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AEW UK  HIGHLIGHTS 

 Strong pipeline of assets – the 

team reviewed more than 

1,500 introductions over the 

last 12 months totalling more 

than £17bn 

 Large diversified pool of real 

return assets - £740m reviewed 

over the last 12 months 

 The team acquired more than 

33 assets during 2017 

 Natixis awarded most 

innovative insurance product 

provider 2017 for a structured  

cash flow strategy using    AEW 

UK Real Return Fund 

 

WHY AEW UK?  

 AEW UK - delivering innovative solutions for Pension Funds for more than 20 years  

 Stable UK management team – 20 years working together, 50% equity owners* 

 Ian Mason, Portfolio Manager - 32 years’ experience in growing sustainable income 
streams from alternative real estate  

 Team launched the first ever UK Commercial Ground Lease Fund in 2006  

 The Fund offers genuine financial alignment with your interests – Portfolio Manager 
together with key individuals invest personally via SIPPS into the Real Return Fund 

 

Pulsant House 
Reading  

 
*AEW Management Team comprises Richard Tanner, Rachel McIsaac, Nick Winsley and Dana Eisner 
 
  
 

TRAVELODGE 
WEST BROMWICH 

TENPIN 
COVENTRY 

AEW UK TEAM HAVE SERVED PENSION FUND INVESTORS FOR MORE THAN 20 YEARS  
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Source:  
1 MSCI, AREF/IPD UK Quarterly Property Fund Index, for 12 months ending to 31 December 2017 
2 AEW calculated for 12 months ending 31 December 2017 
3 AEW calculated for 12 months ending 31 December 2017 
4 Knight Frank calculated for 12 months ending 31 December 2017 

AEW UK REAL RETURN FUND  
EXECUTIVE SUMMARY  

LAUNCHED Q1 2016  
 A strong alternative to traditional core property funds and long lease 

funds 

 Target real total return - 4% p.a. (net)  

- Total real return – 6.4% p.a. for 2017 

- Nominal total return – 9.1% p.a.1 

 Gross income target 5% p.a. 

- Currently 6.45% 

- Distribution yield – 5.3%1 

 Weighted unexpired lease length to break (WAULT) – 17.1 years4 

 Income growth linked to inflation: inflation-linked rents – 77% 3 

 Diversified portfolio – 35 properties with a focus on less cyclical and more 
demographically driven growth sectors 

 Good quality real estate fundamentals delivers sustainable income  

 Capital preservation in real terms by underpinning real estate 
fundamentals 

HARE AND HOUNDS PUB 
BRIGHTON, REAL RETURN FUND   

ASHLANDS CARE HOME 
LEICESTER, REAL RETURN FUND   

AUDI CAR SHOWROON,  
DONCASTER, REAL RETURN FUND   



FOCUSED ON THE FUTURE OF REAL ESTATE 

AEW UK REAL RETURN FUND RATIONALE AND FUND STRATEGY  
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THE GOOD OLD DAYS…… 
TRADITIONAL ALM USED PROPERTY TO SMOOTH THE RETURNS OF A BALANCED PORTFOLIO  

Risk budget/ 
appetite 

Return  
expectation 
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TRADTIONAL PROPERTY MANAGER’S RESPONSE TO INVESTORS’ NEEDS 
ALL TARGETING BENCHMARK OR ABSOLUTE TOTAL RETURNS 

Risk budget/ 
appetite 

Return  
expectation 

           

           

           

• Fully leased multi-
tenant property 

• Higher income 
component 

• Low leverage 

• Re-leasing and 
Repositioning 
Strategies 

• Development 
• Moderate leverage 
• Lower income 

component 

• Recovery capital 
• Growth capital 
• Emerging markets 
• Moderate to high 

leverage 
• Income component not 

material 

Core 

Value- 
added 

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

A STRONG ALTERNATIVE TO CORE BALANCED AND LONG LEASE FUNDS 
…A NEW LANGUAGE OF CASH FLOW MATCHING OPTIONS TO MEET INVESTORS NEEDS  

EXPECTED  
RETURN 

PERCEIVED 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 Return Fund 
• 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’ 
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HOW WE THINK ABOUT PROPERTY AS A SOURCE OF SECURE INCOME  
PREDICTABLE: REPEATABLE: SUSTAINABLE: PERPETUAL  

Purchase Price 
of  assets 
100% 

Higher 
alternative use 

Under rented  
or fully rented  

asset 

Investment  
grade tenant  

long lease  
strategy 

Indicative yield:  
4% 

Gilts plus objective 

Indicative yield:  
6-7% 

Indicative yield:  
2.5% 

Purchase Price Recoverability 

Ground rent 

AEW REAL RETURN FUND TARGET 
AREA 

 
Indicative yield:  

6-7% 

Recovery rate  
(In event of  

tenant  
default) 

Risk of  
loss 
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Source: MSCI, AEW 31 December 1981 to 31 December 2016 

TYPICAL CORE FUND IPD TOTAL RETURN BENCHMARK 
VOLATILITY UNACCEPTABLE TO INCREASING NUMBER OF INVESTORS 
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0
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Income return Yield impact Rental value growth Total return UK RPI

 5.1% p.a. total real 
return over the 
longer term 

 6.3% p.a. nominal 
income return over 
same period and  

 9.2% p.a. total 
nominal return 

 

% 
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Source: MSCI, AEW 31 December 1981 to 31 December 2016 
 

AEW UK REAL RETURN FUND  
A FOCUS ON INCOME AND INFLATION LINKED CASH FLOWS 

-30

-20

-10

0

10

20

30

Yield impact Rental value growth Total return Income return UK RPI
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HOW TO BUILD A PORTFOLIO WITH SUSTAINABLE INCOME  
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43% 

13% 

12% 

31% 

A liability matching strategy should: 

 embrace all real estate sectors 
that reflect economic themes and 
offer RPI-like attributes 

 include the many “other” sectors 
that are a significant part of the 
UK economy 

 Look to social demographic 
trends and identify attractive 
sectors  

 

Source: AEW,  Oxford Economics, MSCI  

AEW UK REAL RETURN FUND  
FOLLOWING DEMAND IN THE ECONOMY, NOT A STATIC BENCHMARK  

Accommodation & food services 
(leisure), Arts, entertainment and 
recreation (leisure), Human health 
and Social work, Education, 
Construction, Other services, 
Electricity, gas and water supply, 
Mining and quarrying, agriculture, 
forestry and fishing 
Wholesale and Retail trade 

Manufacturing  and Transport 

Real estate activities, Professional, 
scientific and technical activities, 
Financial and insurance activities, 
Information  and communication, 
Administrative and support 
activities, Public administration and 
defence 

MSCI/AREF Index 
December 2017 

UK Economy % GVA  
December 2017 

Other 
 
Retail 
 
Industrial  
 
Office  

Other 
 
Wholesale & Retail trade 
 
Manufacturing & Transport 
  
Service sector  

29% 

26% 

30% 

15% 
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INVESTING IN ACYCLICAL TRENDS 
…WITH TRADITIONAL VALUE INVESTING  

Building a portfolio based on long term high conviction 
themes: 

 Demographics 

 Transport 

 Technology 

 The Consumer 

 Urbanisation 

Underpinned by skilled stock selection: 

 Property fundamentals 

 Quality of bricks and mortar for today’s 
occupier 

 Rent affordability 

 Coface credit analysis  
Actively asset manage for long term income growth: 

 Landlord and tenant alignment 

 Use sustainability as a positive driver of 
returns  

 Strong asset management capabilities  

Retail Office

Other

 
AEW UK REAL RETURN FUND SECTOR WEIGHTINGS 
(BASED ON MSCI CATEGORISATION) AS AT 31 DECEMBER 2017 
 

AEW UK REAL RETURN SECTOR WEIGHTINGS AS AT 31 DECEMBER 2017 

29.6 

19.3 

6.2 

23.5 

6.9 

6.0 
5.2 3.3 

Leisure

Pubs/Restaurants

Supported Living

Care Home

Hotel

Convenience Retail

Car Showroom

Office
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BUILDING THE OPTIMAL PORTFOLIO   
REAL RETURN FUND’S KEY DIFFERENTIATOR  

 Blending the lower yielding strategic and higher yielding tactical to provide an aggregate yield targeting 5% p.a. gross 
over the long term 

 Blending the longer leases with shorter to achieve weighted unexpired lease length (WAULT) control that exceeds the 
Reference Benchmark 

Source: AEW * Reference Benchmark is AREF/ IPD UK PFI, All Balanced Funds Index 

 
Targets fund performance objectives in nominal terms 

 
 Shorter leases 

 
 Traditional sectors and alternatives 

 
  Value investing 

 
  Higher yielding 

 
 Properties with strong fundamentals 
 
Active asset management to add value through income creation 

 
 Incubator portfolio for regeneration of inflation correlated cash  

flows 

PROPERTY FUNDAMENTALS FOR ALL ASSETS KEY TO PRESERVING CAPITAL 

Factors such as capital value per sq ft, timing and sustainable income growth 

 
Targets fund performance objectives by inflation correlation mainly  
through: 

