difficult to argue with 
the possibility that such skill exists across a broad universe of educated, incentivised risk 
takers.  Successful implementation of this approach, however, varies widely and at times 
can appear frustratingly random.

It appears random because it is.  There is not an inherent reason why some individual, 
or small group of individuals, should be expected to regularly have access to unique 
information across many independent investment decisions. Nor should we expect such 
a group to consistently demonstrate unique insight on a broad enough group of stocks 
through time so as to make the approach robust.  The information and insights are 
almost always unique to the stock specific situation — we should not be surprised if the 
advantage is not dependably robust. We should be surprised if it is.

Focus on investor behaviour 

Investor behaviour provides an alternate approach. We believe behaviour is the medium 
through which an overwhelming amount of information must flow as it is impounded 
into price. And human behaviour is dependably inefficient. We do not mean to imply that 
behaviour is perfectly predictable — human beings are far from it.  However, across many 
fallible investors, tendencies are common enough that we can capitalise on them — timing 
our entry and exits from fundamental cycles using behaviourally based investing cues.

Characteristics of ClariVest’s behavioural approach 

Across capital markets we can count on the fact that everything changes as fundamentals 
cycle through time. We can also count on investors reacting inefficiently to this change.  
There are multiple reasons for this, both incentive based and behavioural.  Suffice it to say 
— conservatism is the default reaction to a forecasting crisis in which fundamental change 
has rudely disrupted heuristically based forecasting rules.  This creates an opportunity to 
initiate investments in a diversified portfolio that exhibits three primary characteristics:

1.	 Strong recent fundamentals.

2.	 That are inconsistent with some heuristically based expectation (e.g. 
historical or cross-sectional),

3.	 Resulting in a discounted multiple relative to what might typically be 
expected given the fundamental strength.

11
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We integrate 
quantitative 
tools throughout 
our investment 
process in order to 
continually nudge 
our qualitative 
decision making 
towards objectivity 
and away from our 
own behavioural 
biases

1212

Summary of the ClariVest Process Steps – we buy, we sell, we integrate

We buy a diversified basket of conservativism events, in which market participants 
appear to heuristically anchor to history or cross sectional stereotypes or norms as they 
underreact to recent fundamental strength. Some significant percentage of our ideas 
will fail, and must be divested. A significant percentage will grow into long-term trends, 
surprising the market and forcing expectations to re-rate, often over an extended period. 

Conservatism “Event”

 
We sell stubborn optimism, when we see analysts anchor to optimistic views in the face 
of decelerating fundamentals. Our discipline objectively focuses on current attractiveness, 
irrespective of an idea’s history within the portfolio.

Stubborn Optimism “Event”

 
We integrate quantitative tools throughout our investment process in order to continually 
nudge our qualitative decision making towards objectivity and away from our own 
behavioural biases.

The goal of this overview was to highlight the key forces behind the distinctive nature 
of the ClariVest approach. We do not argue that ours is the only, or even the very best, 
course that a team might take in capturing behavioural alpha. However, we believe it to 
be a sound approach – and one that has been tested and proven robust across a broad 
array of markets. 

