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Two years on
It’s now two years since the launch of the Aperture New
World Opportunities Fund. The fund was designed to
deliver equity-like returns with bond-like volatility. Since
inception, that’s exactly what it’s done.
With a portfolio consisting primarily of short-duration,
hard-currency emerging-market bonds, the fund has
outperformed its benchmark, the Bloomberg Barclays
Emerging Markets USD Aggregate 1-5 Year Index, by
1.36 percentage points a year. Net of fees, the fund’s
annualised return is 15.51% in USD with volatility around
4% - not bad considering this includes the market
gyrations during the pandemic (1Y performance, as at
end of March 2021)1.

Navigating the Covid crisis
Despite the severe challenges of the Covid-19 crisis, the
fund’s performance was particularly strong in 2020. With
a net-of-fees return of 7.90%, beating gross market
returns from both US high-yield and US municipal
indices.
This performance is a testament to the experience of the
fund’s nine-strong team, 5 analysts and 4 traders, led by
pioneering and award-winning global investor Peter
Marber.

Targeting superior performance
Peter notes that returns from traditional short-duration
bond funds don’t look very different to those of moneymarket funds. But the New World Opportunities Fund
targets much more attractive performance2.

This is done in two ways. First, the fund aims to achieve
a superior market return by harnessing a persistent
anomaly in investors’ attitude to 75+ developing
countries in Asia, Africa, Middle East, Latin America, and
the former Soviet Union . Then, if this superior beta is
secured, the team looks to add alpha through wideranging strategies not normally associated with shortduration bonds. Throughout, the team aims to damp
down volatility

The “xenophobia premium”
The fund’s main focus is on short-duration, hardcurrency bonds issued by the companies and
governments in emerging markets, although Marber
believes much of this universe is better rated and
economically stronger than many developed countries.
This fundamental strategy accounts for 90–95% of the
portfolio.
These bonds offer attractive risk-adjusted premia that
stem from a longstanding anomaly. Although default
rates in emerging-market countries have historically
been lower than in developed markets, emerging-market
hard-currency bonds (typically in US Dollars) offer higher
yields.
Peter describes this as the “xenophobia premium” – the
excess return that developed-world investors demand
from emerging-market bonds versus similar rated bond
in the US or Western Europe.
1Source : Aperture. Past performance is not a reliable indicator of future
performance of the Fund.
2 There can be no assurance that the investment objective will be
achieved or that there will be a return on capital.
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This reflects their longstanding anxiety about being
exposed to emerging markets, which they still see as
exotic, unpredictable and inherently risky.
Given the lower default rates in emerging markets, this
anxiety is ill founded and irrational. But it’s persistent and
powerful too. “It allows us to harness a bigger risk
premium for our beta”, Peter says, “So that’s exactly
what we aim to do.” 3
In this way, the fund offers its investors a credit arbitrage
opportunity. The team then applies successive screens
and a country model to whittle down the bond universe
from over 2,000 to a pool of around 250 – which still
allows the portfolio ample room for diversification. The
country model draws also on environmental, social and
governance (ESG) factors, which the team has been
incorporating into the process for almost a decade.

Adding alpha
With the core portfolio invested, Peter and the team then
look to add alpha in a wide variety of ways. Most bond
managers aim to outperform by simply investing in highyield or “junk’ bonds. But this is inherently risky as it
rests on getting the individual bond selections right.
Bond risks are skewed to the downside, as defaults can
savagely slash returns.
Peter and the team take a very different approach. They
consider anything that’s liquid or tradable in the
emerging-markets universe, including derivatives,
equities, local-currency bonds and long/short investing.
And they try to make full use of these opportunities to
access alpha and control volatility for an “all-weather”
philosophy to add value in most market conditions.

Relative value
An important strategy here is relative value, sometimes
referred to as “pairs trading” involving a long and
corresponding short position. For example, if the team
believed longer-dated local interest rates in an Asian
country were falling faster than its shorter rates, it might
buy a local 10-year bond and hedge the currency risk by
shorting a 2-year bond of issue – creating what bond
traders call a “flattener.”