 
 Long leases 

 
 Alternatives 

 
 Inflation linked review mechanism 

 
 Lower yielding 

 
 Properties with strong fundamentals 

 
Key control on allocation to strategic portfolio is a requirement that  a 
minimum of 50% of total Fund income must be linked to inflation 
 

   STRATEGIC PORTFOLIO 
   TARGET WEIGHTING 60-75% 

   TACTICAL PORTFOLIO  
   TARGET WEIGHTING 25-40% 
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PROPERTY SKILLS KEY TO PROTECTING AGAINST DOWNSIDE RISK 
PROPERTY FUNDAMENTALS CAN PROTECT AGAINST RISING BOND YIELDS  

Source: AEW; Coface as at August 2016 

INVESTMENT SUMMARY 

 Prominent edge of town centre location 

 Affluent demographics/catchment 

 19 year lease to Care UK annual RPI linked reviews 
between 0% and 4% 

 Covenant strength: D&B 5A1; Coface 4/10; Senior 
Secured loan LIBOR +5% 

 Capital preservation - £6,100,000 vacant possession value 
as care home 

 £6.66m purchase price, reflecting 6.14% 

 Capital value £205psf (residential values c£400 psf) 

INVESTMENT SUMMARY 
 2.23 acres in centre of London commuter town (TFL Zone 6) 

 61% Gala Bingo and Reel Cinemas: £12.50 psf & £6 psf, 7.25 years 
unex, open market rent reviews 

 39% Pure Gym: 20 years RPI (0-4%) 5 yearly 

 Opportunities to add income from re-gear of Gala Bingo and Reel 
Cinema leases 

 Explore long term redevelopment opportunities (potential site value 
considerably in excess of purchase price) 

 £6.6m purchase price, reflecting 7.2% 

 Capital value £118 psf (residential values c£450 psf) 

LARKLAND HOUSE,ASCOT 

CARE HOME  

THE POINT,BOREHAMWOOD 

LEISURE 

   STRATEGIC PORTFOLIO 
    

   TACTICAL PORTFOLIO  
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AEW UK REAL RETURN FUND  
HOW WE CAN DO THINGS DIFFERENTLY  

INVESTMENT ATTRIBUTES 

 Current valuation (12/17) £6.9m, Net initial yield 6.64% 

 Prominent / established leisure destination with only bowling unit 
in catchment; location anchored by cinema and Tesco Metro 

 3.1 acre site; flexible 45,000 sq ft “box” with 190 car spaces 

 Suitable accommodation for alternative operators 

 Good trading history; affordable rents; specialist fit out costs are a 
significant barrier for competition 

 Income is secured to strong covenants 5A1 & 4A2 (Coface score 6) 
– Now with 85% RPI linked 

OPPORTUNITY TO ADD VALUE BY CREATING FUTURE INCOME 

 Extend Pizza Hut lease at next rent review (2017) 

 Explore opportunities to add additional food & beverage pod on 
inflation-linked lease 

 Attractive yield (target 5%p.a.) 

 Lease length 

 Inflation linked cash flow 

 Capital preservation 
 
Source: AEW 

8.15% (But Ten Pin Bowling over rented @£12 psf p.a.) 

Only 6.6 years 

Open market rent review linked to adjoining retail rents 

C.V £149 psf 

7% (Ten Pin Bowling reduced to £10 psf p.a.) 

Ten Pin Bowling now 20 years 

Ten Pin Bowling now RPI (2-4%) 5 yearly 

C.V £149 psf 

ACTIVE ASSET MANAGEMENT CREATES LONG  
INFLATION-LINKED INCOME 

 
DEAL OFFERED TO MARKET 

REAL RETURN FUND STRATEGY  
KEY DRIVERS OF RISK AND  RETURN 
 

CROSS POINT, COVENTRY 
ACQUIRED MARCH 2016 
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RPI (Oxford Economics Forecast)

No Inflation

Forecast RPI @ 6%

Target

Target + Inflation (Forecast)

Target + 6% Inflation

Figures calculated by AEW using Knight Frank valuation data as at 31 December 2017. 
 

UNDERSTANDING CONSISTENCY OF CASH FLOW AND RELATIONSHIP WITH INFLATION 
REAL RETURN FUND ANNUAL GROSS RUNNING YIELD ON NAV AS AT 31 DECEMBER 2017  

Income type % allocation of gross 
passing rent 

RPI linked income 77% 

Open market rent review 23% 

Rent review structure 

 Income with uncapped RPI 12% 

 Income with minimum collar between 
 1 - 2 % 50% 

 Other 38% 

Rent review timing 

 Income with annual RPI linked rent reviews  37% 

 Income with five yearly RPI linked rent reviews  41% 

 Income with five yearly OMRVs 22% 
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Calculations do not include rental growth on open market rent reviews 
Source: *MSCI historic annual yield on NAV as at 31 December 2017. 
          **AEW: Projected annual distribution on NAV as at 31 December 2017. These projections are subject to change and there is no guarantee that forecast returns will be achieved. 
 

THE IMPORTANCE OF PREDICTABLE DISTRIBUTION GROWTH FOR INVESTORS 
PROJECTED ANNUAL DISTRIBUTION (PENCE/UNIT) 

[VALUE]* 
5.3 pence per unit 

[VALUE]** 
5.7 pence per unit 

[VALUE]** 
5.9 pence per unit 

[VALUE]** 
6.0 pence per unit 

[VALUE]** 
6.1 pence per unit  

[VALUE]** 
6.2 pence per unit 

4.0%

4.5%

5.0%

5.5%

6.0%

6.5%

December 2017 December 2018 December 2019 December 2020 December 2021 December 2022
YEAR TO 

INFLATION BASED ON OXFORD ECONOMICS RPI FORECAST ( % OF NAV)  
 

YI
EL

D
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HOW THE CHANGING MARKET CAN IMPACT THE NEEDS OF INVESTORS 

   



Focused on the Future of Real Estate 22      

UK MARKET PROSPECTS 
LOW INTEREST RATE CYCLE LONG WAY THROUGH  

Source: MSCI to 30 September 2017 
Forecasts from December 2017 onwards, source data AEW, Natixis, CBRE 
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Spread Against All Property Yield IPD All Prop Net Initial Yield

10 Year Gilt Yield Consumer Price Inflation

 Inflation peaked? 

 GDP growth c1.5% in 
2018 but to strengthen 
towards 2020 

 Rising interest rates 

 Rising gilt yields 

 QE tightening 

 Yield gap set to decline 

 Limited scope for 
further yield 
compression at sector 
level but still value in 
selective sub-sectors 
and skilful stock 
selection  

 In meantime property 
sector yield remains 
attractive with strong 
investor demand 

% 
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UK MARKET PROSPECTS 
BUT WHAT IF WE HAVE GROWTH?  

 (wage growth outstripping inflation; unemployment near 40 year low) 
 Don’t panic! 
 Rising interest rates and higher inflation are normal and healthy 
 Bonds will suffer and so should bond proxies ie long lease funds  
 A lot of “matching” capital at risk 
 Real assets should respond positively 
 But the hunt for yield goes on 
 Which strategy will serve investors best? 
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Source: AEW * All typically seeking to outperform the MSCI peer group total return benchmark 

A NEW LANGUAGE OF CASH FLOW MATCHING OPTIONS TO MEET INVESTORS NEEDS  
 
BUT A STRATEGY  FOCUSING ON INCOME GIVES A DIFFERENT OUTCOME THAN JUST A HIGHER YIELD  

EXPECTED  
RETURN 

PERCEIVED 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 Return Fund 
• 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’ 
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IF YOU NEED STRONG, STEADY INFLATION-LINKED LONG TERM INCOME  
AEW HAS A SOLUTION – AEW REAL UK RETURN FUND  

1 Source: All Balanced Property Fund Index, AREF/IPD UK Quarterly Property Fund Index results for the quarter ending 31 December 2017. The benchmark index is used for reference purposes only for the AEW UK Real Return Fund. 

MATCHING Real estate and alternative real estate assets in particular, are a strong match for cash flow and inflation 

RETURNS The Fund offers capital preservation and inflation-linked growth plus illiquidity premium from property 

REAL ASSETS Focus on property fundamentals that respond to the growth phase of the economy 

THE HUNT FOR YIELD Long term sustainable income with growth 

PEOPLE A stable management team that has worked together for an average 20 years 

PROCESS Using an investment process that has stood the test of time over 20 years 

PERFORMANCE 

A track record in Core Real Estate delivering consistent income driven outperformance over 20 years. Most recently:  

-AEW UK Core Property Fund – No 1. Fund over 1,3 and 5 years1 

-AEW UK Real Return Property Fund – 6.4% total real return (net) 

ABILITY TO DEPLOY CAPITAL 
QUICKLY 

Strong pipeline of c£50m - £60m 

Track record of deploying up to £50m per quarter 
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This marketing document is issued by AEW UK. AEW UK is a trading name of AEW UK Investment Management LLP, whose registered office is at 33 Jermyn Street, London SW1Y 6DN. 