DISCLAIMER: ClariVest Asset Management LLC (the “Firm”) does not guarantee any minimum level of investment performance or the success of any investment strategy. It should not be assumed that future results of any product will be profitable 
or similar to past performance. As with any investment, there is a potential for profit as well as the possibility of loss. There are risks associated with investing in a product of this type, and returns may vary over time as a result of changing market 
conditions, economic instability, investment decisions and the composition of the portfolio. The security information is provided for informational purposes only and are in no way intended to be a recommendation for the purchase and sale of 
any security. The Firm, its affiliates or their respective employees may have a position in the securities listed. The information herein is for informational purposes only and is not a distribution, offer to sell or solicitation of an offer to buy securities. 
The information herein shall not constitute investment, tax, legal or other advice. Investors should consider their investment objectives before investing and may wish to consult other advisors. The Firm has used third party information in the 
preparation of this information. That third party information was obtained from sources that the Firm believes are reliable. However, the Firm does not guarantee the accuracy, adequacy or completeness of the information. The information set forth 
herein may include forward-looking statements on the ClariVest’s expectations and projections about future events. Statements that depend upon or refer to future events or conditions, that are predictive or that include words such as “believes”, 
“thinks”, “expects”, “anticipates” and similar words are forward-looking statements. These forward-looking statements involve many factors, including known and unknown risks and uncertainties, which may cause the ClariVest’s future results and 
performance to be significantly different from those which may be expressed or implied by such statements. Examples of these uncertainties include: (1) economic and business conditions; (2) changes in governmental regulations or the failure to 
comply with existing regulation; (3) changes in market trends; (4) currency fluctuations; and (5) our ability to attract and retain qualified personnel. ClariVest believes that these forward-looking statements are based upon reasonable assumptions, 
but can give no assurance ClariVest will achieve its goals. Given these risks and uncertainties, potential investors should not unduly rely on these forward-looking statements. ClariVest assumes no obligation to update or revise any statements 
contained herein, or explain why actual results differ. ClariVest Asset Management LLC is a registered investment adviser under the Investment Advisers Act of 1940 with the U.S. Securities and Exchange Commission. Founded in 2006, the Firm 
manages domestic and international equity portfolios primarily for institutional clients. A list of composite descriptions and policies for valuing portfolios, calculating performance, and preparing compliant presentations are available upon request. 
For more complete information about any of the products available from ClariVest, including management fees and other charges and expenses, or to receive a presentation that complies with the GIPS standards, please call 858-480-2440.  
Eagle Asset Management (“Eagle”) purchased 45 percent of ClariVest Asset Management LLC (“ClariVest”) in 2012, creating a strategic relationship and providing additional distribution opportunities for ClariVest products. Eagle entered into a 
Sales, Marketing and Client Services Agreement with ClariVest. In 2016, that agreement was assigned to Carillon Tower Advisers (“CTA”), an affiliate of Eagle. Pursuant to the agreement, ClariVest, an affiliate of CTA, has retained CTA to act as 
a solicitor on ClariVest’s behalf, whereby CTA introduces prospective investment advisory clients to ClariVest. ClariVest pays CTA a percentage of the investment management fee ClariVest receives from certain investment clients who engage 
ClariVest during the term of the agreement. In additional, Eagle has entered into a service agreement with ClariVest for sharing certain personnel and expenses.This marketing communication and any investment to which this document relates is 
intended for the sole use of the persons to whom it is addressed, being persons who are Eligible Counterparties or Professional Clients as described in the UK’s Financial Conduct Authority rules or persons described in Articles 19(5) (Investment 
professionals) or 49(2) (High net worth companies, unincorporated associations, etc.) of The Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or any other person to whom this promotion may lawfully be 
directed. It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons and may not be relied upon by such persons and is therefore not intended for private individuals or those who would be classified as 
Retail Clients. Any views and commentary are the views of the author and are not objective or independent and therefore does not constitute Investment Research. The views are not a personal recommendation and have not been assessed as to 
whether or not they would be suitable for any particular investor. Any prices or quotations in this communication are indicative only and are subject to change without notice and may not be used or relied upon for any purpose. Certain economic 
and market information contained herein has been obtained from published sources prepared by other parties, which in certain cases has not been updated through the date of the distribution of this letter. While such sources are believed to 
be reliable for the purposes used herein, ClariVest does not assume any responsibility for the accuracy or completeness of such information. Further, no third party has assumed responsibility for independently verifying the information contained 
herein and accordingly no such persons make any representations with respect to the accuracy, completeness or reasonableness of the information provided herein. Unless otherwise indicated, market analysis and conclusions are based upon 
opinions or assumptions that ClariVest considers to be reasonable.

Written by

Stacey Nutt, PhD, 
Principal, Lead Portfolio 
Manager, CEO and CIO
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At ClariVest, our investment approach represents a blend of tools and ideas 

centered on successfully implementing a single core investment philosophy. Our 

universally applied investment strategy is behaviourally based and focuses 

on capturing the return potential created as investors react inefficiently to 

significant shifts in a company’s fundamental growth cycle. Portfolio managers 

work as a cohesive team to manage strategies across geographies and the 

market-cap spectrum. 

Learn more at clarivest.com



By focusing only 
on real estate and/
or infrastructure, 
investors stand 
to miss out on 
the particular 
complementary 
attributes of 
natural resources 
and the broader 
commodities 
complex

The traditional asset class mix has become increasingly correlated, leading 
many investors to focus on alternatives to diversify beyond traditional equities 
and fixed income. And among the wide range of alternatives available, real 
assets have gained outsized attention thanks to their historic success in 
delivering meaningful diversification without pulling down portfolio returns.  

However, there is a common misconception that private, illiquid investments are the only 
‘real’ way to allocate to real assets. This often leaves smaller investors under allocated, 
due to the challenges of implementing private market strategies. Even larger investors 
often struggle to implement a well-diversified real assets program and are missing out on 
some of the most compelling characteristics of the asset class. 

Why listed real assets? 

