
October 09 - Citywire Fund Selector

beSt in bondS

In fund selectors’ constant search for alpha, 
bond managers often take something of a 
back seat. 

Some selectors even tell us that when se-
lecting bond funds they would rather just buy 
an in-house product or a passive product in 
the belief that the potential outperformance 
from bonds is not worth paying fees for. They 
would rather spend their time seeking out 
the equity managers who can produce more 
exciting returns.

But in the global bond sector there are 
some managers whose level of outperfor-
mance contradicts such arguments. Peter 
Geikie-Cobb’s Thames River Global Bond 
fund, for example, has returned 28.6% in the 
past four years in euro terms. 

To put this in perspective, the average US 
equity manager has lost 15% in the same peri-
od and the average European equity manager 
has lost 12%. In the coming years, Geikie-
Cobb thinks such strong outperformance will 
become more common from bond managers 
like himself, as exploitable inefficiencies in 
the market increase.

Geikie-Cobb runs the Global Bond strategy, 
which is available in euro, US dollar and ster-
ling denominations, alongside Paul Thursby 
at Thames River Capital in London. 

The duo were once competitors in the UK 
retail market, when Geikie-Cobb was at Mer-
cury Asset Management (now BlackRock) and 
Thursby was running Barings’ global bond 
offering. By snapping up two of the lead-
ing managers in the space back in 2003, the 
Thames River boutique was making a major 
statement of its ambition to establish itself in 
the bond space.

Geikie-Cobb recalls they quickly realised 
their compatibility as a duo. ‘When Charlie 
Porter (co-founder of Thames River) put us 
together, it didn’t take us long to work out we 
were on the same wavelength,’ he says.

Having both come from large fund houses 
they were both excited by the increased flex-

ibility and freedom offered at Thames River, 
with greater potential for quickly implement-
ing ideas. They take an absolute return ap-
proach and aim for performance of between 
6-8% per annum, net of fees. 

‘In our previous shops we had weekly meet-
ings and investment committees of 12 people 
where ideas were discussed. Here we do 
everything together as a pair. One will come 
up with an idea, then the other will do due 
diligence and play devil’s advocate. It is a joint 
effort and our process constantly evolves. It’s 
not like a larger institution where you just 
meet at 11 o’clock once a week.’

When they joined they were expecting a 
major change in the global economy, which 
would turn markets in their favour. They 
think this period has now arrived.

‘One of the reasons we came here was that 
it had become difficult to add value in such 
a product because everything was so highly 
correlated. During the so-called ‘nice decade’ 
the only big call was duration; currencies 
were difficult and global sovereign products 
became unfashionable. 

‘We guessed that at some point the world 
would return to being more akin to the 70s or 
the 80s, when the market would worry about 
macro fundamentals, there would be more 

volatility and a breakdown of correlations – so 
it would really matter whether you were in 
treasuries, gilts or bunds. Macro drivers have 
become important again, and policy errors 
will become more frequent and create more 
opportunities for people like us.’

The two men focus on top-down macro 
factors to build their portfolio of investment 
grade sovereign debt. They have 35 markets 
in their universe; any investment-grade 
sovereign bond from the G5 countries down 
to places such as Thailand, Malaysia, Brazil, 
Mexico, Poland and Hungary. 

However, their current focus is purely on 
the core markets and the long end of the 
yield curve. ‘We don’t think the world is safe 
enough to start diversifying into these periph-
eral markets,’ Geikie-Cobb says.

‘In a low-yield environment we think abso-
lute return is important. The environment is 
changing and becoming more volatile and so 
market selection and timing are much more 
important. You have to be pretty nimble and 
that’s what we can offer.’

They pore over research from a variety of 
sources to come up with the macro views 
that guide their portfolio. ‘Our job is not to try 
and outdo leading economists like Michael 
Saunders from Citigroup or Jim O’Neill from 
Goldman Sachs, it is to work out what is 
priced into markets and where our views may 
differ from the consensus,’ Geikie-Cobb says.

He has strong views on deflation and the 
dollar which are influencing the construction 
of his fund, and he recently exited the UK gilt 
market in favour of treasuries. 

dynamic duo beating the bond market

People have been too quick to write off the dollar, and 
deflation is set to reign in the coming years. That is the 
view of top bond manager Peter Geikie-Cobb and his 
colleague Paul Thursby, as Philip Haddon finds out.

Geikie-Cobb’s four-year reTurns
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Stewart Cowley is already the top-ranked 
manager in the global bond sector over three 
years. Now he has a new fund which will 
give him greater powers and, he believes, 
greater potential for outperformance.

His new fund will also give investors 
across Europe more ready access to a 
manager who has built a strong following 
in the UK.

Our fund manager league tables reveal 
why. Over the three years to the end of 
October, Cowley has posted a total return of 
31.29%, putting him well clear of the second 
manager in the 164-strong sector and our 
Bond Star in last month’s magazine, Cédric 
Morisseau of CAAM.

Cowley built up an impressive track 
record in his time at Newton before joining 
Old Mutual Asset Managers as head of fixed 
interest and macro in June. He appears in 
our rankings as manager of two funds, the 
Old Mutual Dynamic Bond and Global Stra-
tegic Bond portfolios.

He says his new fund, the Old Mutual 
Global Bond fund, will bring techniques into 
mainstream fund management that were 
learned in the long-short space. 

It is the ‘son of’ the funds he ran previ-
ously, he explains, but the Ucits III structure 
gives him ‘more levers to play with’. The 
fund is domiciled in Dublin, recognised in 
the UK, and OMAM is in the process of ap-
plying for registration in continental Europe, 
initially in Switzerland, France and Sweden. 

