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Cumulative Net Performance 
 

 

As of September 30, 2022 

  

Q3 

 

YTD 

 

1 Year 

 

3 Years 

 

5 Years 

 
Since 

Inception1 

  
Equity 

Correlation5,6 

Fixed 
Income 

Correlation 
6,7 

FARIX 0.87% 2.67% 4.32% 6.84% 4.48% 2.92% 0.3 -0.2 

Wilshire Liquid 
Alternative2 

-1.88% -7.26% -0.77% 0.59% 0.77% 0.82% 0.9 0.3 

Wilshire Liquid Alt 
Global Macro3 

3.11% 13.26% 11.75% 6.63% 4.32% 2.30% 0.1 -0.2 

Bloomberg US Agg 
Total Return4 

-4.75% -14.61% -14.60% -3.35% -0.27% 0.60% 0.1 0.9 

Returns are annualized. ¹Inception date: July 31, 2015. 2Represents the Wilshire Liquid Alternative Total Index (Bloomberg 
ticker: WLIQAT). 3Represents the Wilshire Liquid Alternative Global Macro Total Index (Bloomberg ticker: WLIQAGMT). 
4Represents the Bloomberg US Agg Total Return Value Unhedged USD (Bloomberg ticker LBUSTRUU). 5Data analysis 
provided since inception of the Fund. 6Represents MSCI World TR USD Hedged (Bloomberg ticker: WHANWIHD). 7 
Represents BC Global Aggregate USD Hedged (Bloomberg ticker: LEGATRUH). Source: Fulcrum Asset Management LLP, 
Bloomberg. Fulcrum Diversified Absolute Return Institutional Class has a gross expense ratio of 1.41%. 

 

Performance data quoted represents past performance; past performance does not guarantee future results. 
The investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, 
may be worth more or less than their original cost. Current performance of the fund may be lower or higher 
than the performance quoted. Performance data current to the most recent month end may be obtained by calling 
1-855-538- 5278. Performance shown reflects contractual fee waivers. Without such waivers, total returns would be 
reduced. 

 
The Fund’s investment objectives, risks, charges, and expenses must be considered carefully before investing. The 
prospectus and summary prospectus contain this and other important information about the investment company, 
and it may be obtained by calling 1.855.538.5278, or visiting www.fulcrumassetfunds.com. Read them carefully before 
investing. 

 

Mutual fund investing involves risk. Principal loss is possible. Absolute return strategies are not designed to 
outperform stocks and bonds during strong market rallies. Exposure to the commodities markets may subject the 
Fund to greater volatility than investments in traditional securities. The value of commodity linked derivative 
investments may be affected by changes in overall market movements, commodity index volatility, changes in 
interest rates, or sectors affecting a particular industry or commodity, such as drought, floods, weather, 
embargoes, tariffs and international economic, political and regulatory developments. Derivatives involve special 
risks including correlation, counterparty, liquidity, operational, accounting and tax risks. These risks, in certain cases, 
may be greater than the risks presented by more traditional investments. The Fund may use leverage which may 
exaggerate the effect of any increase or decrease in the value of portfolio securities or the Net Asset Value of the Fund, 
and money borrowed will be subject to interest costs. The Fund invests in foreign securities which involve greater 
volatility and political, economic and currency risks and differences in accounting methods. These risks are greater in 
emerging markets. Investments in debt securities typically decrease in value when interest rates rise. This risk is usually 
greater for longer-term debt securities. Investment by the Fund in lower-rated and non-rated securities presents a 
greater risk of loss to principal and interest than higher-rated securities. 

 
The Fulcrum Diversified Absolute Return Fund is distributed by Quasar Distributors, LLC. 

http://www.fulcrumassetfunds.com/
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Market and Portfolio Review 

Market Review 
The third quarter of 2022 began with a powerful rally in stocks and bonds, after both asset classes had suffered their worst start 
to the year in decades. Before long, however, the 1H22 trend had re-asserted itself: global bonds fell by -6.9% and stocks by - 
6.8% over the quarter as expectations of monetary policy dominated broad asset movements. As shown in Figure 1, this has 
pushed the stock-bond correlation well into positive territory and to a multi-decade high. 