AEW UK is authorised and regulated by the Financial Conduct Authority. The document relates to the AEW Real Return Fund (the “Fund”), an investment opportunity currently being 

arranged by  AEW UK. An investment in the Fund can only be made on the basis of an information memorandum. This presentation cannot be relied upon as the basis on which to make 

a decision to invest  in the Fund and does not constitute an invitation or inducement to subscribe to any particular investment. It is communicated to you on the basis that AEW UK 

believes you to be a professional client and a qualified investor or professional investor or have similar status in another state or jurisdiction and thus entitled to receive this 

communication. In all your dealings with AEW UK you will be classified as a professional client and thus lose the regulatory protection afforded to retail clients.  This communication is 

forwarded to you for information purposes only and does not constitute a personal recommendation. You should seek professional advice before making any investment decision. The 

value of investments and the income can fall as well as rise. An investor may not get back the amount of money invested. Past performance is not a guide to future performance. AEW 

UK believes the information to be correct at the time of writing but does not make any representation as to the accuracy or completeness of the material nor does it accept liability 

for any loss arising from the use thereof. It is under no obligation to ensure that updates to the document are brought to your attention.  

For US Investors - The distribution of this document may be restricted in certain jurisdictions.  It is the responsibility of any person or persons reading this document to inform 

themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction including obtaining any governmental or other consent which may be acquired or 

observing any other formality which needs to be observed in that jurisdiction. This document does not constitute or form part of any offer to issue or sell, or any solicitation or any 

offer to subscribe or purchase, any investment nor shall it or the fact of its distribution form the basis of, or be relied on in connection with, any contract therefore.  Any offer to sell 

investments in the future will be subject to the terms of a formal prospectus or equivalent document circulated at the time and not on the basis of the information contained in this 

document. This document has been prepared solely  for the information of the person to whom it has been delivered and should not be passed on to any other person.  The 

information contained herein may not be reproduced, distributed or published by any recipient for any purpose without prior written consent of AEW UK Investment Management LLP. 

This document is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or 

regulation.  In particular this document is not intended for distribution in the United    States or for the account of U.S. persons (as defined in Regulation S under the United States 

Securities Act of 1933, as amended (the “Securities Act”)) except to persons who are “qualified purchasers” (as defined in the United States Investment Company Act of 1940, as 

amended (the “Investment Company Act”)) and “accredited investors” (as defined in Rule 501(a) under the Securities Act).  The securities are not, and will not be, registered under 

the Securities Act or qualified under any applicable state securities statutes. The Fund is not, and will not be, registered as an investment company under the Investment Company 

Act. No reliance may be placed for any purpose on the information and opinions contained in this document or their accuracy or completeness.  This information is not intended to 

provide and should not be relied upon for accounting, legal or tax advice or investment recommendations.  Recipients should consult their tax, legal, accounting or other advisors 

about the issues discussed herein.  The descriptions contained herein are a summary of certain  terms and are not intended to be complete opinions contained in this document are for 

background purposes only and do not constitute investment advice.  No representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the 

information or opinions contained in this document AEW UK Investment Management LLP, its  directors, employees or affiliates and no liability is accepted by such persons for the 

accuracy or completeness of any such information or opinions, and nothing contained herein shall be relied upon as   a promise or representation whether as to past or future 

performance. Past performance is not guarantee of future results. This document expresses no views as to the suitability of the investments described herein to the individual 

circumstances of any recipient. 
 

DISCLAIMER 
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Behavioral Finance: 
Background, Concepts, & 

Application 



A Brief History 
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• Academia (1990s) 
– Credit analysis (MBA) 
– Accounting (PhD) 

 
• Research Context 

– Preparers (Auditors) 
– Users (Analysts) 

• Investment Industry (2000s) 

BA
C

KG
R

O
U

N
D

 



Academic Fools Gold 

• Accountants are Objective 

• Consumers are Rational 
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Are We Visually Rational? 
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A Visual Illusion 
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Cognitive Illusions 

• Prescriptive vs 
Descriptive 

• Kahneman & Tversky 
• Richard Thaler 
 

Behavioral 
Economics 
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Kahneman’s Two 
Systems  

System 1 
• Quick Reactions 
• Heuristics 
• Always On 
• No Doubts 
• Inflexible 
• Intuition? 

System 2 
• Effortful 
• Deep Thinking 
• Probabilities 
• Lazy 
• Flexible 
• What If? 

Emotions 
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Our Decision Context 

Emotions 

Subjectivity 
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Pressure 
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Complexity 

High Stakes 
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Our Decision Context 
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Randomness 

Instability 
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Our Decision Context 
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A Formula for Bias … 
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Forecasting  
with  

Conviction 

Subjectivity  
Instability 
Pressure  

Randomness  
Complexity  
High Stakes  

Emotions 

Fundamental  
Cycles + + BA

C
KG

R
O

U
N

D
 



A Host of Behavioral Effects 

• Availability 
• Coherency 
• Confirmation 
• Overconfidence 
• Base Rate Neglect 

• Focusing Illusion 
• Substitution 
• Disposition Effect 
• Framing 
• Halo Effect 
• Endowment Effect 

WYSIATI 
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Two Questions 
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How to take  
advantage of  
behavioral  
effects 

How to avoid  
being a victim of  
our own biases 



Focus on the Knowable 

• Make Good Decisions 
& the Rest Will Work Out 
– Buy & Sell 
– No Holding Periods 
– No Price Targets 

 
• Avoid Forecasting 

– Trying to “know” the unknowable 
– Coherency & Confirmation 
– Bold Forecasts (Availability) & Timid Choices (Loss 

Aversion) 

C
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We Buy Best Ideas 

Today’s 
Conservatism Events 

Are the Seeds of … 

 
Tomorrow’s  

Long-Term Trends 
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Emotions Follow Cycles 
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“Bull markets are born on pessimism, grown on  
skepticism, mature on optimism, and die on  
euphoria” – Sir John Templeton 
 
 
“The herd applies optimism at the top and 
pessimism at the bottom.” – Howard Marks 
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Conservatism “Event” 

Historical & Recent 
Fundamentals Collide 

A Useful, but  
Simplistic Model 

(otherwise, you could do 
it!) 

B
U

Y 
O

P
P

O
R

TU
N

IT
Y 

clarivest.com | 16 



Stubborn Optimism “Event” 

Historical & Recent 
Fundamentals Collide 

A Useful, but  
Simplistic Model 

(otherwise, you could do 
it!) 
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Our Signature … 
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® 
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Disciplined Aggression 

• Hire Aggressive  
(bold choices) 

• Develop Discipline  
(conservative forecasts) 
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Time to Build Intuition 
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Structure & Intuition 
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“I learned from this finding a lesson that I have  
never forgotten: intuition adds value … but only  
after a disciplined collection of objective 
information and disciplined scoring …” 
 

– Kahneman (Thinking, Fast & Slow) C
O

R
E 

C
O

N
C

EP
T 



Structure & Intuition 
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“an algorithm that is constructed on the back of  an 
envelope is often good enough to compete  with 
an optimally weighted formula, and certainly  good 
enough to outdo expert judgment …” 
 

– Kahneman (Thinking, Fast & Slow) C
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Models Should Be Simple 

• In Nature, Art, Writing, … 
 

• Desirable Traits: 
– Parsimonious 
– Intuitive 
– Transparent 
– Descriptive C
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Simply Stated … 
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This Company manufactures and markets optical lens modules and optoelectronic components. The Company offers lenses for liquid crystal display (LCD) 
projectors, scanners, optical mice,  digital still cameras (DSCs), digital versatile discs (DVDs), light emitting diodes (LEDs), and photography mobile phones. 

Frame the Decision 
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Familiarity Breeds Acclimation 

Safety is Good, so … 
 
 Repeated Exposure & No Harm 
 

 Positive Feelings 
 

 Less Danger 
 

 Acclimation 
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Actively Avoid Acclimation 

Integrate Risk Throughout 
• Before (screening) 
• During (holdings) 
• After (performance) 
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Risk Models Measure Temperature 
• Marginal Contribution 
• Stock Specific 
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Simply Stated … 
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Inconsistent Preferences 
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“We have neither the inclination nor the mental  
resources to enforce consistency on our  
preferences, and our preferences are not  
magically set to be coherent …” 
 

– Kahneman (Thinking, Fast & Slow) C
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Organize our Preferences 

– What do we like? 
– How much do we like it? 
– Consistency 
– Objectivity 

– Avoid Availability, Recency, Halo, 
Framing, Disposition Effect, etc. 

– Optimization 

clarivest.com | 30 
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Visualize the Tradeoffs 
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Optimization  
Based Idea  
Generation 
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Expertise Driven Intuition 
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“the accurate intuitions of experts are better  
explained by the effects of prolonged practice than  
by heuristics …” 

– Kahneman (Thinking, Fast & Slow) 

 
“Intuition is nothing more and nothing less than 
recognition.” 

