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The day in the markets

What you need to know

& Dollar rises to highest level since 2002
as pound and euro refreat

®S&P 500 climbs a further 0.6% while
Nasdaq Composite gains 05%

= Hong Keng, China and Japan bourses
alllose ground

The dollar hif a new 20-year high
yesterday as investors braced themselves
for an inferest rate decision by the US
Federal Reserve.

An index measuring the greenback
against six peers rose almost 0.8 per cent
to ifs highest level since 2002. The pound
fell 0.4 per cent fo $1133 and fhe euro lost
09 per cent o consolidate below parity
at $0988. An MSCl index of emerging
market currencies slipped 0.3 per cenf.

Those moves came ahead of the
conclusion of the latest meeting of the US
central bank yestferday, where rate-
setters were expected fo raise borrowing
costs 0.75 percentage points — marking
the third consecufive increase of such
magnitude. The Fed's current target
range stands at 2.25 fo 2.5 per cenf.

Victoria Scholar, head of investment at
the fund supermarket Inferactive
Investor, said that a combination of haven
demand and the Fed's expected rafe rise
were driving demand for the dollar
against most major currencies.

“The dollar Is rallying more
aggressively against the euro than the
pound given that the Bank of England
on Thursday Is expected to follow the
Fed with a similarly hawkish rate
Increase. The inferest rae differential
allure of the dollar post the Fed is only
likely to last one day against the pound

‘ US dollar rips higher
Dollar index
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Choose the right

alternative to

pricey investments

Cliff Asness

Markets Insight

y colleagues and 1 have
‘been saying for years that
traditional portfolios are
expensive and therefore
face low prospective
returns over the long term. In fact,
expected returns for such portfolios
with 60 per cent of funds inequities and
40 per cent in bonds appear to have
been hoveri: ! ever.

hing (private eq
for example).

The alternativesindustry, while a var-
ied bunch, can be very roughly catego-
rised as: 1) strategies where most of the
return relies on exposure to market fac-
‘tors such as private equity and private
credit and 2) strategies where returns

Tequir p ion. Nevertheless, a
long-term low-return environment for
equities cannot be hidden from forever.
In comparison, the second type of
alternatives has not had the same tail-
winds. If anything, a strong trailing dec-
ade for stocks and bonds has led many
to reduce their exposures to the truly

are mostly unrelated to th per-

However, our prediction had not
panned out —until recently (frankly we
would prefer it never did, we like mar-
¥ goup too). But thatis not surpris-

point] hike from the Bank of England”

Wall Street’s S&P 500 share gauge was
up 06 per cent by the lafe morning in
New York, after closing the previous
session 11 per cent lower. The Nasdaq
Composite rose 0.5 per cent. In Europe,
the regional Stoxx 600 rose 09 per cent
and London’s FTSE 100 rose 0.6 per cenf.

Earlier in the day, Hong Kong's Hang
Seng index slid 18 per cent and China's
mainland CS| 300 fell 0.7 per cent. Japan's
Topix lost 1.4 per cent.

In government debt markets, the two-
year US Treasury yield added 0.04

the first time since 2007, extending gains
from the previous session. The yield on
The 10-year Treasury nofe was sfeady at
356 per cent, close o an 11-year high.

John Velis, foreign exchange strategist
for the Americas at BNY Mellon, said he
expected the Fed would raise inferest
rates as high as 5 per cent early next year,
above the 4 per cent peak currently
priced in by markef. The Fed's new
forecasts would probably imply “a
sustained period of high inferest rafes™
instead of a quick “pivot” to monetary
easing early next year, he said.

if we see a similar [0.75 percentage percentage points fo hif 4 per cent for Chris Flood and Nikou Asgari
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Wall Street

Better than expected resulfs sent General
Mills fo the fop of the S&P 500
benchmark. The company behind
Cheerios cereal and Haagen-Dazs ice
cream reporfed earnings of $111a share
for its fiscal first quarter, which was

1 cents above the Refinitiv-compiled
estimate.

Jeff Harmening, chief executive, said
the group’s ability fo navigate a “highly
volatile operating environment” gave it
the leeway to raise its “full-year outlook
for nef sales, operating profif, and EPS
growth”.

The announcement of some ambifious
medium-term fargefs pushed Coty
higher. Sue Nabi, chief executive at the
beauty group, said revenues were on
frack fo double fo $500mn fo $600mn by
2025, aided by the doubling of skincare
sales in three years.

Engineered materials supplier
Glatfelter refreated after suspending its
quarterly dividend as part of “efforts fo
optimise the operational and financial
results of the business”, it said.

Defence groups climbed following
news that Russia’s president planned fo
mobilise the country’s army reserves to
support ifs invasion of Ukraine. Raytheon
Technologles, Lockheed Martin and
Northrop Grumman all rose on signs the
conflict could be entering a critical new
phase. Ray Douglas

Europe

Uniper plummeted on news that it was
being nationalised.

Finnish energy group Fortum, which
owns a majority stake in Uniper, agreed
to sell ifs entire holding fo the German
government for €170 a share, which
equated to about €500mn.

Uniper has been under considerable
pressure this year following a large
reduction in gas deliveries from Russia.

RBC Europe said this development was
“effectively a sorry, but almost inevitable,
end fo Uniper as a listed enfity".

Italian fashion group OVS jumped affer
chief executive Stefano Beraldo declared
an “excellent” half-year performance.

