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Cumulative Net Performance 

 

 

                                                                                       As of December 31, 2022 

  
Q4 

 
YTD 

 
1 Year 

 
3 Years 

 
5 Years 

 

Since 
Inception1 

  

Equity 
Correlation5,6 

Fixed 
Income 

Correlation 
5,7 

FARIX -0.68% 1.97% 1.97% 5.27% 4.12% 2.72% 0.3 -0.2 

Wilshire Liquid 
Alternative2 

1.78% -5.61% -5.61% 0.66% 0.82% 1.03% 0.9 0.4 

HFRX Global 
Hedge Fund Index3 

0.17% -4.39% -4.39% 1.91% 1.41% 1.40% 0.8 0.2 

Bloomberg US Agg 
Total Return4 

1.87% -13.01% -13.01% -2.71% 0.02% 0.84% 0.3 1.0 

Returns are annualized. ¹Inception date: July 31, 2015. 2Represents the Wilshire Liquid Alternative Total Index (Bloomberg 
ticker: WLIQAT). 3Represents the HFRX Global Hedge Fund Index (Bloomberg ticker: HFRXGL). 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). 7Represents 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 fourth quarter of 2022 saw a significant rebound in asset prices, with global equities posting a +9.8% gain alongside a 

+4.5% increase for global bonds. Though the beginning of the quarter saw a sell-off across asset classes, signs of dis-

inflation across goods and energy products began to lift sentiment by the end of October. Markets then staged a powerful 

rally in November as the US October Consumer Price Index report revealed a larger-than-expected deceleration in both 

core and headline inflation. This led to a downward move in real term premia (see Figure 1) and an easing of financial 

conditions.  

 

Figure 1: Real Yields Decomposition at the 10-year maturity1  

 
Source: Haver Analytics, Fulcrum Asset Management LLP 

 
Headline inflation also eased in Europe, with warmer-than-expected weather causing a sharp decline in natural gas prices. 

This, combined with stronger-than-expected economic data, delivered a reprieve to European markets, with the euro 

appreciating by +9.2% against the dollar and European equities rising by +14.3%. As core inflation moved higher, officials 

at the European Central Bank (ECB) signalled increasing resolve to further tighten monetary policy. This, combined with 

expectations of looser Federal Reserve policy going forward, contributed to the euro’s strength.  

 

Public health developments in China also exerted a powerful influence over markets during this period. As the spread of 

Covid-19 accelerated in November, both Chinese domestic activity and world trade volumes experienced a sharp 

slowdown. The resulting decline in energy demand coincided with Brent Crude falling below $80 per barrel for the first 

time since February 2022.  

 
Before long, however, signs that the Chinese government was abandoning its ‘zero-Covid’ restrictions framework led to an 

improvement in the medium-term growth outlook. This contributed to a rebound in oil as well as a rally in non-energy 

commodities and Chinese equities. These developments fed into a rise in risk appetite across global markets.  

 
 
 

 
1 In any given period, the real yield (grey) is the sum of the average expected short term real rate (black) and the real term premium (orange). The 10-year real term 
premium is calculated by the 10-year inflation-linked yield minus a measure of consensus expectations derived from Bayesian modelling.  
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Amid this environment, UK equites, with their bias towards cyclically oriented companies, also rose. Whilst the pound 

appreciated against the dollar, it depreciated against the euro, reflecting a divided Bank of England (BoE) and increased 

pessimism around UK growth prospects.  

 

Towards the end of the quarter, the Bank of Japan (BoJ) surprised markets by widening its yield-curve control band for the 

10-year yield. Against a backdrop of core inflation close to 3%, markets interpreted this as a signal of future monetary 

tightening. This led to a significant decline in Japanese equities, as well as an appreciation in the yen away from a three-

decade low.  

 

Performance Review 

The portfolio posted a negative performance of -0.6% in Q4, with losses from Relative Value (-1.7%) and Diversifying 

Strategies (-0.2%) strategies offsetting gains from our Directional (+2.0%) strategies. 

