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One year ago, economists surveyed at the onset of 2023 issued cautionary warnings about 
an impending recession, heightening the concerns of already apprehensive investors. This came on 
the heels of a challenging year (2022), marked by one of the worst periods for bonds due to 
escalating inflation and the ensuing policy rate adjustments. Yet the synchronised tightening of 
labour markets globally, the absence of balance-sheet imbalances among households and 
corporations, and the delayed impact of restrictive monetary policies on growth, collectively served 
as countering factors against the anticipated downcycle. Indeed, the market pessimism observed 
in early 2023 proved to be more of a trap than a warning for investors. 
 
And despite not having a material impact on financial conditions, the March crisis, triggered by the 
bank run on the Silicon Valley Bank, provoked a strong volatility shock that also served to remind 
the significance of upholding a balanced portfolio construction which provides resilience in market 
stress cycles. Although impacted via their allocation to bank credit and equity, H2O AM portfolios 
mitigated the shock through their yield curve strategy (buying the short-end of the US yield curve 
and selling the long-end) and short dollar against emerging FX. This positioning jointly benefited 
from the perceived dovish stance of the Federal Reserve and the US regional bank 
mismanagement. 
 
Now guided by the conviction that inflation is poised to return to target, without necessitating a 
more forceful and detrimental monetary response from central banks, the market enters the year 
2024 on an exceptionally positive trajectory, buoyed by references to a "Goldilocks economy" or a 
"Fed loosening cycle" in the media. However, within a market framework characterised by 
increasing mechanisation, we perceive this heightened optimism as entailing additional risks. 
 
Market mechanisation is the prevailing trend wherein participants increasingly mirror each other's 
behaviour and positioning, under the strong pressure of regulators to adopt similar practices in risk 
management. Mechanised investors tend to react with exaggeration during adverse periods and 
amplify their positions during favourable ones. As such, unforeseen developments trigger sharp 
responses due to the absence of diversification among investors (including banks, as they are now 
restricted from providing contrarian liquidity).  
 
The cumulative impact of surprise, combined with uniform and elevated positioning, heightens 
both the likelihood and potential magnitude of a market shock. The year 2024 will be riskier, not 
due to macro developments, but because the market will react more dramatically to deviations 
from the prevailing macro consensus. Thus, evading the mechanisation trap necessitates avoiding 
2024’s optimism trap. Consequently, H2O AM will seek to adopt a more tactical approach to 
proactively mitigate vulnerability to tail risks. 
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Overall, the H2O AM UCITS fund range demonstrated strong performance across its asset 
class allocation, encompassing Fixed Income, Currencies, Credit, and Equity. As a reminder, the firm 
relies on a top-down, discretionary process to formulate the base macro scenario from which 
investment views and themes are derived. 

 

 
Source: CACEIS. Data as of 29 Dec. 2023. Performance presented relates to the respective fund’s reference share class and is 

computed net of fees, on a NAV-to-NAV basis. Past performance is not a reliable indicator of future performance. 
 

A key driver behind this year's overall performance was the constructive view on emerging 
markets held by the investment team. This perspective was executed through a long position in a 
thoughtfully selected basket of emerging market currencies, predominantly financed against the 
US dollar. These markets, often overlooked in the past decade, currently present a rare 
combination of low valuation and high carry. Factors such as the nearshoring trend, improved 
terms of trade and ensuing capex cycle further contribute to the positive outlook for emerging 
markets. 
 
The global equity allocation also performed well, primarily based on H2O AM’s view that funding-
deprived firms face elevated risks in a monetary contraction environment, a condition often 
correlated with their size or development stage. To capitalise on this theme, the team adopted a 
long position in US blue-chip stocks (S&P500) against small and mid-caps (Russell 2000). Additional 
returns were generated through sectorial arbitrage, favouring EU Banks and Autos against 
growth or defensive stocks (i.e., Tech, Consumer Staple). These selected industries not only 
benefited from the extension of the business cycle in 2023 but also exhibited sound fundamentals 
and an undervalued state. 
 
