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• AH Uncorrelated Strategies Fund rose 4.11% during September, finishing the quarter up 3.03% amidst a
correlation crash and continued uncertainty.

• Top contributor was the Trend sleeve which benefitted from falling bonds and a rising US dollar.

• None of the Fund’s sleeves were major detractors and the Fund is positioned defensively into Q4.

Tom Boyle, Portfolio Manager of the Atlantic House 
Uncorrelated Strategies Fund, provides an update on 
performance for the Fund in the quarter ending 30 September 
2022.

Executive Summary 

2022 has been a tough year for investors. Although it hasn’t felt as fraught as 2020, the damage that has been done
to portfolios using traditional assets has been arguably worse. I wrote in last month’s commentary that August was
“the worst month for diversification this side of the millennium” with every traditional asset class losing money over
the quarter. September managed to beat that again, with the best performing traditional asset class being gold
which lost 2.94% in US dollars. To add insult to injury, out of the worst ten months for diversification since 1989,
three of those occurred in the last four months, as you can see in the chart below.
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Source:©Bloomberg – 31/07/1989  to 30/09/2022 – asset classes: Equities, Government Bonds, Investment Grade Credit, High Yield Credit, 
Commodities & Gold.
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Strategy Review - Continued
This cycle (if you can really call it a full cycle) has been compressed into such a short time that many investors will
still hold some recency bias from the last crash in financial assets (2020). However, we no longer have the luxury of
low inflation and the willingness of monetary policy makers to expand balance sheets to rescue financial assets.
Quite the opposite in fact, with Neel Kashkari (Head of the Minneapolis Fed) saying that he was ‘happy’ to see the
financial markets reaction to Jerome Powell’s speech which was met with a sharp drop lower in both equities and
bonds.

This combination of factors has led to the highest correlation between equities and bonds post financial crisis.

Source: Federal Reserve

The diversification issues aside, politics has begun to wade in on inflation. Politicians, typically not known for their
long-time horizons or appreciation of secondary/tertiary effects, created the first ‘on the edge’ moment of this
drawdown. In the UK, towards the end of September after a ‘mini-budget’, the Bank of England stepped in on
‘financial stability’ grounds to save the Gilt market from self-destructing, a consequence of a chancellor who decided
to roll the dice at the wrong time. Although there is a clear distinction between ‘liquidity’ and ‘solvency’ of the
pension schemes who were at the heart of the issues in the long end of the Gilt curve, lack of liquidity can force
investors to make all sorts of poor decisions. Selling what you CAN rather than what you WANT can have knock on
consequences and we began to see that in everything from UK residential mortgage-backed securities (RMBS) to
investment trust discounts as the crunch unfolded.

These sorts of events, even though the immediacy of this one seems to have fallen quickly, have a lasting effect. In
the same ways that the events of the Global Financial Crisis and COVID-19 will live within risk models forever, this will
materially change the level of duration risk which managers are able to take going forward. As you can see from the
chart below, the lowest 5 day return for GILTS is now 24%, the biggest shock of any of the G7 countries.
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Strategy Review – Continued
Volatility Markets

Volatility markets are perhaps one of the only asset classes to remain ‘orderly’ amidst the wider crunch. When
discussing the state of the market with clients, the question has been “has volatility been too orderly?”.

The headline index for ‘vol’ – the VIX, has not yet broken major panic levels. A brief touch above 35 at the beginning
of the year has not been matched, even as many asset classes head for their worst year since 2008. There are a few
different reasons for this on both the supply and demand side of the equation.

Supply

Supply of short volatility is typically provided by two investor groups. Retail investors are the first group. Their short
volatility exposure typically comes in the form of structured products, put writing strategies, cliquet products and
call overwriting. Then we have institutional investors (both real money and hedge funds) who are more explicit and
can use instruments like volatility and variance swaps to express a volatility view.

For retail investors, the tail wind of rates brings the choice of principal protected vs capital at risk into genuine
question for the first time in years. The ratio of at-the money Call premium vs Zero-Coupon bond price has risen
significantly in the past year, leading to a slow in the volume of vega notional sold into the market from retail
participants.

Source: Goldman Sachs, 11/10/2021 to 07/10/2022

The second supply side consideration is the lack of institutional volatility sellers. Many investors who previously ran
short volatility programmes left the market after suffering significant losses in 2020. 2020 was the worst drawdown
for short variance strategies on record with many either leaving the market or suffering large outflows to the extent
that they are no longer a significant force within the market.