– Herbert Simon 
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Build Intuition Through Time 

• Repetition & Validation 
– Chess Master 
– Man & Machine 

 
• Build Intuition 

– Practice consistent, balanced, and objective 
decisions 

– Utilize a framework to develop an intuitive model 
 

• But don’t put away the computer 
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The Nudge (Thaler) 

Many Things Can Benefit from The Nudge 

• Increase the effort required to deviate from the  
desired choice (make it an error of commission) 
– Philosophy 
– ESG 
– Guidelines 
– Compliance 

P
R

O
C

E
S

S
 

clarivest.com | 34 



The Potential … 
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Disclosures 
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Mirae Asset Global Investments 
 
The Multi-Decade Asian Consumer 



Corporate Profile 
Mirae Asset Global Investments 



Mirae Asset Global Investments 

Mirae Asset Financial Group Overview 
Founded in 1997, Mirae Asset Global Investments is the asset management arm and core business of the Mirae Asset 
Financial 

Group, one of Asia’s leading independent financial services companies 

2 | 

Mirae Asset 
Global Investments 

Mirae Asset 
Daewoo 

Mirae Asset  
Life Insurance 

Mutual Funds / SMAs 

ETFs 

Alternative Investments 

Wealth Management 

Investment Banking 

Brokerage Services 

Life Insurance 

Variable Insurance 

Retirement Pensions 

Other notable affiliates include Mirae Asset Fund Services and Mirae Asset Venture Capital 
Mirae Asset Financial Group acquired Korea’s leading brokerage firm KDB Daewoo Securities and its asset management arm in April 2016, rebranded as Mirae Asset Daewoo. 

Mirae Asset Financial 
Group 

Total AUM US$ 122 
billion 

Total AUM US$ 38 
billion 

Total AUM US$ 229 
billion 

Total AUM US$ 389 
billion 



The Investment Team 

As of 28 February 2018 

• With over 160 investment professionals globally, of whom 143 are based in seven countries throughout Asia. 

• The Mirae Asset investment team is living the consumer experience. This unique insight gives us a distinctive edge in managing 

our  investments. 
Over 140 Investment Professionals in Asia 

On-the-ground research supported by country 
research teams 

Synergy of local knowledge to 
deliver  outperformance 

Bottom-up approach to identify companies with 
sustainable competitiveness 

Asia 
Korea  
Hong Kong  
India  
Taiwan  
Australia  
Vietnam 

1,500+ company visits per year 

Collaborative team approach of each dedicated  
investment professional 

HK research team with average 10 years of  
experience, 5 nationalities 
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Market Outlook 



2018 More Volatile but Positive for Equities 

Source: Bloomberg, Federal Reserve 

• Global equities have seen more volatility this year after a 
strong 2017 

 
• Strong trade, ISM data point to robust earnings growth in 2018 
 
• US tax cuts will ensure investment cycle recovery 
 
• US 10 year spike more of a positioning issue than an 

inflation  scare 
 
• Real Fed rate of 3% + normally impacts growth 
 
• US protectionism has impacted sentiment. Negotiations likely 

to take place 

 
Real Fed Funds Rate Still Supportive of Growth 

Source: Bloomberg, Factset, Datastream, January 2018 

Source: BofA Merrill Lynch, Bloomberg, FactSet, January 2018 
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Asia ex Japan 
• In 2017, Asia ex Japan markets have marked the best return since the recovery from the global financial crisis in 2009 

• Earnings estimates have rose through the year, for the first time in 7 years, on the back of strengthening external  
environment and positive spillovers to domestic demand 

• Market consensus of 2018 earnings estimates is about 11.5% for Asia ex Japan 
• Global growth to sustain in 2018, but not likely to accelerate considering base effects and policy tightening 

• Export-led expansion in 2017 -> Domestic sources of growth in 2018 

• Valuations are not stretched yet, staying close to historical average 

• US has proposed further protectionist measures including increased tariffs on steel and aluminium whilst the latest proposed  
tariffs are targeted at China. Our base case scenario is this will not escalate to a trade war, China will likely negotiate with the 
US 

Asia  ex Japan Forward P/E MSCI Asia ex Japan Consensus EPS Growth Estimates 

Source: Datastream, January 2018 Source: IBES, Datastream, March 2018 

30 

25 

20 

15 

10 

5 

0 

-5 

Ja
n-

14
 

Ap
r-1

4 

Ju
l-1

4 

O
ct

-1
4 

Ja
n-

15
 

Ap
r-1

5 

Ju
l-1

5 

O
ct

-1
5 

Ja
n-

16
 

Ap
r-1

6 

Ju
l-1

6 

O
ct

-1
6 

Ja
n-

17
 

Ap
r-1

7 

Ju
l-1

7 

O
ct

-1
7 

Ja
n-

18
 

2015 
2017 
2019 

2016 
2018 
12M Fwd 

6 | For Professional Investor Only. Not For Public Distribution. Mirae Asset Global Investments 

% 
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China 
• China’s economy grew 6.8% in the fourth quarter and 6.9% in 2017, ahead of the official target of 6.5% 

• 2018 NPC: policy agenda remains focused on the upgrade of economic structure, corporate deleveraging, SOE & supply side 
reform, sustainable development 
• Corporate debt declining from ~169% of GDP at the 1Q16 peak to ~165% at the end of 1H17 

• China’s economy is transitioning to more consumption-led growth, with household debt to GDP rising 

• China created more than 13million new jobs in 2017, above the official target of 11million, in urban areas 

• Foreign exchange reserves increased in 2017; helped by declining capital outflows from China 

• Economic momentum could slowdown from 2018, government will be focused on quality of growth instead of quantitative growth 

China Foreign Exchange Reserves Stabilized Accelerating Consumption Growth, Decelerating Investment Growth 

Source: NBS, CEIC, Morgan Stanley. November 2017 

500 

1000 

1500 

2000 

2500 

3000 

3500 

4000 

4500 

5.0 

5.5 

6.0 

6.5 

7.0 

7.5 

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

 
Source: PBOC, Mirae Asset, December 2017 

(US$tn) 
8U.S0D/RMB USD CNY 

7 | For Professional Investor Only. Not For Public Distribution. Mirae Asset Global Investments 



India – Broad-Based Recovery 
• Macro strength from lower inflation and current account deficit 

• Rising global growth is positive for exports 

• GST should provide medium-term productivity improvement  
through simplifying tax structure and creating “One India”  
marketplace 

• Market share gains for organized sector post demonetization 
&  GST 

• Housing is now at the most affordable level. Housing sector should 
see greater demand and drive capex 

• Government to expedite infrastructure spends ahead of 2019  
elections 

Electrification – Remarkable Progress 

Source: Census 2011, State Budget Speeches, Credit Suisse research, June 2016 
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Economic Data Indicates Recovery Underway Post-GST 

Source: CMIE, RBI, SEBI, CLSA, November 2017 Source: SBI, Cushman & Wakefield, CLSA, November 2017 
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South Korea and Taiwan 
Korea Exports Broad-based Recovery 

Source: CEIC, Haver, Bloomberg, August 
2017 

Taiwan Revisions to EPS Forecasts 

• Improving global growth positive for exports 

• China and Korean relations showing signs of improvement.  
However, meaningful earnings recovery for impacted companies  
may take more time 

 
• North Korean rhetoric, missile tests near term dampener, however, 

situation likely to remain status quo 

 
• Improved dividend payout & corporate buybacks are 

positive  catalysts 

• Taiwan – relatively expensive valuations and flattish earnings  
revisions are main reasons for underweight exposure 

MSCI Korea Total Shareholder Return Trend 
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Source: MSCI, IBES, Datastream, January 2018 
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ASEAN 

Source: Department of Budget and Management, CEIC, April 2017 

Commodity recovery ensures higher capital spends 

Singapore bank sector: ROE vs PB 

Source: Bloomberg, Company data, HSBC, February 2018 
 
Philippines government infrastructure key growth driver 

• ASEAN markets bottoming after underperforming in  
recent years 

• Singapore 
• Higher NIMs, stronger credit growth and lower credit cost  

for banks reflecting the improving macro environment 
• Indonesia 

• Domestic demand momentum has been fairly muted  
leading to monetary easing 

 
• Thailand 

• Pick-up in public investment; robust tourism growth 
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Source: CEIC, Company data, Morgan Stanley Research, March 2017 
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Capital Goods Imports, YoY% 
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Investment Themes 



Asia – Emerging as the Biggest Consumer in the World 

Source: Organisation Internationale des Constructeurs d’Automobiles, Mirae Asset,  
accessed July 2017 

Annual Passenger Car Sales (million units) Outbound Tourist Expenditure (USD billion), Top 5 Countries 

Source: World Tourism Organization, World Bank, Mirae Asset, accessed  July  2017 

10 

20 

30 

40 

50 

60 

70 

80 

M
illi

on
s 

0 
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
 2016 

 
China Asia ex JP/CN Japan EM ex Asia Europe North America 

0% 

5% 

10% 

15% 

20% 

25% 

- 

50 

100 

150 

200 

250 

300 

U
SD

 b
illi

on
 

Outbound tourist expenditure (USD bn) % of global total (RHS) 

2014 2010 2000 

... 

