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Source: Bloomberg, III Capital Management

Investment Factor Returns

Momentum (iShares MTUM) has been the best performing 
investment factor over the last year, with returns of 16.1% 
compared to 7.9% for the MSCI USA Index. Size (small cap 
stocks) has been the underperformer.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Source: Bloomberg, III Capital Management

Factor Volatility

Momentum has had the highest realized volatility over the last 
60 days compared to other investment factors. It has been almost 
twice as volatile as the Size factor.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Source: Bloomberg LP, III Capital Management

Minimum Volatility Factor

“Min Vol” ETFs have outperformed the broader indices over the 
last year.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Source: Bloomberg LP, III Capital Management

Low Vol vs Min Vol: Performance

Minimum volatility, which looks at reducing portfolio variance, 
has outperformed low volatility, which carves off a percentage of 
the lowest volatility individual stocks. Minimum volatility has 
outperformed low volatility YTD.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Source: Bloomberg LP, III Capital Management

Low Vol vs Min Vol: Allocations

Low Vol has a much higher allocation to electric utilities and 
REITS than Min Vol; neither tend to do well in a rising rate 
environment. Overall, Min Vol looks more balanced in terms of 
sector allocation.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 

Low Vol (SPLV) Min Vol (USMV)
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Source: Bloomberg LP, III Capital Management

Sector Returns

Healthcare and Tech are the best performing sectors in the S&P 
500 YTD; the Materials and Mining sectors are the worst. 
Surprisingly, the Utilities sector has weathered the move to 
higher rates quite well so far.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Source: JPM Asset Management

Sector Valuations

Consumer Staples and Utilities have the lowest beta to the S&P 
500, but have a negative correlation to bond yields. They are also 
trading rich compared to their 20 year history on a 1 year 
forward P/E basis.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Global Equities Performance 

Brazil has been the top 
performing equity market 
YTD; China has been the 
worst. These returns, 
however, are in local 
currencies. The picture 
looks different when you 
translating returns back to 
USD (see next slide).

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS Source: Bloomberg LP, III Capital Management
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Global Equities Performance (in USD)

Using the price return of 
various country ETFs 
(which provide their 
return in USD), the US 
equity market stands out 
as the clear outperformer 
YTD. The ACWI ETF is 
down 0.3% so far this 
year; without the US, it 
would be much more 
negative. Bottom line: 
international allocations 
for US investors have been 
painful recently.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS Source: Bloomberg LP, III Capital Management
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FX Returns

USD strength has been a 
major theme this year. Of 
all the major countries, 
only Mexico has seen its 
currency outperform the 
USD. Many emerging 
market currencies have 
depreciated by more than 
10% relative to the USD. 
Asset appreciation in 
these countries has largely 
been offset by weaker 
currencies.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS Source: Bloomberg LP, III Capital Management
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Global Equity Valuation Metrics

Europe has the highest 
dividend yields and 
the lowest average P/E 
ratios; US markets 
have the opposite. 
Russia has the lowest 
1-year forward P/E 
ratio and P/B ratio, 
followed by Korea. 
India stands out in 
Asia as rich on a P/E 
basis.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 

Source: Bloomberg LP, III Capital Management
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Global Dividend Yields

Russian equities provide the 
highest dividend yield (5.9%) 
of all the major markets we 
track. US equities pay only 
1.9%. It’s important to note, 
however, that the US market 
gets extra benefits from share 
buybacks which are 
projected to be more than an 
estimated $800 billion in 
2019.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Stock Buybacks

Accounting for buybacks, the “yield” of the S&P jumps to 4.7%. 
Buybacks appear to be a larger source of yield than dividends.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 

Source: Yardeni Research Source: JPM Asset Mgmt
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Realized Volatility: US vs Rest of World

Equity volatility in the US compared to the rest of the world 
started the year around average levels, spiked in Q1 with the 
VIX debacle, and collapsed in Q2 and Q3 as international 
markets sold off. Q4 may see the return of higher US equity 
volatility compared to other DM countries.

Source: Goldman Sachs

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Historical S&P 500 Valuations

The S&P may be trading expensive according the CAPE 
valuation metric, but thanks to 20%+ earnings growth this year, 
P/E ratios have fallen back close to their 25-year averages. The 
S&P still appears to be marginally cheap relative to corporate 
bond yields.

Source: JPM Asset Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Cross Market Volatility

Equity volatility has had a 3 spikes so far in 2019. Volatility in 
other asset classes remains contained, especially in fixed income.  

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 



18

Earnings Estimates

US earnings are almost 25% higher on the year. European 
earnings are roughly 10% higher. Earnings in EM are up a 
modest 2%. This helps explain some of the 2019 EM 
underperformance. 

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Small Caps

Small cap stocks did great in Q2 and Q3 when investors were 
concerned over trade and the USD peaked. Small caps have given 
back much of their outperformance and have decoupled from the 
USD.

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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EM Equity Valuation

The difference in P/E ratio of 8X between the MSCI EM Index 
and the S&P 500 is the highest it has been going back to the 
financial crisis. Over that time period, the S&P has outperformed 
EM by 144%.  