Sales climbed 18 per cent compared
with the same period in 2021 and was up
8.5 per cenf against the pre-pandemic
first half of 2019.

Beraldo expected “full-year resulfs fo
significanily improve over the previous
year” and said OVS would be returning
more money to investors through a
€20mn boost to its share buyback
programme.

Paris-listed OL Groupe, the parent
company of Olympique Lyonnais, rose
sharply following media reports that the
Ligue 1 football feam was set fo be faken
over. Sports newspaper L'Equipe said US
investor John Texior was getfing help
from financier Mark Affolter in his effort
to buy the dlub. Ray Douglas

London

Sk Capltal, the digital marketing group
run by ex-WPP chief Martin Sorrell, rallied
off the back of half-year results that
seftled “nerves”, said Citi.

St reiferated ifs full-year guidance,
having cut its earnings outlook in July in
amove that senf its shares fumbling at
the fime. Even after yesterday’s jump,

Sk remained more that 70 per cent lower
This year.

The group forecast “a significantly
stronger second-half performance with a
weighting fo the fourth quarter”.

Vodafone climbed on news that French
billionaire Xavier Niel had bought a
2.5 per cenf sfake in the felecoms
operator.

A statement from the invesiment
vehicle that bought the holding on behalf
of Niel suggested he planned fo shake up
the group, stafing there were
“opportunifies fo accelerate” such as the
streamlining of Vodafone's footprint.

Fantasy figurines manufacturer Games
Workshop sank despite raising its
dividend. What soured sentiment was a
slide in pre-tax profif fo £39mn for the
quarter against £45mn for the same
period last year.

Rumours that chancellor Kwasi
Kwarteng planned to cut stamp duty on
properfies af this week's mini budget
lifted housebuilders Persimmon, Taylor
Wimpey and Barratt. Ray Douglas

ing, aslong-horizon predictions are just
notaboutshort-term market timing.

Stocks, bonds and a range of other
asset classes have struggled this year
amid persistent inflation, hawkish cen-
tral bank responses, geopolitical tur-
moil and recession concerns. Much of
this has come from a reversal of the low
and seemingly always falling real inter-
est rates thatkept markets high. The sil-
ver lining, some may hope, is that after
all we have seen this year, markets may
finallybe cheap.

Unfortunately, they are not. Yes, mar-
kets arenot as i at the start

of capital markets, such as
some macro hedge funds, equity market
neutral str i managed futures.

The first type, privates, has seen stu-
pendous growth over the past decade—
not surprising given those strategies, by
and large, have posted very strong

Many strategies posting

above-average returns in
the past decade are now

likely to underperform

returns. But why? Undoubtedly, many
of these managers are skilled, but the
historically strong environment for

of the year, buta iew months of cheap-
eningafter a decade-plus of richeningis
a tiny drop in an awfully large bucket.

stocks dsalso helped. Any strat-

egy with returns that are economically

tied to markets should do well when

markets do well, particularly if the bets
1 a

‘Westill live squarely in th 1d of low

expected returns over the long term for
most traditional investments.

What is the solution? Something
investors probably already know, but
‘may have abandoned during an excep-
tionally long bull market: diversifica-
tion. But when it comes to diversifica-
tion, we need to be careful. Just because
something appears different does not
‘meanit is diversifying, and just because
something is called an “alternative”
does not mean it is not basically the

Privates also benefited from reported
volatility that risk

ifying types of i dueto
disappointing relative returns (an
unfair comparison, but that does not
mean it does not happen). We collec-
tively seem to learn and unlearn these
lessonsina painfully cyclical manner.
Now, back to today. Markets are still
offering much less thannormal, and the
first type of alternative is in this same
boat. Frankly, many of the strategies
that posted above-average returns over
the past decade are more than likely to
underperform over the next decade.
However, this is not the case for the
second type of alternative. Because they
‘mainly try to generate returns regard-
less of market direction, these strategies
may prove to be the more valuable in
the decade ahead. Given that these are
our strategies, we are arguing here with
obvious self-interest. But I would note
that market-neutral strategies that go
long cheap and short expensive stocks
are actually at close to record levels of
cheapness. Another self-serving shout-
out should go to managed futures,
i trails when beta — or track-

of the actual assets — something I have
cheekily called “volatility laundering”.
This understatement of risk has been

it has perhaps inverted the typical illi-
quidity premium (the return boost
from being willing to own illiquid
assets) into a headwind. In effect, illi-
quidity has become a feature you would
pay for, not a bug for which you would

ing the market —is king but then shines
whenitisnot (asin2022).

The current environment is giving
plenty of short- and long-term reasons
to diversify. When investors are looking
to alternatives, just make sure they are
actually an alternative.

Cliff Asness is a founder and chiefinvest-
ment officer at AQR Capital Management
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WHICH US CITIES
ARE THE BEST FOR
FOREIGN INVESTORS?

Get the expert view from the Nikkei-FT
Investing in America rankings

Nikkei and the Financial Times, two of the world’s
leading business news organisations, unveil a new,
unique global perspective on foreign investment

in the US.

Investing in America helps foreign investors discover
where best to achieve success in the US through
data-driven city rankings, a unique special report
and the Investing in America Summit, held on

6 Octfober 2022.

Learn more at investinginamerica.live.ft.com

Look out for the winning US city to be
announced at FT.com on 6 October 2022.