2016 

12 | For Professional Investor Only. Not For Public Distribution. Mirae Asset Global Investments 



Living in a World of Experiences 

Outbound Tourist Penetration* 2015 Personal Consumption Expenditure by Category (2015) 

Source: Euromonitor, CEIC, Goldman Sachs, Mirae Asset , November 2016 

Source: World Tourism Organization, United Nations, World Bank, Mirae Asset, accessed 
July  2017 
Note: outbound tourist penetration defined as outbound tourist departures divided by total  
population Source: Parisian Macau, November 2016 
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Asia’s Consumers More Receptive to New Technologies 

Source: UBS Evidence Lab survey, July 2016 Source: CEIC, JP Morgan estimates, Mirae Asset, July 2016 

Electric Vehicle (EV) Sales: China vs. US Consumer Survey: % Respondents likely to use Non-Bank Financial  
Services over Next 12 Months 
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Number of Times per Day that WeChat Users Open WeChat 

Technology – Social-Networking, E-commerce 

Source: Nielsen, Pew Research, CLSA, April 2016 
 
Total Time Spent on Video Services on Mobile Web 

Source: Korean Click, CLSA, March 2016 

• Social networking sites have seen huge rates of growth in  
terms of usage. 

 
• E-commerce has developed from being a novelty to a must- 

have business strategy for companies. 
 
• Home-grown Asian companies are taking share from global  

competitors. 
 
• Natural entry barrier through large and loyal user base for  

platforms with integrated offerings across different online /  
mobile business. 

 
China online penetration of goods 

Source: Euromonitor, iResearch, Kantar, eMarketer, Company data, GS Research, Mirae Asset, 
February 2017. Penetration by categories are adjusted for returns and unfulfilled orders. 

40% 

5% 

49% 
55% 

12% 8% 
4% 

16% 17% 

0% 

10% 

40% 
31% 

30% 
 
20% 

50% 

60% 

Apparel, shoes Electronics &   
accessories appliances 

FMCG Furniture &  
furnishings 

Other 

2016E 2020E 

15 | For Professional Investor Only. Not For Public Distribution. Mirae Asset Global Investments 



FinTech: Reshaping Finance in Asia 

• India / China symbolize divergent paths of fintech in Asia: Tech companies are taking the lead in China while private 

sector banks  are taking the lead in India 

• Customer life-cycle starts with transactions (payments), then savings (wealth mgmt), then borrowing and insurance 

• China is most advanced on digital disruption front as banks don’t focus on consumer banking, whilst technology 

players are well  resourced and regulations are supportive 

Source: Citi, Goldman Sachs, Mirae Asset Global Investments 

 
Population mn 

China 
1,368 

India 
1,251 

Indonesia 
253 

Philippines 
99.9 

Rest of Asia 
184 

Millennial population mn 328 340 63 28 39.9 

% share % 24% 27% 25% 28% 22% 

Smart phones mn 670 163 68 30 110.5 

% penetration % 49% 13% 27% 30% 60% 

Internet users mn 668 220 43 38.5 113.7 

% penetration % 49% 18% 17% 39% 62% 

Unbanked mn 236 422 116 48.7 20.9 

% of adult population % 17% 34% 46% 49% 11% 

Saved at a Fin'l Inst'n mn 462 128 48 10 65.7 

% of adult population % 34% 10% 19% 10% 36% 

Borrowed from a fin'l inst'n mn 107 57 24 8 24.7 

% of adult population % 8% 5% 9% 8% 13% 

# of branches/100k adults 18 13 14 14 15 

Credit card penetration 13.0% 3.0% 1.1% 2.2% 26.3% 
Debit card penetration 39.8% 15.8% 18.6% 13.9% 49.3% 
Online shopping pent'n 37.0% 14.0% 16.0% 21.0% 37.6% 
Mobile shopping pent'n 27.0% 9.0% 9.0% 11.0% 18.9% 

16 | For Professional Investor Only. Not For Public Distribution. Mirae Asset Global Investments 



Mirae Asset Global Investments For professional investors only. Not for public distribution. 17 

Disclaimer 
Mirae Asset Equity Funds are sub funds of Mirae Asset Global Discovery Fund (the Company) a société d'investissement à capital variable (SICAV) domiciled in  

Luxembourg structured as an umbrella with a number of sub funds. The value of shares in the Fund may fall as well as rise and investors may not get back the amount  

originally invested. Past performance is not an indication of future performance. If investing in foreign currencies, the return in the investor's reference currency may 

increase  or decrease as a result of currency fluctuations. The Company is a Luxembourg registered UCITS, recognised in the UK under section 264 of the Financial 

Services and  Markets Act 2000. Compensation from the UK Financial Services Compensation Scheme will not be available in respect of the Fund. 
 

This document has been prepared for marketing, presentation, illustration and discussion purposes only. The views and opinions contained in this document are those of  

Mirae Asset Global Investments (HK) Ltd., which are subject to change without notice and should not be construed as investment or taxation advice. The provision of this  

document does not constitute or form part of any offer or recommendation to issue, buy or sell, or any solicitation of any offer to subscribe for or purchase any shares nor  

shall it or the fact of its distribution form the basis of, or be relied upon in connection with, any contract thereof. Nothing in this document shall be construed as advice. 
 

The data in this document comes partially from third party sources and as a result the accuracy, completeness or correctness of the information contained in this 

publication  is not guaranteed, and third party data is provided without any warranties of any kind. Neither Mirae Asset Global Investments (UK) Ltd. nor Mirae Asset Global 

Investments  (HK) Ltd. shall have any liability in connection with third party data. 
 

This document does not explain all the risks involved in investing in the Fund and therefore you should ensure that you read the Prospectus and the Key Investor 

Information  Documents ("KIID") which contain further information including the applicable risk warnings. The taxation position affecting UK investors is outlined in the 

Prospectus. The  Prospectus and KIID for the Fund are available free of charge from http://investments.miraeasset.eu, or from Mirae Asset Global Investments (UK) Ltd., 

4th Floor, 4-6 Royal  Exchange Buildings, London EC3V 3NL, United Kingdom, telephone +44 (0)20 7715 9900. 
 

This document has been approved for issue in the United Kingdom by Mirae Asset Global Investments (UK) Ltd, a company incorporated in England & Wales with 

registered  number 06044802, and having its registered office at 4th Floor, 4-6 Royal Exchange Buildings, London EC3V 3NL, United Kingdom. Mirae Asset Global 

Investments (UK)  Ltd. is authorised and regulated by the Financial Conduct Authority with firm reference number 467535. 

http://investments.miraeasset.eu/
http://investments.miraeasset.eu/
http://investments.miraeasset.eu/
http://investments.miraeasset.eu/
http://investments.miraeasset.eu/
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Executive Summary 

1 

Central bank rate activity is a reliable indicator of economic cycle turns 

We are in the later stages of this cycle but opportunities still remain 

Future risks have changed: technological disruptions and market structure 

Specific relative value ideas 

The views expressed herein do not constitute investment advice or trade recommendations and do not necessarily represent the views of all MacKay Shields portfolio management teams. 
Any forward looking  statements speak only as of the date they are made, and MacKay Shields LLC assumes no duty and does not undertake to update forward looking statements. 

WE BELIEVE 



Roadmap 

Part I The World Moves in Cycles 

Part II Opportunities in a Changing Market 
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The World Economy Moves in Cycles 

UK 
US 

Trough Peak Contraction Expansion 

EUROPE 

JAPAN 

1. In peacetime 
As of 1Q 2018. Provided for illustrative and informational 
purposes only.  Source: National Bureau of Economic Research 

Average US Expansion1 

34 Months 

Recent US Expansion 

104 Months 
(3rd Longest on Record) 
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Major Central Banks Balance Sheet Growth 

February 28, 2018 
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Source: Haver Analytics, MacKay Shields 
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Central Bank Tightening Occurs Before Every Recession 

Bank of England Official Bank Rate 
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Factors Leading Up to the Peak of an Economic Cycle 
Central Bank Policy 
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Factors Leading Up to the Peak of an Economic Cycle 
Yield Curves 

Spread Between US 10- and 2-Year Treasury Yield 
Spread between US 10- and 2-Year Treasury Yield 
30 June 2009 – 31 January 2018 
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Factors Leading Up to the Peak of an Economic Cycle 
Equity Markets 

Cumulative % Change in the Price of the S&P 500 Index 
30 June 2009 – 31 January 2018 
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Factors Leading Up to the Peak of an Economic Cycle 
Credit Spreads 

US High Yield Option Adjusted Spread 
30 June 2009 – 31 January 2018 
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What Is Different This Time? 