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 



21

China Equity Market

The Shanghai Composite is 25% lower YTD, clearly in bear 
market territory. The large China weight in most EM indices is 
hurting investors with passive EM exposure.

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Chinese Equities and Copper

The link between Chinese equities and industrial metals like 
copper appears to be intact.   

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 



23

EM vs S&P: P/E Ratio Comparison

This chart tells the same story: the ratio of 1-year forward P/E 
multiples of the MSCI EM Index compared to the S&P 500 is at a 
multi-year low. 

Source: Bloomberg LP; III Capital Management

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 
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Defensives vs Cyclicals

The performance of cyclical stocks (blue line) rolled over in the 
middle of the year compared to defensive stocks. Historically, 
there has been a strong link between cyclicals outperformance and 
higher bond yields. That link appears to have broken.

Source: @Stretegas via Twitter

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS 

Source: Bloomberg LP; III Capital Management



Important Information

25

This presentation is deemed to be confidential and may only be reviewed by the person or entity to which it is

addressed and such person’s or entity’s professional investment advisors. Any retransmission,

dissemination or other use of this material is expressly prohibited.

This material is not an offer or a solicitation for any managed account or fund product of III Capital Management

(“III”). Such an offer or solicitation can only be made pursuant to the applicable offering document and otherwise in

accordance with applicable futures and securities laws.

III, its employees, its affiliates and/or its affiliates’ advisory clients (including the III funds and other clients of III Capital

Management) may hold a position in any of the securities and financial instruments discussed herein, or in other

securities or instruments of any issuer discussed herein.

This material is deemed to be confidential and may only be reviewed by the person or entity to which it is addressed

and such person’s or entity’s professional investment advisors. Any retransmission, dissemination or other use of this

material is expressly prohibited. This material 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 applicable law or regulations.

Futures and securities trading are speculative and involve substantial risk of loss. There can be no assurance that the

funds and accounts advised by III will achieve profits or avoid incurring substantial losses.

Market information provided herein was generally prepared by sources unrelated to III, as attributed. It is believed to

be reasonably accurate and current for the purposes of the illustrations provided but III has not independently verified

this information.

Any statements regarding market events, future events or other similar statements constitute only subjective views, are

based upon expectations or beliefs, should not be relied on, are subject to change due to a variety of factors including

fluctuating market conditions, and involve inherent risks and uncertainties, both general and specific, many of which

cannot be predicted or quantified and are beyond III’s control. Future evidence and actual results could differ

materially from those set forth in, contemplated by, or underlying these statements. In light of these risks and

uncertainties, there can be no assurance that these statements are not or will prove to be accurate or complete in any

way. No representation is made that III’s investment processes or investment objectives will or are likely to be

successful or achieved.

Trade examples are illustrative only. See the applicable offering document for a full investment strategies description.

Event listing is based on publicly available information at the time and subject to change. It is not an exhaustive list.

The indices used in this report have not been selected to represent an appropriate benchmark to compare the

performance of any III-advised fund or product.

III also wishes to bring your attention to the following RISK FACTORS:

• An investment in a III fund or account is speculative and involves a substantial 

degree of risk.

• A managed account investor does not invest with limited liability and may not only 

lose all or a substantial amount of its investment, but may lose more than the 

original investment and profits earned. 

• If the product is offered as a fund, there will be restrictions on transferring and 

redemption of fund interests and the fund will not subject to the same regulatory 

requirements as U.S. mutual funds. There will be no secondary market for fund 

interests and none will be expected to develop. An investor could lose all or a 

substantial amount of his or her fund investment. 

• Futures and securities trading is highly speculative and volatile.

• III is subject to certain conflicts of interest.

• III is dependent on the services of certain key personnel, and, were certain or all of 

them to become unavailable, the product may prematurely terminate.

• PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE 

RESULTS. 

• III may trade on foreign markets. 

• The investment strategies to be used by III may involve substantial use of 

leverage. 

• The product will have substantial fees and expenses that reduce returns. 

• It is impossible to predict what new governmental restrictions or regulation may be 

imposed on the markets and/or the effects of any such action on products 

managed by III. In particular, the current proposals to regulate derivative markets, 

including speculative position limits with respect to derivatives, if enacted, may 

negatively impact the availability of derivatives employed by III or their pricing.

• Certain funds which III advises incurred substantial losses in 2008, and some of 

these have been liquidated.

• Funds and accounts managed by III may be materially adversely affected by 

prolonged recession or economic stagnation.

• There can be no assurance as to when markets may return to conditions 

consistent with historical norms.

• III may be unable to maintain financing, or maintain financing at current pricing 

levels, for their positions.

• Funds and accounts are subject to counterparty credit risk with respect to their 

brokers, banks, dealers and other trading counterparties.

• There can be no assurance that an investment will provide diversification to an 

investor’s portfolio and there is a risk that an investment will be positively 

correlated with a traditional portfolio of stocks and bonds.

• Interest carry losses are incurred when short-term borrowing costs are higher than 

the yield on the investment finance. The product will be subject to the effects of 

interest-rate movements and there is a risk that it will experience a negative carry 

while holding their positions.

Disclaimers Risk Factors


