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Hermes Fixed Income Team

2

1 Member of MAC Investment Committee. 2 Employed by Sutherland, an outsourced third party researcher. CFA® is a trademark owned by the CFA Institute.
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Risk: Duration
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The correlation between equities and bonds has fluctuated significantly over time between positive 
and negative. The correlation between inflation-linked bonds (real rates) and equities  shows a more 
stable though still variable picture of the long-term correlation between equities and real rates.  This 
correlation is already firmly in positive territory.  The comparison also highlights how much of the 
negative correlation between equities and bonds has been driven by the disinflationary environment 
of the past 25 years.  

The importance of dynamic duration management

3

1 Source: Bloomberg as at 31 October 2014. 2 Source: Bloomberg as at 31 July 2019.

Stock-bond correlation regimes1 US bond and equity correlation 

(36m rolling v S&P 500 Index)2
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Diversification is not a complete defence

Source : Hermes Credit Team, Bloomberg and Bank of America Merrill Lynch as at 31 July 2019.

Rising correlations have eroded the impact of diversification 

4

Fixed income asset class correlation (36m rolling v US Government Bond)
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Tools to manage downside risk in global credit

5

1 Dynamic duration 
management 2 Structural downside 

protection via defensive 
credit

3 Diversification across 
different classes

6 Holistic risk 
management 4 Dynamic 

allocation across 
types of credit

5 Fundamental credit 
analysis
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Market review
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Source: 1 Hermes and Bloomberg as at 22 March 2019. 2 Hermes and Bloomberg as at 23 July 2019. 3 BAML as at 30 June 2019. 4 Hermes and Bloomberg as at 16 July 2019.

Global PMI surveys1 2s10s, 3ms10s, 10s30s2

Issuance for LBO/dividends3 US rates volatility4
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Convexity: a key challenge for 2020 in global credit

7

Source: 1 BAML as at 30 June 2019. 2 Hermes Credit and ICE Bond Indices as at 16 July 2019. 3 Hermes Credit as at September 2019. 4 Hermes Credit, CS Indices, BAML data as at 31 October 2019.

Convexity by region (% above call)1 Energy3

Convexity by sector3 Leveraged loans v high yield for press4
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Dispersion creating opportunities

8

Global corporate Credit (IG & HY)1 Cash price differential BB-CCC2

CDS cash basis2 Equity v credit4
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Investment process

9

Screening

Core investable universe: 

 Credit portfolios

 All components of the capital 
structure (senior secured, senior 
unsecured and subordinated credit)

Companies screened based on: 

 Valuation

 Contribution to benchmark risk (nominal, duration  and DTS)

 Recent trading volatility

 News flow

Prioritise coverage: 

 Top down themes

 Bottom up sector focus

 Risk v benchmark

Research recommendation:

 Final score – credit, ESG, value

 Security recommendation

 Relevance to benchmark

 Final scores and 
diagnostics are an input 
into position sizes

Selected issuers/securities become a building block for portfolio 
construction 

 Identify debt instruments that 
provide the most value

 Performance at risk

Hermes Global Credit Portfolios

Credit Selection

Portfolio Construction
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Scoring ESG risk at the company level

Source: Hermes. Model data for illustrative purposes only.

The Tear Sheet combines credit, ESG and valuation analysis

10

Research outcomes

► Financial risks

► Operating risks

► ESG risks

► Investment and ESG scores

Relative-value

► Degree of expected performance 
v investment universe

► Bond v loan v CDS

► EUR v USD v GBP

Score 1-5

1 = highest
5 = lowest

1-5 credit score

Cash, loan and 

CDS valuations

ESG Score
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Hermes credit strategies

Diversification to concentration – US$3.3 billion invested across the range

11

Source: Hermes as at 30 September 2019.    

Risk

R
e

tu
rn

Fixed credit 
allocations

Dynamic credit 
solution

Global
HY Credit

Multi Strategy 
Credit

Absolute
Return Credit 

Unconstrained
Credit
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Multi Strategy Credit

12

The value of investments and income from them may go down as well as up, and you may not get back the original amount invested. Any investments overseas 
may be affected by currency exchange rates. Past performance is not a reliable indicator of future results and targets are not guaranteed. 

1 Inception date: 01 June 2013. Performance as at 30 September 2019 in USD, gross of fees. 2 Performance shown is of the strategy upon which the Hermes Multi Strategy Credit portfolio is based, 
in USD gross of fees. Source: Hermes Credit Team. 3 Ex post volatility shown of the representative account within the composite. Source as at 30 June 2019. The information on this slide is the 
composite and is supplemental to the GIPS® compliant presentation that follows. This strategy does not have a benchmark. 