The fixed income segment also delivered positive returns; an outcome primarily attributed to yield 
curve strategies, notably the positive performance of the US yield curve steepener view (long 
short-term treasuries against long-term treasuries). This position acted as a counterbalance in 
March (SVB crisis), but also in Q3 2023, attenuating the underperformance stemming from 
penalised emerging markets due to the US cyclical outperformance and the pronounced rise in 
term premium following the deterioration of the developed markets fiscal outlook. Finally, the 
funds’ active management of G4 (US, Japan, UK, Germany) 10-year government bonds proved 
attuned with the general direction of yields this year. 
 

 

H2O Adagio FCP  I EUR 2 years 01/10/2020 2.6% 5.9% 7.3% 16.6% 6.5%

H2O Moderato FCP  I EUR 3 years 01/10/2020 10.6% 8.5% 10.7% 32.9% 15.0%

H2O Allegro FCP  I EUR 5 years 25/09/2020 5.9% 35.9% 20.5% 73.4% 24.8%

H2O Vivace FCP  I EUR 5 years 25/09/2020 22.1% 24.1% 19.1% 80.6% 31.9%

H2O Multibonds FCP  I EUR 5 years 05/10/2020 4.0% 26.0% 26.4% 65.6% 22.7%

H2O MultiStrategies FCP  I EUR 5 years 05/10/2020 24.1% 22.8% 22.3% 86.4% 31.0%

H2O MultiEquities FCP  I EUR 5 years 08/10/2020 53.7% 3.3% 35.2% 114.8% 39.2%

MSCI World TR EUR 01/10/2020 21.8% -18.1% 19.6% 36.7% 13.0%

JPM Gov Bond Broad Index EUR 01/10/2020 -2.3% -12.0% 0.8% -10.0% -3.7%

H2O MultiAggregate  I USD 3 years 04/02/2016 2.3% -10.2% 15.7% 6.4% 7.0%
BBG Global Agg TR Index Value -1.4% -11.2% 7.1% -6.2% 1.8%

H2O MultiEmerging Debt  I USD 3 years 12/05/2016 -3.7% -24.0% 32.7% -2.9% 3.5%

50 % JPM GBI-EM, 50% JPM EM Global Diversified -5.3% -14.7% 11.9% -9.6% 2.0%

H2O EuroSovereign  I EUR 3 years 19/06/2019 1.4% -6.6% 11.2% 5.2% 5.9%

BBG EuroAgg Treasury TR Index Value -3.5% -18.5% 7.1% -15.7% -2.4%

Benchmark 

Anchored

Last                  

3 Years

Minimum 

Recommended 

Investment 

Horizon

Inception 

Date
2021 20232022Category Fund Name

Unconstrained

Absolute return 

Fund Parameters Performances

Since 

Inception 

(annualised)



 

Page 3 / 3 
For Investment Professional Use Only 

This note has been designed and produced by H2O Asset Management from sources it considers reliable 

H2O AM Market Views and Positioning 
 

 
 
 
We invite you to rediscover some of the communications sent in 2023 to provide you insights into 
our macroeconomic scenario: 
 

- H2O AM Market Views & Positioning on January 17th, 2023: 2022 Performance Review & 

Perspectives for 2023 

- H2O AM Macro Update on March 2023: Video Link (password: H2oAM2024?) 

- H2O AM MacroNote on April 6th, 2023: Emerging Market Currencies: Still a good investment 

- H2O AM Market Views & Positioning on May 15th, 2023: Central Banks’ new conundrum 

- H2O AM Market Views & Positioning on July 12th, 2023: Sticky Inflation: A self-love story 

- H2O AM MacroNote on October 20th, 2023: So far, so good 

 
 
 
 

Edited by H2O AM in Paris / London – January 8th, 2024 

 
 
 

 
DISCLAIMER 

 
This document is distributed for information purposes only and does not constitute advice, an offer or an invitation by or on behalf of H2O AM 
to buy or sell securities, related financial instruments or other products, or to engage in any trading strategy in any jurisdiction. This document 
is intended for professional clients within the meaning of the MiFID Directive. It may not be used for any purpose other than that for which it is 
intended and may not be reproduced, disseminated or communicated to third parties in whole or in part without the prior written consent of 
H2O Asset Management. 
 