 

Figure 1: Rolling stock-bond correlation for US markets1 

Source: Haver Analytics, Fulcrum Asset Management LLP 

 
In July, stock and bond valuations were buoyed by signs of peaking US inflation and hopes of a Fed pivot towards looser policy. 
However, this was short lived as successive Fed members emphasized the need for continued tightening, and the US August 
Consumer Price Index print overshot expectations, the market rally went sharply into reverse and real yields rose 
significantly. Added to which, geopolitical tensions worsened, with Russia cutting off most of its gas exports to Western 
Europe and governments launching expansive fiscal packages to dampen the energy price shock. With increasing financing 
needs and significantly higher rates, the European bond market experienced heightened volatility. 

 

Within equities, the rates-sensitive telecoms sector suffered significant losses over the quarter, and technology shares also 
ended down despite a strong initial rally. Defensives such as consumer staples and healthcare exhibited less volatility than the 
wider market but still drifted lower, overall. Meanwhile, the more value-oriented industrials sector experienced steady gains. 

 
Despite strong performances in India and Brazil, emerging markets as a whole incurred steep losses, with Chinese equities falling 
-20% on the back of a worsening property slump and decelerating global trade growth. 
Amid the backdrop of a hawkish Fed and elevated geopolitical tensions, the ICE US Dollar Index reached a multi-decade high. 
This, combined with idiosyncratic political developments in the UK, pushed the pound to a record low against the dollar. Broad 
dollar strength also prompted central banks in several major economies, including Japan and China, to intervene in FX markets 
in support of their currencies. 

 
Within commodities, slowing global economic activity exerted further pressure on oil and industrial metals, and higher real rates 
led to significant losses in gold and silver. Meanwhile, natural gas prices spiked in August as Russia limited pipeline exports, 
though they had pared much of these gains by the end of the quarter. 

 

Overall, with stocks, bonds and commodities losing value in tandem, neither the traditional 60/40 portfolio nor the alternative 
50/40/10 mix provided investors with a meaningfully diversified portfolio. 

 

1 90-day rolling correlation between US 10y Treasury Total Return Index and S&P 500 price 
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Performance Review 

 
Going into the third quarter, we were positioned for further shocks to monetary conditions, as well as continued volatility on 
the global supply side. Amid this backdrop, the portfolio posted a positive performance of +0.2% over the quarter, with gains 
from Relative Value (+1.8%) and Diversifying Strategies (+0.3%) offsetting losses from our Directional book (-1.0%). Importantly 
for an absolute return strategy, the portfolio exhibited very low sensitivity to traditional assets. 

 
Within Relative Value strategies, fixed income was the biggest contributor, with gains coming from our short duration bias amid 
a sharp repricing in European rates, particularly for the UK. Currencies also contributed, with the re-emergence of energy 
supply concerns benefiting our long dollar positioning vis-à-vis the pound and euro. Furthermore, with weakening trade 
volumes and a slowing Chinese economy, our short renminbi stance continued to build on year-to-date gains. 

 
Meanwhile, our commodities exposure detracted (-0.3%) from returns. This was led by losses from our long positions 
in precious metals, which saw declines amid the adverse economic and financial environment. 

 

Volatility strategies contributed to returns, led by the currency correlation space. This was complemented by steady gains 
from the Cross Asset book. Dynamic Convexity, Equity Thematic detracted and Equity Macro detracted from returns. 

 
Elsewhere, Diversifying Strategies continued to perform well, capitalizing on the enduring trends within fixed income 
and currencies. 

 

Directional macro strategies detracted, given the large declines seen in broad equity markets. 
 

The following charts detail the portfolio attribution from all our investment strategies over the third quarter of 2022. 
We also outline below the top and bottom five contributors to the portfolio’s total return over the quarter. 

 
 
 
 

Figure 2: Third Quarter - Portfolio Attribution 
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Source: Fulcrum Asset Management LLP 
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Figure 3: Third Quarter – Top and Bottom Contributors to Portfolio Returns 
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Source: Fulcrum Asset Management LLP 

 

Past performance is not a guide to future performance and future returns are not guaranteed. Source: Fulcrum Asset Management LLP 
 
 
 
 
 
 
 
 

Macro and Investment Outlook 
 

Monetary tightening drives concerns over financial stability 
During the third quarter of 2022, as central banks asserted their determination to tackle inflation, markets were hit by 
successive monetary policy shocks. Our model of high frequency financial market movements, shown in Figure 7, 
identified these shocks as the major drivers of equity and bond market weakness, as well as dollar strength, over the 
period. 
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Figure 4: High-Frequency VAR market decomposition2 
 