 

Within Relative Value, Equity Thematic was the largest detractor, as its defensive posture going into the quarter was 

dented by the rebound in risk assets. Our Currencies strategy also declined as the improving growth and energy outlook 

drove an appreciation in Western and Central European currencies. This was partially offset by our Asian currencies 

positioning, which rose amid optimism around China’s medium-term growth prospects. 

 
Cross Asset and Dynamic Convexity saw declines as they were positioned for a deterioration in global growth going into 

the quarter. Meanwhile, Commodities contributed, as precious metals and oil exposures saw gains. Fixed Income was also 

little changed, as losses from being short duration were offset by trades in Japanese, Latin American and Scandinavian 

rates. Elsewhere, the Volatility book detracted.  

 

The following charts detail the portfolio attribution from all of our investment strategies over the fourth quarter of 2022. 

We also outline below the top and bottom five contributors to the portfolio’s total return. 
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Figure 2: Fourth Quarter - Portfolio Attribution 

 
Source: Fulcrum Asset Management LLP 

 
 

 
 

Figure 3: Fourth Quarter – Top and Bottom Contributors to Portfolio Returns 
 
 

 
 

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 
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Macro and Investment Outlook 
 
Declining US inflation shifts attention from US Federal Reserve 

 
US inflation remained well above the Federal Reserve’s 2% target at the end of 2022, but it saw a notable easing 

throughout the final quarter of the year. This was driven primarily by sharp falls in core goods prices and energy inflation. 

In contrast, exchange rate and input cost pressures prevented a similar decline in Europe, with underlying Euro Area 

inflation stabilizing at a higher level (see Figures 4 and 5). 

 

Figure 4: US underlying CPI inflation2 
 

 
 

Figure 5: Euro Area underlying CPI inflation3 

 

 
 
 

 
2 Based on a model from Stock and Watson (2015) which uses statistical techniques on inflation sub-components to extract an estimate of the underlying trend inflation 
rate, where M-UCSVT stands for Multivariate Unobserved-Component Stochastic-Volatility Trend.  
3 Fulcrum’s proprietary nowcast is based on a Bayesian Dynamic Factor Model which takes a range of hard economic data and survey information to provide an accurate 
and timely indication of economic activity. 
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Given these developments, officials at the European Central Bank have expressed a clear desire to maintain a steady pace 

of rate hikes even as their counterparts at the Federal Reserve ease off. Furthermore, whilst US wage pressures have 

shown signs of abating, countries such as the UK are seeing evidence of second-round wage effects (see Figure 6). Even 

Japan, which has experienced decades of near-deflationary conditions, is seeing an acceleration in underlying inflation, 

placing mounting pressure on the Bank of Japan to tighten policy. Going forward, these dynamics should put pressure on 

non-US fixed income valuations and the US dollar.  

 

 

Figure 6: UK and US underlying wage growth4 

 

 
 

Source: Haver Analytics, ONS, Fulcrum Asset Management LLP 

 

 

European economies show resilience as energy prices fall 
 

Going into the fourth quarter, both the industrial and consumer sectors in Europe were surprisingly strong given the 

extent of the energy price shock faced by the continent. Much of this can be attributed to the generous subsidy and 

support packages rolled out by fiscal authorities. By the end of the quarter, warmer-than-expected weather had caused a -

55% plunge in front-end European natural gas prices, leading to a further improvement in the outlook for growth (see 

Figure 7) and government borrowing.  

 

Whilst recent weakness in energy markets lowers the likely path of headline inflation, a stronger economy should provide 

European policymakers greater space to tighten monetary policy. Furthermore, with Russian gas pipelines largely cut-off, 

the continent may struggle to fill storage going forward and is highly vulnerable to weather conditions. This keeps the 

prevalence of supply and monetary policy shocks at the forefront of concern for Europe and indeed the entire global 

economy.  