1 
 
 

Wage Inflation 

2 
 

The Extent of 
Central Bank Easing 
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The Bond Manager’s Workout 

Licensed from www.CartoonStock.com 
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Headline Risk Appears High 
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“High Yield market a ‘keg of dynamite’” 
—Carl Icahn 

“We recently took our remaining high yield position to zero” 
—Morgan Stanley Wealth Management 

“Junk bonds not worth their yield” 
—Barron’s 

Source: CNBC.com, December 11, 2015; Citywire, January 5, 2018; Barron’s, July 17, 2017 
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Valuations Are Stretched 

Distribution of Option Adjusted Spreads by Fixed Income Asset Class | December 31, 1996 – March 31, 2018 

Source: ICE BofA Merrill Lynch, monthly data 
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Late Cycle Investment Themes 

16 

1 

 
Seek to avoid  

“uncompensated”  
risk as prices for risk  
assets continue to rise  

and economic risks  
continue to increase 

2 

 
Identifying  
key risks 

 Technological Disruption 

 Idiosyncratic Risk 

 Excessive Valuations 

3 

 
Increase 

high-conviction ideas,  
and focus on 

issuers  benefitting 
from change 



Relative Value Points to US High Yield 

Source: ICE BofA Merrill Lynch 
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Credit Spreads Tell an Incomplete Story 

HY Bond Spreads Versus Defaults | 31 December 1986 – 28 February 2018 

Note: Default rates are par-weighted. High-yield bond spreads use the JPMorgan Domestic HY index. 
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High Yield Default Rate 

High Yield Spread to 
Worst 

25-Year Average  
490 bp 

25-Year Average  
3.0% 

Feb-18 
High Yield Spreads 

347 bp 
Default Rate 

1.38% 

Source: : ICE Bank of America Merrill Lynch, MacKay Shields 
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Valuations Are Fair in a Low Default Environment 
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Average USHY Excess Spread  
over Credit Losses = 263 

Excess Spread Over Credit Losses | 31 December 1984 – 28 February 2018 
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USHY Option Adjusted Spread 

347 Bps 
USHY LTM Default Rate 

1.38% 
USHY LTM Recovery Rate 

63.47% 

USHY Excess Spread over LTM Credit Losses Calculation 
= 347 - (1.38% * 10,000*(100% - 63.47%)) 
= 297 Basis Points 



High Yield New Issuance Proceeds (% of Total) 
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Acquisitions Refinancing Lower Rated 
(Split B, CCC & NR) 

PIK & Toggle's Dividend Deals 

Category 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

ACQUISITIONS 15.4 29.3 38.0 44.4 51.4 46.0 5.3 15.6 22.1 16.8 17.4 25.3 37.5 15.5 17.1 

REFINANCING 75.7 58.1 50.2 38.4 35.3 40.6 76.1 66.6 55.4 59.9 56.3 53.8 43.4 58.2 63.3 

LOWER RATED (SPLIT B, CCC & NR) 10.1 20.6 17.4 20.9 36.3 26.0 10.7 18.0 17.6 17.3 18.7 18.4 12.5 10.5 15.2 

PIK & TOGGLE’S 2.3 2.3 3.7 7.8 12.3 11.5 0.9 0.4 1.9 1.8 2.9 2.1 0.2 0.9 0.8 

DIVIDEND DEALS 0.0 3.4 2.5 2.4 1.6 0.0 1.6 3.0 3.6 4.6 3.9 2.5 1.3 1.2 1.7 

Use of Proceeds 

80% 

Source: JP Morgan 
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2007 and end columns in gray to highlight comparison 



No Near Term Negative Catalyst 
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Less Compensation for Risk 
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Future Risks Are Different 

LOWER  
YIELDS 

1 

MORE INTEREST  
RATE RISK 

2 

MORE CREDIT  
RISK 

3 

MORE LIQUIDITY  
RISK 

4 

The views expressed herein do not constitute investment advice or trade recommendations and do not necessarily represent the views of all MacKay Shields portfolio management teams. Any forward 
looking statements speak only as of the date they are made, and MacKay Shields LLC assumes no duty and does not undertake to update forward looking statements. 
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Opportunities 
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DURATION 
As of February 28, 2018 
Past performance is not indicative of future results. 
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Source: Bank Loans: CS Leveraged Loan Index; Preferred Securities: ICE BofAML Perpetual Preferred Securities Index; EMD Credit: ICE BofAML High Grade Emerging Markets Corporate Plus Index; 
Agency MBS:  ICE BofAML US Mortgage Backed Securities Index; Retail Credit: ICE BofAML US Retail Index; Treasury Bill: ICE BofAML US 3-Month Treasury Bill Index; 5 Year Treasury: ICE BofAML 
Current 5-Year US Treasury  Index; 10 Year Treasury: ICE BofAML Current 10-Year US Treasury Index; 30 Year Treasury: ICE BofAML Current 30-Year US Treasury Index 



Most Importantly, Avoid Uncompensated Risk 

Source: Bloomberg 

0 

5 

10 

Jan-80 Oct-84 Jul-89 Apr-94 Jan-99 Oct-03 Jul-08 Apr-13 Jan-18 

1984 
Continental Illinois 

1987 
Black 

1990 
S&L Crisis 

1995 
Mexico Crisis 

1997 
Pac Rim Crisis 

1998 
Russia/  
LTCM 

2000 
Nasdaq Collapse 

2007 
Subprime/Housing 

??? 

US Federal Funds Effective Rate 
 
20 

1982 
Latin America 
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Additional Disclosure 
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Approaching Real Assets 
as an Asset Class 
For use by qualified institutional or professional investors and their advisors only.  
Not an inducement to buy or sell commodity interests. 



At December 31, 2017. 
There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict precisely when such a trend will begin. There is no guarantee that any market 
forecast  set forth in this presentation will be realized. The views and opinions are as of the date of publication and are subject to change without notice. 
Based on Cohen & Steers expectations. 
Opinions are subject to change without notice. 

Inflation Sensitivity 
High positive inflation sensitivity  

to protect against potentially  
damaging effects of accelerating  
inflation on a stock/bond portfolio 

Diversification 
Potential for meaningful diversification during  

periods of joint stock and bond  
underperformance, helping to reduce portfolio  

volatility and improve risk-adjusted returns 

Real Assets 

1 CPIM0635
8 

For use by qualified institutional or professional investors and their advisors 
only. 

Return Potential 
Ability to deliver attractive 
full-cycle returns that can 

potentially improve risk-adjusted 
portfolio returns without sacrificing 

growth potential 

Real Assets Investment Characteristics 
A Foundational Asset Class 



At December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. There is no guarantee that any market forecast set forth in this presentation will be realized. The views and opinions are as of  
the date of publication and are subject to change without notice. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict precisely when such 
a  trend will begin. 
The qualitative criteria in the above chart represent relative strengths across the real asset categories discussed in this presentation. These criteria reflect the research-based views of Cohen & Steers. Support for these conclusions 
can 
be found in Cohen & Steers’ white paper entitled, “Exploring the Real Benefits of Real Assets” available at cohenandsteers.com. 
Based on Cohen & Steers analysis and expectations. 

Diversification 
Potential 

Expected 
Returns 

Inflation 
Sensitivity 

 
Distinguishing Features 

 
Global Real Estate 

• Strong in most periods of economic growth 
• Dividend growth typically outpacing inflation 

 
Commodities 

• Typically perform well during periods of 
rising  levels of economic activity 

• Generally linked to demand/supply 

 
Global Natural  
Resource Equities 

• Forecasts of rising economic activity 
• Lead/lag with commodities 

 
Global Infrastructure 

• Typically monopolistic and regulated structures 
• Defensive 

Diversified Real  
Assets 

Low High 

Approaching Real Assets as an Asset Class 
A Diversified Framework Can Manage the Tradeoffs of Single-Category Approaches 

2 CPIM0635
8 

For use by qualified institutional or professional investors and their advisors 
only. 