Technical tactics
A second alpha-seeking strategy is a technical
approach. The team has two technical specialists who
look for short-term trading opportunities. These might
present themselves over a month, a week or even a
single day. That contrasts with relative-value trades,
which typically take time to mature.
The team looks at a variety of indicators to see who’s
buying or selling what, as this creates short-term
opportunities. Here again, the team can go both long
and short. In 2020, the fund benefited from opportunistic
positions in digital sectors and “reopening” plays in
tourism and hospitality.
In addition to the structural credit premia tied to investor
anxieties
mentioned
earlier,
emerging-markets
nervousness can often create short-term technical
opportunities. When investors panic in emergingmarkets, Marber notes, they tend to “sell now and think
later.” This occurred in March 2020, as Covid struck,
echoing the knee-jerk sell-offs of 2008 and 2011. These
routs tend to be short-lived and create opportunities for
cooler-headed strategies such as Aperture’s fund.

Special situations
Finally, there are special situations. These can arise
from be country defaults – like that of Ecuador last year.
When the oil price plummeted, Ecuador had to
restructure its debt, which plunged from to less than 30
cents on the dollar. Peter and the team saw an
opportunity for a significant return. The risk was very
limited; following the default, there was little room for
downside left4.
Other opportunities arose in 2020 in high-yielding
countries dependent on tourism, such as the Dominican
Republic. Their bonds sold off heavily as the pandemic
took hold. But that presented a forward-looking
opportunity given the likely rebound as Covid abates.
The team also bought longer-dated bonds in countries
such as the Czech Republic when pandemic-prompted
rate cuts looked imminent.

The outlook: same as it ever was?

Another manifestation of relative value is in equities.
Emerging-market equities are inherently volatile, so the
team employs lots of hedges to take out those risks. By
focusing on a few favoured companies and going short
in others, the team can bring the volatility right down
than looks more like bonds.

After two years, Peter and the team are looking ahead
with confidence. As the global economy recovers from
Covid, a rally in emerging-market assets may be
imminent; emerging markets tend to strengthen with
commodity prices and global trade as the US dollar
weakens.

Relative-value strategies offer a very low-risk way to add
alpha for clients. During the Covid crisis, the team made
good returns from going long online retailers and short
their offline equivalents, in both China and Brazil.

3 There can be no assurance that the investment objective will be achieved
or that there will be a return on capital.
4 Past performance is not a reliable indicator of future performance of the
Fund.

In any case, the structural opportunity underpinning the
Fund’s core strategy looks set to persist, just as it has
throughout Peter’s decades-long career.
Meanwhile, the flexibility of the Fund’s alpha-seeking
strategies should stand it in good stead5.

“When you can go long or short in 75
countries, there are always
opportunities out there”
“When you can go long or short in 75 countries,” says
Peter, “there are always opportunities out there.
Emerging markets have most of the world’s population
and generate the lion’s share of its economic activity. So
the biggest risk that I see in these markets is not
investing in them.”

Key features

Aperture Investors is part of our multiboutique platform
Aperture Investors, based in New York, is a global
asset manager founded in 2018 by a partnership
between Generali Group and Mr Peter Kraus, former
Chairman and CEO of AllianceBernstein. Aperture
operates with an unconstrained investment
approach and a unique fee model that aligns the
company’s profitability with that of its clients. The
company charges low, ETF-like fees when
performance is at or below stated benchmarks.
When and only when returns are generated in
excess of a strategy’s benchmark, Aperture
Investors charges a performance-linked fee, and as
such, investment teams are compensated primarily
on outperformance.
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Source: Generali Investments Partners S.p.A. Società di gestione del
risparmio as of 31.03.2021. Past performance provides no guarantee
for the future. No express or implied liability or guarantee is assumed
that the future performance will correspond to the performance
described above. The value of and income from fund units or sub-fund
units ("Units") may rise or fall. No guarantee can be assumed that the
investment objectives of the fund will be achieved. The performance of
and income from the Units have to be reduced by costs and taxes.

Performance fees 30% > benchmark
Management Company Generali Investments Luxembourg S.A.
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