Strategy performance Rolling year performance (%)

30/09/2018 
to 

30/09/2019

30/09/2017 
to 

30/09/2018

30/09/2016 
to 

30/09/2017

30/09/2015 
to 

30/09/2016

30/09/2014 
to 

30/09/2015

Strategy2 8.30 1.51 6.73 8.79 0.86

Portfolio volatility3
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Hermes Multi Strategy Credit Strategy

Past performance is not a reliable indicator of future returns. The value of investments and income from them may go down as well as up, and you may not get back the original 
amount invested. 
Source: Evestment. Hermes Multi Strategy Credit Strategy, USD, gross of fees. Performance from 30 September 2014 to 30 September 2019. Indices used (from left to right): Bloomberg Barclays 
Global Aggregate – Corporate, JPM GBI, JPM GBI-EM Broad Diversified, ICE BofAML Global High Yield Constrained, ICE BofAML 0-5Y US HY Constrained.

Max drawdown over past 5 years

13

1Y Max 
drawdown

5Y Max 
drawdown

1Y Standard 
deviation

3Y Standard 
deviation

5Y Standard 
deviation

Hermes Multi-Strategy Credit -2.34 -2.92 4.05 2.83 3.15

Bloomberg Barclays Global Aggregate – Corporate -5.30 -5.30 4.55 4.18 4.02

JPM GBI -8.30 -8.59 5.19 5.39 5.13

JPM GBI-EM Broad Diversified -12.71 -17.02 8.21 8.73 9.46

ICE BofAML Global High Yield -4.67 -8.57 6.05 4.73 5.84
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Case study – Taper Tantrum

Downside protection in periods of market stress
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Past performance is not a reliable indicator of future returns.
Performance shown is based on the representative fund upon which the Hermes Multi-Strategy Credit Strategy is based. 
Source: Evestment. Performance over the Taper Tantrum (between 30 June and 31 December 2013) in USD, gross of fees. Data is supplementary to GIPS® Presentation that follows. As fund 
inception date is May 2014, composite data used here. Indices used (from top to bottom): Bloomberg Barclays Global Aggregate – Corporate, JPM GBI, JPM GBI-EM Broad Diversified, ICE 
BofAML Global High Yield Constrained, ICE BofAML 0-5Y US HY Constrained.
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Summary
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► Correlation and rate levels make duration dependency a risk 

► High conviction approach allowing for credit selection to be a major component of returns

► Seeking downside protection through multiple avenues

► Truly global approach

► ESG integration is a valuable tool for both downside protection and alpha generation through engagement 
on key issues that can impact the enterprise value and cash flows
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Hermes Multi Strategy

GIPS® Composite
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Year
Gross of Fees 

Return
Net of Fees 

Return
Benchmark

Return
Composite 

3-Yr St Dev (%)
Benchmark 

3-Yr St Dev (%) No of Portfolios
Composite 
Dispersion

USD Total 
Composite 

Assets (Million)
% Total Firm 

Assets

2018 -1.7 -2.4 - 2.7 - <5 - 1086 3.4

2017 6.3 5.6 - 3.0 - <5 - 1315 3.8

2016 10.1 9.4 - 3.5 - <5 - 866 3.0

2015 1.0 0.4 - - - <5 - 767 2.7

2014 6.1 5.4 - - - <5 - 360 0.9

2013* 4.4 4.0 - - - <5 - 40 0.1

Composite: Hermes Multi Strategy Credit Hedged to USD

Creation date: 01 June 2013 Inception date: 01 June 2013 All information is quoted in USD

*Partial Year Returns for Composites and Benchmark

Hermes Fund Managers Limited claims compliance with the Global Investment Performance Standards (GIPS®) and 

has prepared and presented this report in compliance with the GIPS® standards. Hermes Fund Managers Limited 

has been independently verified for the periods 1 January 1998 through 31 December 2018.  The verification report 

is available upon request. Verification assesses whether (1) the firm has complied with all the composite 

construction requirements of the GIPS® standards on a firm-wide basis and (2) the firm’s policies and procedures 
are designed to calculate and present performance in compliance with the GIPS® standards. Verification does not 

ensure the accuracy of any specific composite presentation.

For the purposes of compliance with GIPS®, the firm is defined as Hermes Fund Managers Limited ("Hermes"), an asset 
management group consisting of a number of subsidiary or affiliate companies. As of 31 December 2009 the Hermes Fund 
Managers Limited firm definition was broadened to better represent the full range of investment strategies offered. Hermes 
Investment Management is the brand name for the Hermes group including Hermes Fund Managers Limited. Information 
about changes is available upon request. Gross of fees returns have been calculated gross of management, custodial fees 
and reclaimable withholding taxes, but after all trading commissions.

