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In case you only saw the final result, it was quite an eventful quarter. Global equities ended unchanged 
but only after first experiencing a precipitous downdraft. The market recovery from the lows did not occur 
by itself, however—it took central bank assistance and considerably lower bond yields. It was a telling 
reminder that we are in a world of sluggish economic growth and elevated risk. The period also saw a 
flight of capital and a significant re-pricing of assets in a range of market sectors. The silver lining is that 
opportunities to take advantage of dislocations appear to be markedly better.  
 
It’s always dangerous to say that it is different this time but we absolutely live in an era that has little 
precedent. Most obvious is today’s low levels of interest rates and bond yields. Nominal interest rates 
have never been this low, except in the United States during the Great Depression and its aftermath. The 
world today is nowhere near as bleak as it was then (we’re absolutely not in the “sell everything” camp), 
but the combination of low rates, high valuations, high debt levels and high savings in the global economy 
is unparalleled. 
 
Yields are low because productivity is low and investment opportunities that provide good returns are in 
limited supply. Investors own bonds voluntarily, and they would not do so at today’s yields and on such a 
scale if they could obtain better risk-adjusted returns elsewhere. Additionally, investors and consumers 
who could borrow at low rates are choosing not to avail themselves of those rates to put money to work. 
Low yields and lack of investment opportunities also reflect greater risk aversion on the part of 
consumers. The savings rate in the United States is back up at 5%, still below its long-term average but 
well above the level that preceded the Global Financial Crisis. Consumers are far from being tapped out, 
and their capacity to spend could produce a strong tail wind for the economy.  
 
Low yields also mean that asset prices are much more sensitive today to changes in yields. As already 
mentioned, it is probably not an accident that the rebound in equity values was accompanied by a dovish 
stance on the part of central banks and market relief that interest rates would be unlikely to go up any 
time soon. Developed-market bond yields in the quarter declined by 30 to 50 basis points, a very 
significant change, especially in Germany where the 10-year yield fell to near zero, and in Japan where 
the 10-year yield moved into negative territory. The textbook intuition behind discounted present value—
that $100 in the future should be valued less than $100 today—is a lot less true today.  
 
Low yields similarly mean that currencies are very sensitive to small differences across countries in 
interest rates. Recent dollar weakness has much to do with the outlook for a narrowing of the interest rate 
differential between the U.S. versus Europe and Japan.  
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Other things that may fit under the heading of different this time are the ripple effects of lower energy 
prices and the uncertainty in China. The collapse in oil prices represents an extraordinary economic 
event, and we have all felt the direct effects such as lower energy bills and the declines in value of 
energy-related firms. But there have also been more subtle effects. In particular, the vast wealth 
accumulated by the sovereign wealth funds of energy producing nations now has to contend with funding 
deficits rather than investing surpluses. Anecdotally, these institutions have been de-risking and 
liquidating investments, including capital held in hedge funds. We believe that such shocks to large asset 
pools have contributed to the greater correlation recently observed in hedge fund behavior and 
performance. We last witnessed such strongly correlated hedge fund performance in October of 2008 
when Lehman filed for bankruptcy and a temporary ban on short selling was instituted. We are optimistic 
that this one too will pass. 
 
Our China concern is primarily about the risk of contagion. By various measures, China has experienced 
the most significant credit expansion in world history and estimates are that there will ultimately be some 
$3+ trillion in loan write offs. At the same time China is experiencing major capital flight. The combination 
of these and other factors raises the likelihood of a significant currency devaluation, which could occur at 
a measured pace or suddenly. Our main concern here is with contagion risk at the broad portfolio level: 
should a devaluation of the yuan occur, it might help China but at the expense of the rest of the world. We 
think that hedging the Chinese yuan at the very least provides some asymmetric tail protection for a 
globally invested portfolio.  
 