Source: Fulcrum Asset Management LLP 
 
 

This coordinated shift to monetary tightening has, and will likely continue to, challenge the broader economy through its 
negative impact on markets. Indeed, this is part of how monetary policy is meant to work: lower asset values should help 
moderate aggregate demand and hence lower inflationary pressures. Yet it has also raised the specter of financial instability, 
with elevated uncertainty over the path of future interest rates driving near-record volatility in fixed income markets (see 
Figures 5 and 6). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
2 The HF VAR decomposes the weekly movements in a selection of asset classes into distinct shocks in: Monetary Policy, Unconventional Monetary Policy, Risk 
Sentiment, Oil Supply, Domestic Demand, Global Demand and Supply. The shocks are identified using a Bayesian-SVAR model which combines traditional sign 
restrictions with narrative restrictions relating to key historical market events. The dotted line represents the SVAR’s forecast in the absence of any structural shocks. 
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Figure 5: US 10y Zero-Coupon Bond Volatility3 

Source: Fulcrum Asset Management 
 
 

Figure 6: UK 10y Zero-Coupon Bond Volatility7 
 

Source: Fulcrum Asset Management LLP 

 
Whilst this is clearly a global phenomenon, country-specific developments have also played a role, with the UK seeing significant 
idiosyncratic bond market volatility (implied by the widening gap between Total Volatility and Volatility Explained by Global 
Factor in Figure 6) in the wake of fiscal policy changes. As the Bank of England’s recent experience has shown, these 
developments may create tension between central banks’ inflation fighting and financial stability mandates. This further 
increases the probability of negative shocks to asset valuations. 

 
 
 
 
 
 
 

 

3 The above charts model Zero-Coupon bond volatility, both in absolute terms, and in terms of how much is explainable by the volatility in global fixed income markets. 
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Figure 7: US 10y Real Rate Expectations and Real Term Premium4 
 

Source: Fulcrum Asset Management LLP 
 

 
Figure 8: US 10y Inflation Expectations and Inflation Risk Premium8 

 

Source: Fulcrum Asset Management LLP 

 
This may seem justified, given that the third quarter of 2022 saw a decline in US headline inflation as gasoline prices eased. 
However, September data also revealed a strengthening in underlying price pressures, with core- and services-price inflation 
showing a pronounced uptick. 

 
 
 
 
 
 
 
 

4 Model uses consensus expectations on inflation and interest rates, combined with nominal and breakeven yields, to derive expectations for inflation, real interest 
rates, the real term premium, and the inflation risk premium at the 10y horizon. 
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Figure 9: US CPI inflation YoY, by source 
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This supports our long-held view that inflation will remain substantially higher than both central banks and the market 
anticipate, as shown by our proprietary forecast in Figure 10. 

 

Figure 10: US PCE inflation YoY forecast 
 

Source: Fulcrum Asset Management LLP 
 

Given this, we have been struck by the precipitous decline in inflation risk-premia throughout recent months. Indeed, our 
modelling puts the implied inflation risk-premium for the 10-year horizon at its lowest since the Global Financial Crisis. Going 
forward, we expect market pricing for inflation to remain vulnerable to both underlying domestic price pressures and 
geopolitically driven supply shocks. 
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Broad sell-off raises expected returns, but challenges remain 
The third quarter’s sell-off inflicted significant capital losses on bonds and equities. This carries the silver lining that, with lower 
starting valuations and higher yields, expected returns for traditional asset classes have improved recently, particularly for 
equities (see Figure 11). Meanwhile, expected returns from holding commodities have come down significantly amid a 
weakening global economy and a negative momentum effect. 

 
 

 
Figure 11: Fulcrum MARS expected 1y returns across asset classes5 

 
 

 

 

 
Source: Fulcrum Asset Management LLP 

 

Turning to our asset allocation model (Figure 12), which helps guide our decision-making, these developments in expected 
returns have pushed the optimal equity allocation to its highest in over a year, though it is still underweight. In contrast, after 
being elevated for much of the past year, the commodity allocation has come down significantly and is now in line with its 
strategic weight. The optimal bond allocation has moved upwards only slightly and remains well below its historical average. 
This makes sense when we consider the fact that the yield curve6 remains highly inverted: investors can access cash, with zero 
duration exposure, at yields higher than those on long-term bonds. 