Diversified Real Assets Fund Benchmark Performance 

December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. The information presented above does not reflect the performance of any fund or other account managed or serviced by 
Cohen  & Steers, and there is no guarantee that investors will experience the type of performance reflected above. An investor cannot invest directly in an index and index performance does not reflect the 
deduction of  any fees, expenses or taxes. Return reflects compound annualized return. Volatility reflects annualized volatility of monthly returns. There is no guarantee that any historical trend illustrated above 
will be  repeated in the future, and there is no way to predict precisely when such a trend will begin. The views and opinions are as of the date of publication and are subject to change without notice. 
Source: Bloomberg, Dow Jones, FTSE, S&P, St. Louis Fed, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged. 
Global Equity represented by MSCI World. Diversified Real Assets (Equal Weights) represented by equally-weighted blend of Real Estate, Commodities, Natural Resource Equities, and Infrastructure. Diversified Real Assets Fund  
benchmark for comprised of 25% Real Estate, 20% Commodities, 20% S&P Natural Resource Equities, 20% Infrastructure, 10% Short Duration Fixed Income, and 5% Gold. Real Estate represented by FTSE NAREIT Equity REIT 
Index  through December 1989 and FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI through December 1990 and Dow Jones-UBS Commodity Index thereafter. Effective July 1, 2014, 
the Dow Jones-  UBS Commodity Index was renamed the Bloomberg Commodity Index. Natural Resource Equities represented by 50/50 Blend of Datastream World Oil & Gas and Datastream World Basic Materials through 
December 2002; S&P Global  Natural Resources Index thereafter. Infrastructure represented by 50/50 Blend of Datastream World Pipelines and Datastream World Gas, Water, & Multi-Utilities through December 2002; Dow 
Jones Brookfield Global Infrastructure Index  thereafter. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. Sharpe Ratio is a measure of risk-
adjusted return, calculated by subtracting the risk-free rate  from a return and dividing that result by the standard deviation. The higher the Sharpe Ratio, the higher the risk-adjusted return. Volatility is a measure for variation of 
price of a financial instrument over time. Standard Deviation is a  measure of the dispersion of a set of data from its mean, also known as historical volatility and is used by investors as a gauge for the amount of expected volatility. 
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15% 
Risk (% standard deviation) 

Diversified Real Assets  (Equal 
Weights) 

Annualized Nominal Returns and Standard Deviation, January 1973–December 2017 

Global Equity 

Listed 
Infrastructure Natural Resource  

Equities 

  Real 
Estate  Securities 

 
 

Global Equity  
(%) 
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Natural Resource  

Equities 
(%) 

 
Listed  

Infrastructure  
(%) 

Diversified Real  
Assets 

(Equal Weights)  
(%) 

Diversified Real  
Assets Fund  
Benchmark 

(%) 

Annualized Nominal Return 10.0 11.3 8.4 11.4 11.8 11.4 10.9 
Risk (% standard deviation) 15.1 17.4 18.0 16.9 15.4 13.2 12.1 
Sharpe Ratio 0.26 0.31 0.16 0.32 0.36 0.37 0.35 

Diversified Real Assets 
  Fund 
Benchmark  

Commodities 



At December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. The information presented above does not reflect the performance of any fund or other account managed or serviced by Cohen  & Steers, 
and there is no guarantee that investors will experience the type of performance reflected above. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there  is no way to predict 
precisely when such a trend will begin. The views and opinions are as of the date of publication and are subject to change without notice. Return reflects compound annualized total return. 
Standard Deviation reflects annualized volatility of monthly returns. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. 
Global Stocks represented by MSCI World Index. Global Bonds represented by the Barclays Global Aggregate Bond Index. Diversified Real Assets represented by equally-weighted blend of Real Estate, Commodities, Natural Resource  
Equities, and Infrastructure. Real Estate represented by FTSE NAREIT Equity REIT Index through February 2005 and FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI through July 1998 and  
Bloomberg Commodity Index Total Return thereafter. Natural Resource Equities represented by 50/50 Blend of Datastream World Oil & Gas and Datastream World Basic Materials through May 2008; S&P Global Natural Resources Index  
thereafter. Infrastructure represented by 50/50 Blend of Datastream World Pipelines and Datastream World Gas, Water, & Multi-Utilities through July 2008; Dow Jones Brookfield Global Infrastructure Index thereafter. An investor cannot  invest 
directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. 
Source: Bloomberg, Dow Jones, FTSE, S&P, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged. 
(1) Standard Deviation is a measure of efficiency utilizing the relationship between annualized risk-free return and standard deviation. The ratio is computed by subtracting the return of the risk-free index from the return of the manager to  
determine the risk-adjusted excess return, which is then divided by the standard deviation. Sharpe Ratio is a measure of risk-adjusted return, calculated by subtracting the risk-free rate from a return and dividing that result by the standard  
deviation. The higher the Sharpe Ratio, the higher the risk-adjusted return. 
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A “Real” Risk to Equity-Bond Allocations 

December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict  
precisely when such a trend will begin. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. The information presented above 
does  not reflect the performance of any fund or other account managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type of performance reflected above. 
(1) Global Equity and Bonds long term average is calculated as the compound average return over the period shown. Global Equity represented by MSCI World. Bonds represented by total return to Constant Maturity 10-year 
UK Gilts.  Inflation is measured using the UK Retail Price Index (All items). 
Source: Bloomberg, Dow Jones, FTSE, S&P, St. Louis Fed, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged. 
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Real Assets Have Historically Outperformed When Both  
Stocks and Bonds Underperformed 

December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict  
precisely when such a trend will begin. The information presented above does not reflect the performance of any fund or other account managed or serviced by Cohen & Steers, and there is no guarantee 
that  investors will experience the type of performance reflected above. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or taxes. 
Source: Bloomberg, Dow Jones, FTSE, S&P, St. Louis Fed, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged 
(1) Average long-term real returns for Global Equity and bonds were 4.3% and 3.3%, respectively, from the 12/31/72 inception of index data through the date shown. Returns over the study period are compound annual returns. 
Global Equity represented by MSCI World. Bonds represented by total return to Constant Maturity 10-year UK Gilts. Diversified Real Assets represented by equally-weighted blend of Real Estate, Commodities, Natural Resource 
Equities,  and Infrastructure. Real Estate represented by FTSE NAREIT Equity REIT Index through December 1989 and FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI through 
December 1990 and Dow  Jones-UBS Commodity Index thereafter. Effective July 1, 2014, the Dow Jones-UBS Commodity Index was renamed the Bloomberg Commodity Index. Natural Resource Equities represented by 50/50 
Blend of Datastream World Oil &  Gas and Datastream World Basic Materials through December 2002; S&P Global Natural Resources Index thereafter. Infrastructure represented by 50/50 Blend of Datastream World Pipelines and 
Datastream World Gas, Water, & 
Multi-Utilities through December 2002; Dow Jones Brookfield Global Infrastructure Index thereafter. 
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Real Assets Have Potential to Deliver  
Attractive Returns Over a Market Cycle 

At December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. The information presented above does not reflect the performance of any fund or other account managed or serviced by  
Cohen & Steers, and there is no guarantee that investors will experience the type of performance reflected above. An investor cannot invest directly in an index and index performance does not reflect the  
deduction of any fees, expenses or taxes. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict precisely when such a trend will begin. 
The  views and opinions are as of the date of publication and are subject to change without notice. 
Source: Bloomberg, Dow Jones, FTSE, S&P, St. Louis Fed, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged. 
(1) Global Equity represented by MSCI World. Bonds represented by total return to Constant Maturity 10-year UK Gilts. Diversified Real Assets represented by equally-weighted blend of Real Estate, Commodities, Natural 
Resource  Equities, and Infrastructure. Real Estate represented by FTSE NAREIT Equity REIT Index through December 1989 and FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI 
through December 1990  and Dow Jones-UBS Commodity Index thereafter. Effective July 1, 2014, the Dow Jones-UBS Commodity Index was renamed the Bloomberg Commodity Index. Natural Resource Equities represented 
by 50/50 Blend of Datastream  World Oil & Gas and Datastream World Basic Materials through December 2002; S&P Global Natural Resources Index thereafter. Infrastructure represented by 50/50 Blend of Datastream World 
Pipelines and Datastream World Gas,  Water, & Multi-Utilities through December 2002; Dow Jones Brookfield Global Infrastructure Index thereafter. 
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Global Equity and Bonds From January 1973–December 2017 
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At December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or  taxes. 
There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict precisely when such a trend will begin. The information presented above does  not reflect 
the performance of any fund or other account managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type of performance reflected above. 
Source: Bank of England, Bloomberg, Dow Jones, FTSE, S&P, St. Louis Fed, Thomson Reuters Datastream and Cohen & Steers. All Returns reflected in GBP, unhedged. 
(1) Inflation beta was determined by calculating the multivariate regression beta of 1-year real returns to the difference between the year-over-year realized inflation rate and lagged 1-year ahead expected inflation, including the level of  
the lagged expected inflation rate. Expected inflation as measured reflects median inflation expectation from BOE/TNS Inflation Expectation Survey. 
Diversified Real Assets represented by equally-weighted blend of Real Estate, Commodities, Natural Resource Equities, and Infrastructure. Real Estate represented by FTSE NAREIT Equity REIT Index through December 1989 and  
FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI through December 1990 and Dow Jones-UBS Commodity Index thereafter. Effective July 1, 2014, the Dow Jones-UBS Commodity Index was  
renamed the Bloomberg Commodity Index. Natural Resource Equities represented by 50/50 Blend of Datastream World Oil & Gas and Datastream World Basic Materials through December 2002; S&P Global Natural Resources Index  
thereafter. Infrastructure represented by 50/50 Blend of Datastream World Pipelines and Datastream World Gas, Water, & Multi-Utilities through December 2002; Dow Jones Brookfield Global Infrastructure Index thereafter. 