What is definitely not different is our approach to investing which is rooted in the bottom-up search for 
attractive opportunities coupled with the top-down management of macro risk. The world is vast and, 
even if the outlook is not broadly positive, there remain many places to allocate capital. Our search for 
opportunities is anchored in manager selection where we maintain a very high bar on talent. Great 
investors remain great investors provided they are focused, appropriately sized and incentivized—
including having their own capital invested alongside us. We also strive to achieve a good balance of 
opportunity sets and to partner with our managers to execute on those opportunities in an efficient 
manner. Our managers collectively provide a powerful means of sifting through the wreckages of market 
dislocations, and we focus on making the most of this resource, especially in turbulent environments. 
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Important Disclosure 
 
This document has been excerpted and modified from its original version. Clients of HighVista will be provided with an original 
version upon request. 
 
This excerpt has been provided for informational purposes only, reflects the judgments and opinions of HighVista Strategies LLC at 
the time of writing, does not purport to be complete, and no obligation to update or otherwise revise such information is being 
assumed. Historical data and other information contained herein is believed to be reliable but no representation is made to its 
accuracy, completeness or suitability for any specific purpose. No one shall have any liability for any expressed or implied 
representations contained in, or for any omissions from, this information or any related written or oral communications transmitted to 
the recipient. Although a reflection of the judgments and opinions of HighVista Strategies LLC at the time of writing, the information 
expressed herein does not necessarily reflect investment advice or specific investment strategy HighVista utilizes and tailors for 
HighVista’s Clients. Certain statements and data herein are based upon information from sources believed to be reliable at the time 
of writing but there is no representation or warranty as to the accuracy or completeness of this information. Use of information from 
sources referenced herein does not represent any sponsorship, affiliation, or other relationship between HighVista and any other 
company or entity and does not constitute an endorsement.  
 
This information shall not constitute investment advice or an offer to sell or the solicitation of any offer to buy any securities or 
investment product. Nothing contained herein constitutes investment, legal, tax, or other advice, nor is it to be relied on nor 
interpreted as a recommendation in making an investment or other decision. Past performance is not necessarily indicative of future 
results. In addition, index returns are for illustrative purposes only. Index performance returns do not reflect any management fees 
for the index, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index. 
 
THIS PRESENTATION CONTAINS FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF THE U.S. FEDERAL 
SECURITIES LAWS. FORWARD-LOOKING STATEMENTS ARE THOSE THAT PREDICT OR DESCRIBE FUTURE EVENTS OR 
TRENDS AND THAT DO NOT RELATE SOLELY TO HISTORICAL MATTERS. FOR EXAMPLE, FORWARD-LOOKING 
STATEMENTS MAY PREDICT FUTURE ECONOMIC PERFORMANCE, DESCRIBE PLANS AND OBJECTIVES OF 
MANAGEMENT FOR FUTURE OPERATIONS, PERFORMANCE AND RISK AND MAKE PROJECTIONS OF REVENUE, 
INVESTMENT RETURNS, RISK CALCULATIONS OR OTHER FINANCIAL ITEMS. FORWARD-LOOKING STATEMENTS CAN 
GENERALLY BE IDENTIFIED AS STATEMENTS CONTAINING THE WORDS “WILL,” “BELIEVE,” “EXPECT,” “ANTICIPATE,” 
“INTEND,” “CONTEMPLATE,” “ESTIMATE,” “ASSUME,” “TARGET” OR OTHER SIMILAR EXPRESSIONS. SUCH FORWARD-
LOOKING STATEMENTS ARE INHERENTLY UNCERTAIN, BECAUSE THE MATTERS THEY DESCRIBE ARE SUBJECT TO 
KNOWN (AND UNKNOWN) RISKS, UNCERTAINTIES AND OTHER UNPREDICTABLE FACTORS, MANY OF WHICH ARE 
BEYOND CONTROL. NO REPRESENTATIONS OR WARRANTIES ARE MADE AS TO THE ACCURACY OF SUCH FORWARD-
LOOKING STATEMENTS. 
 

	

 