Investments in private real assets typically require significant upfront capital and a 
commitment to keep money tied up for an extended and often indefinite period. For many 
investors, a more convenient way to access real assets is through publicly traded (listed) 
markets. This provides similar exposure to direct investments, but with the added benefits 
of liquidity and daily pricing. 

As listed investments offer underlying liquidity, they are a natural match to liquid, daily 
traded vehicles. This avoids the pitfalls seen in the open-end property fund market, where 
we have seen many examples of popular funds being ‘gated’ in times of market stress to 
prevent forced selling.

The benefits of listed real assets go beyond liquidity though. Public markets offer investors 
access to a global opportunity set and the ability to readily diversify across different 
subcategories of real assets, with full transparency into underlying assets and typically 
lower fees than in private real assets.  

Benefits of blending real assets

Despite the wide range of real asset exposures available, investors have tended to 
focus on just one or two categories of real assets – most commonly, real estate and 
infrastructure – but this approach has its drawbacks. 

First, individual categories of real assets can be volatile on their own, but blending together 
multiple types of real assets can significantly smooth out that volatility thanks to their 
inherently different underlying return drivers. Second, by focusing only on real estate and/
or infrastructure, investors stand to miss out on the particular complementary attributes of 
natural resources and the broader commodities complex.

Only by treating real assets as an asset class and establishing a diversified exposure to 
all four core categories of real assets—namely global real estate, commodities, natural 
resource equities and global infrastructure—do investors stand to benefit from the full 
potential that this asset class has to offer.

Cohen & Steers’ analysis of nearly a half century of data shows that an 
equal-weighted blend of the four core real assets exhibited three valuable 
characteristics:

1. Diversification: The distinct performance drivers of a portfolio of blended real assets 
have historically resulted in diversifying correlations with stocks and bonds, especially 
during periods of joint stock-bond underperformance. In the past, simultaneous 
underperformance by stocks and bonds has happened relatively often.

Going back to 1973, representing the longest period of common available data, such 
periods have occurred in 21% of rolling one-year periods. Real assets have proved 
resilient in such times, providing critical portfolio diversification just when investors typically 
need it most.

Listed real assets: 
Can combat today’s investment challenges
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2. Inflation sensitivity: A common characteristic among real assets is their positive 
sensitivity to inflation surprises, which is valuable in helping to protect a portfolio’s future 
purchasing power. Our analysis shows that a blend of real assets has delivered particularly 
strong returns precisely during the periods when inflation exceeds expectations.

From 1973 to 2017, a diversified real assets blend would have outperformed its long-term 
average by 2.8% for every 1% inflation exceeded its prior-year estimate, according to our 
analysis. This is a strong indicator that real assets can serve as an effective inflation hedge.

3. Return potential: since 1973, an equal blend of real assets has generated superior 
annualised returns relative to global equities, but with far less volatility, reflecting low 
intercorrelations within the sub-categories of real assets. This suggests that real assets 
can potentially improve risk-adjusted portfolio returns without sacrificing growth potential.

While each real asset category has unique fundamental merit, historically, no one type of 
real asset has excelled equally across all three criteria of diversification, inflation protection 
and returns. This absence of a “silver bullet” solution suggests that a diversified portfolio 
of real assets may help investors better navigate the tradeoffs of individual categories and 
provide an optimal approach to a real assets allocation.

It is therefore not surprising to us that investors of all types are beginning to allocate 
to diversified real assets and often using listed markets to do so on account of their 
depth and the ease with which investments can be implemented. In the United States 
in particular, we are seeing institutional investors use listed real assets to complement 
their private investment portfolios, and in defined-contribution plans we are seeing the 
emergence of diversified real assets options together with the integration of real assets 
sleeves into target-date funds.

Amid growing uncertainty about the future for global equity and fixed income markets, 
together with mounting inflation concerns, we expect these developments to continue 
apace and cross over to this side of the Atlantic in 2018. 
 
 
 
 
 
 
 
 

 

These materials are provided for informational purposes only and reflect the views of Cohen & Steers, Inc. and sources believed by us to be reliable as of the 
date hereof. No representation or warranty is made concerning the accuracy of any data compiled herein, and there can be no guarantee that any forecast 
or opinion in these materials will be realized. This is not investment advice and may not be construed as sales or marketing material for any financial product 
or service sponsored or provided by Cohen & Steers, Inc. or any of its affiliates or agents. 
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With the current US expansion standing at 104 months and the US 
economy supported by tax cuts, an ongoing program of deregulation, 
declining unemployment and unemployment claims, moderate inflation and 
accommodative global monetary policies, one could suspect things might be 
different this time and the traditional business cycle has been bypassed. While 
we don’t believe that the business cycle has been bypassed, neither do we 
believe we face an imminent economic downturn.  
 