 
 
 
 
 
 

 
4 Uses Atlanta Fed Median Wage Growth for the US and HMRC Median of Pay Growth for the UK, both of which control for compositional effects. 
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Figure 7: Euro Area real-time estimate of underlying activity5 
 

 
Source: Haver Analytics, Fulcrum Asset Management LLP 

 
 

Chinese Covid spread dents activity, but re-opening lifts outlook   
During the month of November, it became clear that Covid-19 was spreading rapidly in China. High frequency data, such 

as subway ridership in major cities (see Figure 8), pointed to a sharp drop in economic activity.  

 
Figure 8: China Major City Subway Ridership (2019-12-31=100)6 

 

 

Source: UBS Evidence Lab, Fulcrum Asset Management LLP 

 
 

This imparted a deflationary impulse onto global markets, with our models identifying a large and persistent negative 

shock to oil-specific demand over this period (see black bar in Figure 8). 

 

 
5 Fulcrum’s proprietary nowcast is based on a Bayesian Dynamic Factor Model which takes a range of hard economic data and survey information to provide an accurate 
and timely indication of economic activity. 
6 Uses an aggregation of daily ridership in Beijing, Shanghai, and Guangzhou. 
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Figure 9: Brent Oil Cumulative Price Decomposition since October7 
 

 
 

 
Source: Haver Analytics, Fulcrum Asset Management LLP 

 

By the end of December, however, domestic mobility began to recover (see Figure 8), and Chinese authorities signaled a 

clear desire to move away from Covid restrictions. This improves the outlook for the global economy over the next year, 

with both energy and non-energy commodities likely to benefit as a result. That being said, the success of China’s re-

opening will depend on how well the healthcare system copes with rising infections and mortality. As such, we continue to 

closely monitor Chinese public health developments.  

 
 
 
 
 
 
 
 
 
 
 
 

 

 
7 Decomposition of movements in oil price into contributions from fundamental structural shocks hitting the economy. These shocks are: Monetary Policy, 
Unconventional Monetary Policy, Risk Sentiment, Oil Supply, Domestic Demand, Global Demand and Supply. The shocks are identified using a Bayesian Structural VAR 
(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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Final word  
 

The final quarter of 2022 demonstrated how rapidly new macroeconomic shocks can emerge. Through our rigorous 

research and portfolio management process, we stand ready to identify these shocks and adjust our positioning 

accordingly.  

 

Given the easing inflation picture in the US and more positive global growth environment, we have moderately increased 

our equity positioning and are now holding negative US dollar exposure. Across fixed income we maintain our negative 

duration stance but on a regionally differentiated basis, with a focus on Europe and Japan where we expect monetary 

policy to tighten further. With underlying inflation still well above target, and inflation risk premia low, we maintain our 

long breakeven stance in the US. We also expect to see outperformance of UK equities given their tilt towards global 

commodity producers as well as the relative weakness of the pound.  

 

Within commodities, we continue to hold exposure to oil, which should benefit from the improved activity outlook and 

the persistent underinvestment in global energy production. Moreover, the easing in the US dollar and US real interest 

rates should provide support to our precious metals exposure.  

 

Overall, we remain defensively positioned, with low sensitivity to traditional assets and a continued focus on investment 

ideas that are less directional in nature. 
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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 15%, total portfolio volatility is much lower, at 5.2%, reflecting embedded diversification benefits. 

 

 
For illustrative purposes only. Subject to change. 
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Summary of P&L Drivers - 2022    

 
 

Source: Fulcrum Asset Management LLP using RiskMetrics 

 

-3.0% -2.6% -2.2% -1.8% -1.4% -1.0% -0.6% -0.2% 0.2% 0.6% 1.0% 1.4% 1.8%
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Scandinavian Rates

CEEMEA Rates
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Fixed Income:                                             European Rates

Scandinavian Currencies
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Currencies:                                 Chinese Renminbi (Yuan)
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Technology Disruption
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China

Cross Asset:                                                   Data Surprises

North America
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Directional:                                                 United Kingdom
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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
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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. 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). © 2023 Fulcrum 
Asset Management LLP. All rights reserved. 