The composite includes all discretionary portfolios following the Hermes Multi Strategy Credit Hedged to USD strategy run 
by the Hermes Credit team and has an inception date of 1 Jun 2013. The objective of the strategy is designed to target a 

return similar to High Yield credit with significantly less overall volatility.The strategy may invest in a broad range of assets, 
either directly or through the use of derivatives, (including, but not limited to, equities, equity-related securities, eligible CIS 
and/or financial indices, futures, options, swaps, debt, fx and money markets). The strategy through its investments in FDIs 
may be leveraged. The composite does not have a benchmark as it is an absolute return strategy. Performance returns 
shown in USD. The Composite base currency is USD.

The management fee schedule for this strategy is 0.65% per annum.

The standard fees are shown in Part 2A of its Form ADV. For historical fees, please contact Hermes. Net results reflect the 
above-mentioned fee schedules, actual results may vary for each individual portfolio.

Composite descriptions, along with additional information regarding policies for valuing portfolios, calculating performance,
and preparing compliant presentations are available upon request. Where appropriate, composite dispersion is calculated as 
the asset weighted standard deviation of the annual returns of the constituent portfolios. If a composite consists of less than 
five portfolios for the full year then no measure of dispersion is shown. The three year annualised standard deviation 
measures the variability of the composite and benchmark returns over the preceding 36 month period. Standard deviation 
measures are not shown where there are less than 36 monthly observations available. Standard deviation measures are not 
required for periods prior to 2011.
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Important information
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For professional investors only. This is a marketing communication. This document does not constitute a solicitation or offer to any person to buy or sell any related securities, 
financial instruments or financial products. No action should be taken or omitted to be taken based on this document. Tax treatment depends on personal circumstances and may 
change. This document is not advice on legal, taxation or investment matters so investors must rely on their own examination of such matters or seek advice. Before making any 
investment (new or continuous), please consult a professional and/or investment adviser as to its suitability. Any opinions expressed may change. All figures, unless otherwise 
indicated, are sourced from Hermes. 

The value of investments and income from them may go down as well as up, and you may not get back the original amount invested. Any investments overseas may 

be affected by currency exchange rates. Past performance is not a reliable indicator of future results and targets are not guaranteed.

The main entities operating under the brand ”Hermes” or “Hermes Investment Management” are: Hermes Investment Management Limited (“HIML”); Hermes Fund Managers 
Ireland Limited (“HFM Ireland”); Hermes Alternative Investment Management Limited (“HAIML”); Hermes European Equities Limited (“HEEL”); Hermes Real Estate Investment 
Management Limited (“HREIML”); Hermes Equity Ownership Limited (“HEOS”); Hermes Stewardship North America Inc. (“HSNA”); Hermes GPE LLP (“Hermes GPE”); Hermes 
GPE (USA) Inc. (“Hermes GPE USA”) and Hermes GPE (Singapore) Pte. Limited (“HGPE Singapore”). HIML, HAIML and HEEL are each authorised and regulated by the 
Financial Conduct Authority. HAIML and HIML carry out regulated activities associated with HREIML. HIML, HEEL, Hermes GPE and Hermes GPE USA are each a registered 
investment adviser with the United States Securities and Exchange Commission (“SEC”). HGPE Singapore is regulated by the Monetary Authority of Singapore. HFM Ireland is 
authorised and regulated by the Central Bank of Ireland. HREIML, HEOS and HSNA are unregulated and do not engage in regulated activity.

Issued and approved by Hermes Investment Management Limited which is authorised and regulated by the Financial Conduct Authority. Registered address: Sixth Floor, 150 
Cheapside, London EC2V 6ET.  Telephone calls will be recorded for training and monitoring purposes. Potential investors in the United Kingdom are advised that compensation 
may not be available under the United Kingdom Financial Services Compensation Scheme.
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Hermes Investment Management

We are an asset manager with a difference. We believe that, while our primary purpose is to help savers and beneficiaries by providing world class 
active investment management and stewardship services, our role goes further. We believe we have a duty to deliver holistic returns – outcomes 
for our clients that go far beyond the financial – and consider the impact our decisions have on society, the environment and the wider world.

Our goal is to help people invest better, retire better and create a better society for all.

Our investment solutions include:

Private markets

Infrastructure, private debt, private equity, commercial and residential real estate

High active share equities

Asia, global emerging markets, Europe, US, global, small and mid-cap and impact

Credit 

Absolute return, global high yield, multi strategy, unconstrained, real estate debt and direct lending

Stewardship

Active engagement, advocacy, intelligent voting and sustainable development

Offices
London | Denmark | Dublin | Frankfurt | New York | Singapore

For more information, visit www.hermes-investment.com or connect with us on social media:


