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The third quarter of 2018 saw a continuation of robust fundamentals in the U.S. but more fragile 

conditions in foreign markets. Foreign economies have been more affected as trade tensions have 

escalated and U.S. interest rates have risen. The dollar continued to rise during the quarter, as did U.S. 

bond yields which are at near fifteen-year record spreads versus those in Germany and Japan. U.S. 

equities ended the period up 10.6% for the year versus -1.4% for developed market equities and -7.7% 

for emerging market equities. 

 

The divergences have indeed been stark. For example, U.S. growth stocks continued their surge, 

outperforming value stocks by 3% in the quarter and by 13% for the year-to-date—having already bested 

value stocks by 16% in 2017 and by nearly 163% since 2008. The posterchild was Amazon which 

through September this year gained 71% and added an astonishing $400 billion to its market 

capitalization. Popular Asian growth stocks Tencent and Alibaba by contrast declined 19.1% and 11.2%, 

respectively, during the quarter (and are down similarly for the year). The China A share market also 

continued its decline and is now down 19.7% for the year-to-date. 

 

Almost immediately after the quarter ended, a global equity market sell-off ensued and while some of the 

divergences reversed somewhat (value outperformed growth and Amazon gave back a significant portion 

of its year-to-date gains), many did not, including foreign equity markets continuing to underperform U.S. 

equities. It was a vivid reminder of how quickly things can change and how important it is to have a 

rigorous investment discipline. 

Our Strategy in Today’s Investment Environment 

 

Today’s investment environment has a particular macro backdrop, as well as structural one. At the macro 
level, U.S. economic and earnings growth have been remarkably strong, aided in no small part by the 
corporate tax cut that took effect this year. At the same time, the escalation of trade tensions and higher 
interest rates have been much worse for foreign markets than for the United States, and they have added 
to the pressures that those markets already faced. The uncertainty around Brexit, for example, had 
already put a damper on businesses making long-term commitments to the U.K. and the rest of Europe. 
Additionally, China overcoming its domestic struggles was already dependent on sustained high rates of 
economic growth. These factors together have contributed to the U.S. being a less uncertain place to 
invest capital—at least in the short run. Market prices, moreover, are reflecting this state of affairs by 
according much lower valuation multiples to foreign equities.  It looks very much like a get-what-you-pay-
for environment in which geopolitics is increasingly becoming a source of fragility and creating propensity 
for dislocations.  
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Macro questions aside, the capital markets continue to evolve structurally in the way capital is invested 
and managed. Outperforming requires a crisper edge today given that individuals are trading less (for 
example, by favoring indexing) and are increasingly leaving it to the more sophisticated money to duke it 
out among themselves. At the same time, banks continue to remain on the sidelines in important areas of 
the capital markets (the result of regulatory constraints following the Global Financial Crisis). It is an 
important phenomenon that has fostered the growth of the private capital markets through alternative 
investment firms and platforms that engage in the likes of direct lending, restructuring, reinsurance and 
private equity. 
 
Taken together, these conditions only reinforce what we are striving to do today. As always, the starting 
point is to seek attractive investments, and we have a specific playbook for doing so. It is anchored in a 
bottom-up search based on a thorough understanding of the fundamentals. In an uncertain world, there is 
little substitute for owning positions that are deeply researched and attractively priced relative to their 
fundamental value.  
 
We have two primary means to seek these attractive investments. The first is to have close partnerships 
with managers who have broad mandates and who are highly skilled at sourcing and executing on a wide 
range of opportunities. These firms seek to look through near-term issues and develop a clear view of 
fundamental value over the medium term, and they will be of sufficient scale (typically a few billion dollars 
in AUM or more) to possess the resources and capabilities needed to execute on such a strategy. They 
also tend to do better in dislocated environments when sellers become needier. We believe that 
conditions project well for such firms given the way the macro environment seems to be evolving. 
 
Our second approach is to search for inefficient areas of the capital markets where we can deploy capital 
with high-quality players dedicated to those areas. Inefficient markets are usually less crowded because 
one needs highly specialized capabilities to succeed in those areas and because the larger players 
cannot profitably deploy sufficient capital there. The skill sets required in niche markets are hard to come 
by, and we take great care in how we select and work with our partners in these spaces. These types of 
opportunities tend to be riskier individually, but they have much higher upside and play an important role 
in a well-diversified portfolio. 
 
In everything we do, we seek to be very cognizant of our comparative advantage: where do we and 
where do we not possess investment edges, how can we develop new ones, and how soon must we 
abandon an approach where our edge is diminishing. Enduring advantages for us have always been our 
mandate to search far and wide for opportunities, as well as our network and the trust we are able to 
develop with high quality partners. With niche managers that tend to be smaller given their more limited 
scope and the size of their markets, we have increasingly been able to create value by driving terms and 
alignment. Where possible and sensible, we will also participate in coinvestments with our managers.  
 
We also seek to be cognizant of the broad categories of investment risk we are taking and to maintain 
thoughtful diversification. While our conviction level is driven primarily by positives that are specific to a 
given investment rather than macro considerations, we are careful to aggregate the macro exposures that 
are embedded within and manage those risks from a top-down and from an overall perspective. 
 
When we look top-down, we are not trying to time markets. In this, we do not possess a material edge 
(nor does anyone else that we know). Rather, our focus is on tail-risk management and maintenance of 
dry powder. In a dynamic world, vigilance to an evolving risk environment is essential if the goal is to 
protect on the downside, and our risk models provide an important means for seeking to do so. Equally 
importantly, possessing dry powder in dislocated environments and being close to our managers can be a 
very fruitful way to earn returns. Striving to achieve both is an important part of what we do. 
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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. This information has not been provided in any fiduciary capacity (e.g. ERISA or otherwise) and it is not intended 

to be, and should not be considered as, impartial investment advice.  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. References to 

specific securities and issuers are for illustrative purposes only, may or may not be currently held in a direct or indirect capacity, and 

are not intended to be, and should not be interpreted as, recommendations to purchase or sell such securities. 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.  

 