Real Assets Are Typically Sensitive to Unexpected Inflation 
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• Returns for core real assets have shown attractive levels of sensitivity to unexpected changes in UK 
inflation  (i.e., “inflation beta”) 

 
• The difference between the current year-over-year realized inflation rate (actual inflation) and the prior year’s consensus inflation 

expectation measures unexpected inflation(1) 

 
Sensitivity of Returns to Unexpected Inflation 
% Outperformance vs Long-Term Average for Every 1% Y/Y Inflation Surprise, January 2000–December 2017 

0 inflation beta indicates expected return for asset class equal to long term average 
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Real Assets Can Improve Risk Adjusted Return 

At December 31, 2017. 
Data quoted represents past performance, which is no guarantee of future results. An investor cannot invest directly in an index and index performance does not reflect the deduction of any fees, expenses or  
taxes. The information presented above does not reflect the performance of any fund or other account managed or serviced by Cohen & Steers, and there is no guarantee that investors will experience the type  of 
performance reflected above. There is no guarantee that any historical trend illustrated above will be repeated in the future, and there is no way to predict precisely when such a trend will begin. 
Source: Bloomberg, Cohen & Steers. Returns shown are calculated using monthly returns from January 1973 through December2017. 
Global Equities are represented by the MSCI World Index. Bonds represented by total return to Constant Maturity 10-year UK Gilts. Diversified Real Assets represented by equally-weighted blend of Real Estate, Commodities, Natural  
Resource Equities, and Infrastructure. Real Estate represented by FTSE NAREIT Equity REIT Index through December 1989 and FTSE EPRA/NAREIT Developed Index thereafter. Commodities represented by S&P GSCI through  
December 1990 and Dow Jones-UBS Commodity Index thereafter. Effective July 1, 2014, the Dow Jones-UBS Commodity Index was renamed the Bloomberg Commodity Index. Natural Resource Equities represented by 50/50 Blend 
of  Datastream World Oil & Gas and Datastream World Basic Materials through December 2002; S&P Global Natural Resources Index thereafter. Infrastructure represented by 50/50 Blend of Datastream World Pipelines and 
Datastream  World Gas, Water, & Multi-Utilities through December 2002; Dow Jones Brookfield Global Infrastructure Index thereafter. Sharpe Ratio is a measure of risk-adjusted return, calculated by subtracting the risk-free rate from a 
return and  dividing that result by the standard deviation. The higher the Sharpe Ratio, the higher the risk-adjusted return. Volatility is a measure for variation of price of a financial instrument over time. Standard Deviation is a measure 
of the  dispersion of a set of data from its mean, also known as historical volatility and is used by investors as a gauge for the amount of expected volatility. 
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Legal Notes 

Copyright © 2018 Cohen & Steers, Inc. All rights 
reserved. 
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Data quoted represents past performance, which is no guarantee of future results. 
This material represents an assessment of the market environment at a specific point in time and should not be relied upon as investment advice, does not constitute 
a  recommendation to buy or sell a security or other investment and is not intended to predict or depict performance of any investment. This material is not being 
provided  in a fiduciary capacity and is not intended to recommend any investment policy or investment strategy or take into account the specific objectives or 
circumstances of  any investor. Please consult with your investment, tax or legal adviser regarding your individual circumstances prior to investing. 
The views and opinions in this presentation are as of the date hereof and are subject to change without notice. This material represents an assessment of the market  
environment at a specific point in time, should not be relied upon as investment advice, is not intended to predict or depict performance of any investment and does 
not  constitute a recommendation or an offer for a particular security. We consider the information in this presentation to be accurate, but we do not represent that it is  
complete or should be relied upon as the sole source of suitability for investment. Past performance does not guarantee future results. There is no guarantee that any  
historical trend illustrated herein will be repeated in the future, and there is no way to predict precisely when such a trend will begin. There is no guarantee that a 
market  forecast made in this presentation will be realized. 
Risks of Investing in Real Assets. A real assets strategy is subject to the risk that its asset allocations may not achieve the desired risk-return characteristic,  
underperform other similar investment strategies or cause an investor to lose money. The risks of investing in REITs are similar to those associated with direct  
investments in real estate securities. Property values may fall due to increasing vacancies, declining rents resulting from economic, legal, tax, political or 
technological  developments, lack of liquidity, limited diversification and sensitivity to certain economic factors such as interest-rate changes and market recessions. 
An investment in  commodity-linked derivative instruments may be subject to greater volatility than investments in traditional securities, particularly if the instruments 
involve leverage. 
Infrastructure issuers may be subject to adverse economic occurrences, government regulation, operational or other mishaps, tariffs and changes in tax laws and  
accounting standards. Foreign securities involve special risks, including currency fluctuation and lower liquidity. The market value of securities of natural resource  
companies may be affected by numerous factors, including events occurring in nature, inflationary pressures and international politics. Because the strategy 
invests  significantly in natural resource companies, there is the risk that the strategy will perform poorly during a downturn in the natural resource sector. 
Futures Trading Is Volatile, Highly Leveraged and May Be Illiquid. This is not an inducement to buy or sell commodity interests. Investments in commodity 
futures  contracts and options on commodity futures contracts have a high degree of price variability and are subject to rapid and sub stantial price changes. Such 
investments  could incur significant losses. There can be no assurance that the options strategy will be successful. The use of options on commodity futures 
contracts is to enhance  risk-adjusted total returns. The use of options, however, may not provide any, or only partial, protection for market declines. The return 
performance of commodity  futures contracts may not parallel the performance of the commodities or indexes that serve as the basis for the options they buy or sell; 
this basis risk may reduce  overall returns. 
No representation or warranty is made as to the efficacy of any particular strategy or fund or the actual returns that may be achieved. Prospective investors in 
any  Cohen & Steers fund should read its prospectus carefully for additional information including important risk considerations and details about fees and 
expenses. 
Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment advisory firm that provides investment management services to 
corporate  retirement, public and union retirement plans, endowments, foundations and mutual funds. 
Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority (FRN458459) 
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Copyright © 2018 Cohen & Steers, Inc. All rights 
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This presentation is provided to qualified institutional and professional investors or their advisors only for informational  
purposes, and reflects prevailing conditions and our judgment as of this date, which are subject to change. It does not  
constitute investment advice or a recommendation or offer. We consider the information in this presentation to be  
accurate, but we do not represent that it is complete or should be relied upon as the sole source of suitability for  
investment. Past results are not necessarily indicative of future results. Risks involved with investment, including 
potential  loss of capital, should be carefully considered. 

This is not an inducement to buy or sell commodity interests. Strategies that trade in commodities involve a risk of 
loss.  Investors should consider whether such services or products are suitable investments. 

No representation or warranty is made as to the efficacy of are particular strategy or fund or the actual returns that may 
be  achieved. Prospective investors in any Cohen & Steers fund should read its prospectus carefully for additional 
information  including important risk considerations and details about fees and expenses. 

Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority (FRN458459) 

Cohen & Steers claims compliance with the Global Investment Performance Standards (GIPS®). The information 
provided  is supplemental to the full disclosure presentation available from the Advisor. To receive a complete list and 
description of  Cohen & Steers’ composites or a full GIPS® disclosure presentation, please contact Cohen & Steers’ 
Institutional  Marketing Group at 212.822.1620. 
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New York Office: 280 Park Avenue  New York, NY 10017-1216  212 822 1620 
London Office: 50 Pall Mall, 7th Floor  London SW1Y 5JH United Kingdom  44 (0)20 7460 6350 

Marc Haynes 
Senior Vice President 
Head of Sales & Client Service, EMEA 
+44 207.460.6367 
mhaynes@cohenandsteers.com 

Alexander Laskey 
Sales & Client Service, EMEA 
+44 207.460.6376 
alaskey@cohenandsteers.com 
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Investment Research Reports 
 
Amy Richardson – Director, Client Relations 



Advertising  
Opportunities:  
 
Publications 

Institutional Investors 

650 Pension Funds Using 
CAMRADATA 

43 Assisted Searches in 
2017 

Research Reports sent to 
over 6,000 Investors 

Research Reports sent to 
647 Consultants including  

Mercer, Aon & WTW 

Germany 



Research Reports Available 

 
• Multi-Asset: DGF and DC Defaults 

 
• Fixed Income: MSFI and EMD 

 
• Equity: UK, Global and EM 
 



Distribution of Research Reports 

Circulation 

5,385   Investor 

contacts 

    4,279    Pension Fund 

    439    Insurance Firm 

    647    Consultant 

    20      Charity 

 





Feedback  
 
“CAMRADATA is unique and valuable market tool; 
providing an extra dimension to our performance 
monitoring capabilities and allowing us to 
understand our manager’s performance in a wider 
context.  
 
The consolidated peer group reports in particular, 
are an efficient one-stop shop for information 
gathering and enable us to critique the market or 
‘house’ view of any prospective, or currently held 
mandate.” 
 
London Borough of Camden Pension Scheme 
 





Pension Conference 
 
Managing Objectives,  
Maximising Opportunity 
 
19th April 2018 

THANK YOU 
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