Risks are increasing but so are opportunities. To unlock these opportunities we 
believe there needs to be an even greater focus on avoiding uncompensated 
risk when engaging in portfolio construction and asset allocation. 

The United States was the first to emerge from the financial crisis and, subsequently, 
has experienced the longest expansion among the major industrialized economies. As a 
consequence of this long expansion, the US economy is showing signs that are usually 
observed toward the latter stages of a normal economic cycle. Following the extended 
period of unprecedented central bank stimulus in the form of QE, in the U.S. and abroad, 
the Federal Reserve began to slowly raise the Fed Funds target rate in December of 
2015. While central bank rate actions remain the most reliable indicator of an approaching 
peak in an economic cycle, preceding nearly every US recession since 1955, the market 
has been signaling the same view. 

The spread between short and long US government bond yields peaked in early days of 
recovery from the financial crisis and, with a retrenchment during the 2013 taper tantrum 
that spread has consistently declined. We’ve seen this phenomenon repeated in the 
United Kingdom. In addition, wage inflation has begun to moderately increase but is at 
risk of accelerating significantly as demographic trends begin to reverse, protectionist 
trade policy impacts demand for and prices of US goods and the unemployment rate 
continues to drop below NAIRU*.

Credit spreads, too, point to the maturity of the current expansion. High yield risk, as 
measured by Option Adjusted Spreads, peaked at over 2100 basis points at the end 
of 2008, widening again in 2011 during the Euro crisis and in 2015 during the energy 
meltdown. Currently high yield spreads stand at about 360 basis points which is 
significantly less than their historical average. Investment grade spreads have followed the 
same path. The spread on the US investment grade bond index is currently around 110 
basis points, well inside its historical average of about 150 basis points. Lower quality 
investment grade bonds have performed similarly with that index trading at around 130 
again well inside its historical average of about 200 basis points.

All of the foregoing indicators notwithstanding, we do not see an imminent downturn 
in the short run. Our approach is to focus on investment themes that reflect both the 
maturity of and outlook for the economic cycle as well as the opportunities in sectors and 
securities. As always, our process focuses on identifying and avoiding uncompensated 
risk that exist in the markets and in individual securities. The key risks we see include 
technological disruption across a range of industries from energy to retail together with 
idiosyncratic risks. In addition, the extended period of low interest rates together with the 
dramatic change in market structure toward credit have, collectively, made duration a 
more meaningful risk today. 

The duration of the Bloomberg Barclays Universal index has increased nearly one and 
one-half years. At the same time, US Treasury weighting in the Universal index has 
increased from 19% in 2007 to 31% today, while credit components (High yield & 
Investment grade corporates, Emerging Markets and Sovereigns) have grown by 10%. 

Portfolio construction can mitigate and manage these risks while identifying pockets of 
value. Diligent security selection and asset allocation can then exploit these pockets of 
value in a market that has seen spreads tighten in concert across all asset classes and 
risk spectrums.  

* Non-Accelerating Inflation Rate of Unemployment
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Specific ideas we like include:  floating rate bank loans which offer the combined benefit 
in the front end of the yield curve of reduced sensitivity to rising rates with still attractively 
priced credit, cross-over preferreds, bank and finance debt and selective investment 
grade emerging market credit in the intermediate maturity area.

Today investors are faced with increasing market risks from an aggressive protectionist 
agenda, less accommodative central bank policy posturing and a number of geopolitical 
tensions. We have seen the markets respond to this increasing risk with more price 
volatility and credit spread widening. But with an increase in risk comes opportunity. 
Avoiding uncompensated risk in portfolio construction and security selection are of 
paramount importance in today’s environment as we grow closer to a turn in the 
economic cycle.

* Non-Accelerating Inflation Rate of Unemployment

Unless otherwise stated all information provided is as of 3/23/2018.  All references to the 
current market are made as of this date.
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The Multi-Decade Asian Consumer
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‘emerging’ phase

What are the opportunities and the structural potential that you assign to Asia’s 
consumer markets?  

We believe that the rise of the Asian consumer is the most important 
opportunity in Asia and represents a multi-decade story that is still in its early 
stages. The main factors encouraging the long term consumption trend in Asia 
are demographics, wage growth and government policy.  
 
China is a key growth driver in the region and the government’s priority is 
transitioning the economy to one that is more conusmption led, a process 
which has already begun.  
 