 
 
 
 
 
 

 
5 Macro Allocation & Risk System (MARS) is Fulcrum’s proprietary asset allocation model that uses the macroeconomic environment as its input. The projections shown 
are not guarantees of future returns. 
6  Yield curve is a measurement showing interest rates relative to various lengths of contracts for debt instruments; provides the sentiment of bond investors regarding                            
risk  
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Figure 12: Fulcrum MARS asset allocation across asset classes (4-year horizon)7 

 

Source: Fulcrum Asset Management LLP 
 

 

Final word 
 

Markets have come a long way since the start of the year, moving from a place of relative complacency to pricing in an 
increasingly restrictive monetary policy path. However, with inflation remaining well above target, additional monetary policy 
shocks cannot be ruled out. This is compounded by significant uncertainty on the global supply side - particularly as it relates to 
energy - alongside increased financial market volatility. 

 

Going forward, we maintain our negative stance on government bonds, though have trimmed back our net short duration 
stance following the recent repricing of yields. We continue to position for higher yields in the UK and euro area and have 
maintained our long inflation exposure for the US. Within currencies, we are positioned for a further weakening in the pound 
given the ongoing energy shock and current bond market volatility in the UK. As for equities, a falling pound should provide a 
boost to UK exports, as well as the pound value of corporate earnings, driving our long bias for UK stocks. 

 
For commodities, we maintain our long exposure to oil, given the elevated level of geopolitical uncertainty and continued 
underinvestment in global production capacity. 

 
Overall, we remain defensively positioned, with low exposure to traditional assets and a continued focus on investment ideas 
that are less directional in nature. 

 
 
 
 
 
 

7 Macro Allocation & Risk System (MARS) is Fulcrum’s proprietary asset allocation model that uses the macroeconomic environment as its input. 
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Portfolio Positioning – Individual Risk Allocation by Strategy 

The tables below decompose the percentage of total portfolio risk that each individual investment contributes. While the sum 
of individual risks is 18.7%, total portfolio volatility is much lower, at 4.1%, reflecting embedded diversification benefits. 
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Summary of P&L Drivers - 2022 
 
 

 
Directional: Macro Equities - Europe ex-UK 

Real Assets 

Macro Equities - Asia ex-Japan 

Climate Change 

Macro Equities - North America 

 

Cross Asset: Data Surprises 

China 

Equities 

 

Thematic Equities: Cyclicals 

Horizon 

Global Energy Sector 

Other 

Consumer Trends 

 

Currencies: Chinese Renminbi (Yuan) 

UK Pound 

Australian Dollar 

LATAM Currencies 

Other 

Scandinavian Currencies 

 

Fixed Income: UK Rates 

European Rates 

US Rates 

CEEMEA Rates 

Other 

Chinese Rates 

 

Dynamic Convexity: Equities vs Rates 

Inflation 

Other 

UK Equities 

Equities vs FX 

Fixed Income 

 

Commodities: Global Commodities 

Copper 

Carbon Emissions 

Sugar 

Precious Metals 

Long-dated Oil 

 

Volatility Strategies:  FX Correlation 

Global Dispersion 

Other 

Volatility Carry 

Vix Put 

Tactical Dividends 

 

Diversifying Strategies 
 

-3.6%  -3.0%  -2.4%  -1.8%  -1.2%  -0.6%  0.0%  0.6%  1.2%  1.8%  2.4% 

 

Source: Fulcrum Asset Management LLP 
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HEAD OFFICE, UK 

NEW YORK OFFICE 

Contact Details 
 
 

 

Fulcrum Asset Management LLP 
Marble Arch House 
66 Seymour Street 
London W1H 5BT 
United Kingdom 

 

E: ir@fulcrumasset.com 
 

P: +44 (0) 207 016 6450 
F: +44 (0) 207 016 6460 

 
 
 
 

 

 

Fulcrum Asset Management LP 
405 Lexington Avenue, 9thth 
Floor, New York, NY 10022 
United States of America 

 
 

Paul Seaton, CFA 
Head of North America 
E: paul.seaton@fulcrumasset.com 
P: +1 (646) 837-6110 

mailto:ir@fulcrumasset.com
mailto:paul.seaton@fulcrumasset.com
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Disclosures 
 