This presentation has been designed and produced by H2O Asset Management from sources it considers reliable. H2O Asset Management shall 
not be held responsible for any decision taken or not taken on the basis of the information contained in this document, nor for the use that a 
third party may make of it. The analyses and opinions contained in this document represent the views of the author(s) referenced at the date 
indicated and are subject to change without notice. There is no guarantee that future developments will correspond to those anticipated in this 
document. 
 
Before investing in any product, an investor should fully understand the risks, including any market risk associated with the issuer, the financial 
merits and suitability of such products and consult with his or her own legal, tax, financial and accounting advisors before making an investment 
decision. An investor should fully understand the characteristics of the transaction and, in the absence of any provision to the contrary, be 
financially capable of bearing the loss of his or her investment and be willing to accept such risk. The investor should be aware that the value of 
an investment and the income derived from it may go down as well as up and that past performance is not a guide to future performance. Any 
investment in a described product is subject to prior reading and understanding of the product documentation, in particular that which describes 
in detail the rights and duties of investors and the risks inherent in an investment in that product. 
 
The legal and regulatory documentation of the funds managed by H2O AM is available free of charge on the website h2o-am.com. The H2O Asset 
Management Group comprises the following entities: 
 
H2O Asset Management L.L.P. which is an investment management company authorised and regulated by the Financial Conduct Authority 
("FCA") and registered with the registration number 529105. H2O Asset Management L.L.P. is registered with the English Companies Registry 
under number OC356207. The FCA register can be found at http://www.fca.org.uk/. 
Company name and registered office: H2O Asset Management L.L.P. 33 Cavendish Square, 6th Floor, London W1G 0PW, United Kingdom. Company 
Number: OC356207. 
 
H2O Asset Management Europe is an asset management company authorised and regulated by the Autorité des Marchés Financiers under the n° 
GP-19000011. The AMF register can be consulted at https://www.amf-france.org. 
Company name and registered office: H2O AM Europe, 39 avenue Pierre 1er de Serbie, 75008 Paris, France.  
Company Number: RCS Paris n° 843 082 538. 

 
H2O Monaco SAM which is authorised and regulated by the Commission de Contrôle des Activités Financières (CCAF SAF 2017-04).  
Company name and registered office: H2O Monaco SAM, 24 bd Princesse Charlotte 98000 Monaco. 
Company Number: (RCI) 17S07498.  

 

https://cloudapp.foliomet.com/documents/h2o/00000000-0000-0000-0000-000000000000/813fa081-0865-4402-a1b6-a5e53f493c65
https://cloudapp.foliomet.com/documents/h2o/00000000-0000-0000-0000-000000000000/813fa081-0865-4402-a1b6-a5e53f493c65
https://vimeo.com/805093865?share=copy
https://cloudapp.foliomet.com/documents/h2o/00000000-0000-0000-0000-000000000000/3271fb53-fb29-4337-8c5a-f1d437e548fe
https://fmdata.blob.core.windows.net/h2o-documents/90801d68ec434a1f9435381abe5c6cee/2023.05.15%20-%20H2O%20AM%20Market%20Vues%20&%20Positioning.pdf
https://cloudapp.foliomet.com/documents/h2o/00000000-0000-0000-0000-000000000000/f32ef54b-53d7-4feb-a8d8-424850988ff0
https://cloudapp.foliomet.com/documents/h2o/00000000-0000-0000-0000-000000000000/13a70a25-eb5e-467f-8b97-732d03baffd4