-100

-80

-60

-40

-20

0

20

40

1990 1993 1996 1999 2002 2005 2008 2011 2014 2017 2020

3

Ratio of US market at-the money options premium to 3 year zero coupon bond 
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Strategy Review - Continued
Investors are also concerned about a generally lower level of short volatility trading (where a small allocation can
make a large difference). This may be explained by many larger asset managers choosing the focus on issues closer
to hand, like the equity market performance. Comparing our volatility carry sleeve to the wider equity performance
suggests that their focus may be misplaced with defensive, short volatility significantly out performing equity
markets year to date.

Source: ©Bloomberg, Atlantic House - 31/12/2021 to 07/10/2022.

Demand

The second side to the issue of ‘why isn’t the VIX higher’ is the demand side. The drawdown this year has been well
telegraphed with clear themes which have dominated the reasons why equities should be lower (economic outlook)
and bond yields should be higher (CBs). This has led to lower equity flows and a lower allocation from active
managers, or at least as low as their mandate will allow.

Source: EPFR, Goldman Sachs

With lower overall demand for equities and higher overall levels of volatility the demand for hedges, or indeed crisis
hedges has significant decreased from the discretionary element of the market. The slow grind lower has seen more
investors monetise hedges on the way down and in turn replace them with structures which have less impact in a
rising volatility scenario. Put spreads, puts contingent on volatility and puts contingent on rates/commodities have
all gained in popularity this year. None of these add significant short convexity on the part of dealers, thus
dampening the implied volatility landscape.
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Diversifier Strategies - Sleeve Commentary
Price Pressure (Q3 2022 = -0.42%, September = 0.0%)

Price pressure was flat over the month, with good performance from European dispersion trading mitigated by the
expense from some negative carry in US dispersion. Going into earnings season, the market will watch out for signs
of slowing consumer spending with the top companies in the index (Apple and Amazon) beginning to see signs of
weakness during the month. One new trade was added during the month, a European dispersion package at
attractive levels as dealers enter into a period of forced recycling of left over correlation risks before the year ends.
We expect to add several more trades to the sleeve in the coming weeks.

Non-Directional Carry (Q3 2022 = -0.58%, September = -0.2%)

Non-Directional Carry was the top detractor to the strategy over the month, although within the context of the
market was a small loss. Within the sleeve, the top detractor was European Credit Curves which have been flattening
as credit spreads rise and short term protection is in higher demand. We see credit curves as an attractive strategy
for any recovery in credit spreads without the associated volatility of being short credit protection itself.
Commodities also detracted from the sleeves performance over the month. Commodity curves continue to be
volatile but if the demand destruction which central banks are aiming for materialises a significant change in the
shape of these curves is likely to happen as the world adjusts to a lower aggregate demand.

Volatility Carry (Q3 2022 = 0.57%, September = 0.4%)

It may seem counterintuitive to have volatility carry – an outright form of short volatility position as a positive
contributor in a month/quarter where realised volatility has been so prevalent. This goes to show the extent of the
pricing of optionality in this changing period of higher rates, less diversification and lower equity multiples. Both
credit and equity volatility contributed positively despite volatility on a realised basis in both markets over the
month. The repricing of volatility associated with these moves has seen the Fund sell volatility at more attractive
levels as the market has moved lower, both widening the ‘breakeven’ point for the trades themselves and maximising
the opportunity for the Fund to benefit should volatility calm (not necessarily fall) going forward.

Long Volatility Strategies - Sleeve Commentary
Volatility Convexity (Q3 2022 = 1.04%, September = 0.5%)

Volatility convexity added 50bps of performance at a Fund level over the month. The positive performance came
from fixed income volatility which rose as government bonds continued their sell off since the beginning of the year.
The forward looking picture for rates volatility was not helped by a combination of Fed speakers who maintained the
line that rates will continue to rise until the labour market tightness changes materially, with the added point that the
central bank expects there to be some pain along the way in the quest for this goal. Fixed income implied volatility
was already high and this heightened rhetoric pushed it yet further. The level, which has not yet been reached, is just
how much will investors be willing to pay for fixed income volatility before it reaches the same ‘fatigue’ effect which
equity volatility has run into since the beginning of the year.

Trend (Q3 2022 = 2.09%, September = 3.1%)

Trend was the stand out performer over the month, adding 310bps at a Fund level during September. The strategy
eclipsed its June high as both bonds and equities reached a new low over the month. There were returns across the
range of time periods which the Fund runs trend signals with medium term performing the best, but very short term
(intraday) particularly in commodities delivering high risk adjusted returns.

To illustrate the current positioning of the Trend sleeve, I have shown the current positioning by asset class at the
start and end of the quarter to outline how the Fund is set up going into Q4. The sleeve has increased its short
position in interest rates, but reduced the short in both credit markets and currencies versus the US dollar.
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Important information

Source for all data is Atlantic House Investments, Bloomberg as at 30 September 2022, unless stated otherwise. Calendar year 
performance to 31 December each year.