This material is for your information only and is not intended to be used by anyone other than you. It is directed at professional 
clients and eligible counterparties only and is not intended for retail clients. This is not an offer or solicitation with respect to the 
purchase or sale of any security. The material is intended only to facilitate your discussions with Fulcrum Asset Management as to 
the opportunities available to our clients. The given material is subject to change and, although based upon information which we 
consider reliable, it is not guaranteed as to accuracy or completeness and it should not be relied upon as such. The material is not 
intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no 
implied or express recommendations concerning the manner in which any client’s account should or would be handled, as 
appropriate investment strategies depend upon client’s investment objectives. The price and value of the investments referred to 
in this material and the income from them may go down as well as up and investors may not receive back the amount originally 
invested. Past performance is not a guide to future performance. Future returns are not guaranteed, and a loss of principal may 
occur. 

It is the responsibility of any person or persons in possession of this material to inform themselves of and to observe all applicable 
laws and regulations of any relevant jurisdiction. Fulcrum Asset Management does not provide tax advice to its clients and all 
investors are strongly advised to consult with their tax advisors regarding any potential investment. Opinions expressed are our 
current opinions as of the date appearing on this material only. Any historical price(s) or value(s) are also only as of the date 
indicated. We will endeavor to update on a reasonable basis the information discussed in this material. References to market or 
composite indices, benchmarks or other measures of relative market performance over a specified period of time ("benchmarks") 
are provided by Fulcrum Asset Management for your information purposes only. Investors cannot invest directly in indices. Indices 
are typically unmanaged and the figures for the indices shown herein do not reflect any investment management fees or 
transaction expenses. Consumer Price Index is a measure used to follow the changes in the price of goods and services 
purchased by consumers. Fulcrum Asset Management does not give any commitment or undertaking that the performance or 
risk profile of your account(s) will equal, exceed or track any benchmark. The composition of the benchmark may not reflect the 
manner in which a portfolio is constructed in relation to expected or achieved returns, portfolio guidelines, restrictions, sectors, 
correlations, concentrations, volatility or tracking error targets, all of which are subject to change over time. 

Simulated, modelled, or hypothetical performance results may be used and have certain inherent limitations. Simulated results 
are hypothetical and do not represent actual trading, and thus may not reflect material economic and market factors, such as 
liquidity constraints, that may have had an impact on actual decision-making. Simulated results are also achieved through 
retroactive application of a model designed with the benefit of hindsight. No representation is being made that any client will or 
is likely to achieve results similar to those shown. 

Certain funds managed by Fulcrum Asset Management LLP use quantitative models, where this is the case, Fulcrum Asset 
Management LLP can and do make discretionary decisions on a frequent basis and reserves the right to do so at any point. 

Certain transactions, including those involving futures, options and high yield securities and investments in emerging markets may 
give rise to substantial risk and may not be suitable for all investors. Foreign currency denominated investments are subject to 
fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment; 
such investments are also subject to the possible imposition of exchange control regulations or other laws or restrictions applicable 
to such investments. Investments referred to in this material are not necessarily available in all jurisdictions, may be illiquid and 
may not be suitable for all investors. Investors should consider whether an investment is suitable for their particular circumstances 
and seek advice from their investment adviser. 

For US Investors: Shares in the Fund will not be registered under the Securities Act of 1933, the securities laws of any state or the 
securities laws of any other jurisdiction, and the Fund will not be registered under the Investment Company Act of 1940. There is 
no public market for the shares, and no such market is expected to develop in the future. Shares in the Fund may not be sold or 
transferred except as permitted under the Fund's articles of association, and unless they are registered under the Securities Act 
of 1933 or an exemption from registration thereunder and under any other applicable securities law registration requirements is 
available. Accordingly, investors will be required to bear the financial risks of an investment in the Fund for an extended period of 
time. 

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), "accredited investors" (as defined in Rule 501(a) under the Securities Act) and Qualified 
Eligible Persons (as defined in Commodity Futures Trading Commission Regulation 4.7). 

This material has been approved for issue in the United Kingdom solely for the purposes of Section 21 of the Financial Services 
and Markets Act 2000 by Fulcrum Asset Management (“Fulcrum”), Marble Arch House, 66 Seymour Street, London W1H 5BT. 
Fulcrum Asset Management LLP is authorized and regulated by the Financial Conduct Authority (No: 230683). © 2022 Fulcrum 
Asset Management LLP. All rights reserved. 