Over the past few years, technology advancements have been a game changer and 
they have brought about a big shift in consumption patterns. Take e-commerce for 
example, China has quickly become the world’s largest e-commerce market with more 
than US$750 billion in sales in 2016.  We believe that online retail will continue to grow 
rapidly in the coming years, driven by greater penetration in lower tier cities/rural areas and 
growth in categories such as fast-moving consumer goods (FMCG).

Besides leading online businesses in internet, e-commerce and online gaming, 
other themes that we are currently seeking to capture include growing demand for 
financial products and healthcare, tourism, education, gaming, consumers’ upgrading 
(‘premiumization’) and the emergence of local brands throughout emerging Asian markets.

What are the unique characteristics of Asian consumers? Do you see shifts in 
attitudes and consumption patterns?

Although Asian consumers are considered as a ‘new’ or ‘emerging’ class of consumers, 
it is important to note that new technology trends such as mobile usage and social media 
have meant that Asian consumption  patterns are different to those of European or US 
consumers in their ‘emerging’ phase. This is particularly true for the younger generation, 
as they have grown up in a connected world and are receptive to Western ideas and 
lifestyle. 

As an example, a few years ago Asian consumers liked to buy luxury brand goods 
such as designer bags, watches, jewelry, etc., but nowadays they aspire to seek more 
experiences and focus more on leisure and wellbeing.
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Middle Class Consumer Spending

Asia Pacific
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Mirae Asset (February 2017)

Middle Class Consumer Spending: 2009 to 2030 China Online Penetration of Goods 
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We also see a shift in attitudes evident in the way that Asian consumers, especially in 
China, perceive local brands – e.g. in categories such as home appliances and food & 
beverage, local brands are becoming more popular and not viewed as being inferior in 
quality.

 
 
Lastly, it is important to understand that consumption patterns for each of the countries 
in the region are quite unique due to the differences in consumer behavior, economic 
environment and government regulations. This means that the consumption related 
trends are country-specific and as such, taking a broad and bottom-up driven investment 
approach is more appropriate in order to better capture those opportunities.
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How do you differentiate your style and approach toward investing relative to 
the peer group in the same category?

Unlike other pure-play consumptions strategies, the Fund does not focus solely on 
the consumer sector but on a broad range of sectors that will benefit from increased 
consumption. The portfolio also accesses companies in sectors such as technology, 
healthcare and financials. The investment process is benchmark-agnostic and sector/
country allocation of the portfolio is purely an end-result of bottom-up stock picking. 
The portfolio manager aims to construct a concentrated, high conviction portfolio of 30 
to 40 stocks of the best quality names which stand to benefit the most from the Asian 
consumption theme.

The Asian consumer opportunity is wide ranging and the best way to capture and benefit 
from this theme involves identifying the nascent developments early. We believe that 
in order to do this well, a local presence is important. Our investment teams are based 
across multiple cities in Asia – from Seoul to Taipei, Mumbai, Shanghai, and Hong Kong – 
and the teams often travel across the region to conduct research, which entails company 
meetings and extensive channel checks. Altogether, these visits essentially allow the 
investment professionals to get a good sense of what is happening on the ground.

How do you view the Chinese technology sector?  Do you think there is further 
upside?

Indeed the Chinese internet/e-commerce stocks rallied strongly in 2017. However we 
believe the growth outlook for the Chinese internet/e-commerce companies, such as 
Tencent and Alibaba remains strong and healthy from a long-term perspective. We expect 
earnings growth/upgrades will continue to be the main return driver.

Tencent and Alibaba have been diversifying their earnings sources for the last several 
years through market consolidation in China. For Tencent, though it leads in online 
gaming and social media, advertising monetization is still relatively low with less than 1% 
advertising load on WeChat Moments.  WeChat Pay will also be a new revenue driver on 
the back of the rapid mobile payment growth combined with Tencent’s huge user base 
(close to one billion active users). Alibaba’s core commerce business continues to be 
strong, evidenced by the Singles Day alone generating USD 25 billion in sales (GMV) this 
year and active buyers are increasing, reaching over 480 million.  Cloud and payments 
businesses will also be key future levers of growth.

What are the risks for upcoming six to twelve months that may occur to the 
fund / Asia consumer market?

Currently our overall outlook is fairly positive as fundamentals continue to show signs 
of further strengthening. Underlying demand in major markets, such as China and 
India, appear resilient and provided a supportive external environment, we should see 
growth recovery continue. The main risks would be related to a meaningful deterioration 
in the current global macro environment such as excessive government/central bank 
tightening and global geopolitical risks. Given this, we expect 2018 will be a more volatile 
year; however, we believe the impact on company earnings should be limited for the 
consumption theme.
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