This document is issued by Atlantic House Investments Limited and does not constitute or form part of any offer or invitation to buy 
or sell shares. It should be read in conjunction with the Fund’s Prospectus, key investor information document (“KIID”) or offering 
memorandum. Atlantic House Investments Limited is authorised and regulated by the Financial Conduct Authority FRN 931264. 
Atlantic House Investments Limited is a Private Limited Company registered in England and Wales, registered number 11962808. 
Registered Office: One Eleven Edmund Street, Birmingham. B3 2HJ. Telephone calls may be recorded.  The contents of this 
document are based upon sources of information believed to be reliable. 

Atlantic House Investments Limited has taken reasonable care to ensure the information stated is accurate. However, Atlantic House 
Investments Limited make no representation, guarantee, or warranty that it is wholly accurate and complete. The information 
provided in the present material is confidential and only for use by its recipient. This material may not be disclosed or referred 
to any third party or distributed, reproduced or used for any other purposes without the prior written consent of Atlantic 
House, any data provider and any other third party whose data is included herein and must be returned on request to Atlantic 
House and any copies thereof in whatever form destroyed.

The Atlantic House Uncorrelated Strategies Fund is a sub-fund of GemCap Investment Funds (Ireland) plc, an umbrella type open-
ended investment company with variable capital, incorporated on 1 June 2010 with limited liability under the laws of Ireland with 
segregated liability between sub-funds.  GemCap Investment Funds (Ireland) plc is authorised in Ireland by the Central Bank of 
Ireland pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 
(S.I. No. 352 of 2011) (the “UCITS Regulations”), as amended. Gemini Capital Management (Ireland) Limited, trading as GemCap, is a 
limited liability company registered under the registered number 579677 under Irish law pursuant to the Companies Act 2014 which
is regulated by the Central Bank of Ireland. Its principal office is at Ground Floor, 118 Rock Road, Booterstown, A94 V0Y, Co. Dublin 
and its registered office is at 1 WML, Windmill Lane, Dublin 2, D02 F206. GemCap acts as both management company and global 
distributor to GemCap Investment Funds (Ireland) plc. GemCap UK Limited (FRN 924419) is an appointed representative of 
Connexion Capital LLP (FRN 480006), which is authorised and regulated by the Financial Conduct Authority and provides 
distribution oversight services to GemCap acting as global distributor and is responsible for the oversight of all distribution 
arrangements for the sub-fund.

Key Risks

This is a marketing communication. A final investment decision should not be contemplated until the risks are fully
considered. A comprehensive list of risk factors is detailed in the Risk Warnings Section of the Prospectus and the
Supplement of the Fund and in the relevant key investor information document (KIID). A copy of the English version
of the Supplement, the Prospectus, and any other offering document and the KIID can be viewed at
www.atlantichousegroup.com and www.geminicapital.ie. A summary of investor rights associated with an
investment in the Fund is available in English at www.geminicapital.ie.

The price of shares and income from them can go down as well as up and past performance is not a guide to
future performance. Investors may not get back the full amount originally invested. The level and basis of
tax is subject to change and will depend on individual circumstances. There is no guarantee that the Fund
will achieve its objective.

The Fund is entitled to use derivative instruments for investment purposes and for efficient portfolio management
and/or to protect against exchange rate risks. Derivatives may not achieve their intended purpose. Their prices may
move up or down significantly over relatively short periods of time which may result in losses greater than the
amount paid. This could adversely impact the value of the Fund. The Fund may enter into various financial contracts
(derivatives) with another party. Where the Fund uses futures or forward foreign currency contracts, it may become
exposed to certain investment risks including leverage, market, mismatching of exposure and/or counterparty risk,
liquidity, interest rate, credit and management risks and the risk of improper valuation. Any movement in the price of
these investments can have a significant impact on the value of the Fund and the Fund could lose more than the
amount invested.

The Fund invests in government and corporate bonds. All bonds will be investment grade (i.e. at or above S&P rating
BBB- or deemed equivalent). If any of the bonds the Fund owns suffer credit events the performance of the Fund
could be adversely affected.

In certain market conditions some assets in the Fund may become less liquid than at other times so selling at their
true value and in a timely manner could become more difficult. Other risks the Fund is exposed to include but are not
limited to are possible changes in interest rates, changing expectations of future market volatility, changing
expectations of equity market correlation and changing dividend expectations. Future legal or regulatory change
could have a significant effect on the Fund.

Web: atlantichousegroup.com Email: info@atlantichousegroup.com Tel: (+44) 020 7043 0100 
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https://www.atlantichousegroup.com/defined-returns-fund
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