Pictet fund selector Mussie Kidane told me 
recently that he liked canvassing the views 
of bond managers, as they tended to be more 
pessimistic than equity managers – some of 
whom are perennially bullish. 

He recalled a bond manager who told 
him that even if you hold a bond for several 
years, the issuer can go bust the day before 
it matures.

Cowley, however, reveals that psychomet-
ric tests have shown him to be an optimist. 
He acknowledges there is some basis for the 
image of the bond manager as a dour pes-

simist, but says equity managers have per-
haps been guilty of being over-optimistic. 

‘We’re taught to look for bad news,’ he 
says. ‘Many bond managers can only make 
money in one circumstance – when the 
world’s going to hell in a handcart.’ His new 
fund, he believes, will help him move further 
away from that stereotype, as he will be able 
to make money in a rising or falling market.

The optimism shown in his testing can 
also be seen in his view on the current 
economic environment. ‘You have to believe 
the mending is under way,’ he says. ‘Liquidity 
offered by the ECB and Bank of England is 
providing support… I would say the crisis is 
over. At some point we will get through this 
and see the normalisation of bond yields.

‘With the new fund we can short the bond 
markets by using futures in an unleveraged 
way. If we can get that timing right, we can 
make a positive return for the unit price in a 
variety of different situations. 

‘There are reputations to be won and lost 
here. I’d rather give up the last six months’ 
returns, and be very low risk, to be well-
positioned when the turning point comes, 
because it’s going to be brutal.’

He is not among those who feel the crisis-
ridden banks have yet to fully grasp what 
has happened to them. ‘The banks definitely 
‘get it’,’ he says. 

‘They based their businesses on the model 
of an infinite financial system where you 
could buy and sell anything you want to. 
I think that’s gone now. The assumption 
of a fully-functioning money market that 
was open all the time has been shown to be 
wrong. A lot more of their business has got 
to be based on deposits.’

Back in 2008, when arguments were rag-
ing about how the Fed and Bank of England 
should respond to the crisis engulfing the 
financial sector, Cowley offered the view that 
central banks should slash rates and start 
issuing mortgages.

Reflecting on the current situation in the 
UK, he says: ‘Effectively they have done that, 
in a roundabout way.

‘I’m still slightly concerned about the US 
– there’s a lot to come out from under the 
stones. They’re going to have to truly em-
brace quantitative easing in the US to keep 
interest rates under control.’

In the UK, many observers have started 
speculating about what will happen when 
the current programme of quantitative eas-
ing ends but Cowley believes this may be 
missing the point. The Bank of England’s 
website provides a spreadsheet giving details 
of the QE programme so far, he points out. 

‘It’s absolutely clear they’ve been buying 
about £4 billion a week. Early next year they 

A new world awaits for top bond star

Stewart Cowley has outstripped his fellow managers by a huge margin, and now he has a new fund to 
play with. He tells Angus Foote that a turning point is approaching and reputations will be won and lost.

StewArt Cowley’S tHree-yeAr perFormAnCe
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‘Amazingly, US dollar Libor rates are lower 
than other major currencies. The dollar has 
become the funding currency, like the yen 
in recent years with the carry trade. Markets 
are focusing on all the bad news from the US 
and not focusing on the rest of the world. But 
we think the US current account deficit is un-
winding smartly as the consumer retrenches. 

‘There has also been lots of dollar bashing 
by the Russian and Chinese, who have been 
talking about a new reserve currency, even 
though China is pegged to the dollar. I think 
China is intentionally talking down the dollar 
so their own currency goes down with it, in 
an attempt to keep their share of the global 
trade pie.’

He currently has a two-year option on the 
dollar versus the euro with a strike price of 
parity, at a cost of 30 basis points. ‘So the mar-
ket is pricing a 30-1 chance that the dollar gets 
back to parity in the next two years. These are 
great odds and we are paying peanuts to take 
that strategy on,’ he says. ‘There isn’t a single 
person out there who is not bearish on the US 
dollar. Except for us.’

Meanwhile, Geikie-Cobb’s view on defla-
tion runs contrary to that of many investors. 
‘We have a high conviction that the risk for 
policymakers over the next two to three years 
is deflation, not runaway inflation. We are, 
however, acutely aware that markets will 
remain volatile and unpredictable and price 
in a number of scenarios over time, including 
both inflation and deflation.’ 

He says we have already experienced this 
in the past 12-15 months as the pendulum 
swung continually between fears of inflation 
and deflation, and that bond yields at the 
long end of the yield curve will be swinging 
between 4.75% and 3.25%.

‘This change in the market concern on 
inflation is likely to be a recurring feature 
and will provide good opportunities,’ he says. 
‘However, the economic reality is that we 
have entered a new era of debt unwind and 
thrift. After a 15-year debt binge there will be 
a period of slow growth, low inflation – with 
pockets of deflation – and thrift.’ 

He points out that US private sector debt 
as a percentage of GDP has doubled over 
the past 15 years from 150% to 300%, and a 
major unwind of this is just starting. 

‘This is going to have a long-term disinfla-
tionary impact on the economy, particularly 
as governments increase regulation in the 
banking and financial services industries.’

He thinks it ‘highly unlikely’ that the US 
economy will grow fast enough to close the 

output gap and use up its excess capacity, 
while he thinks the ‘inflation camp’s’ fears 
of commodity prices are misplaced. ‘As last 
summer taught us, rising commodity prices 
act as a tax on consumption. The real effect of 
higher oil prices is that you use your car less. 
It seems counter-intuitive, but higher com-
modity prices are disinflationary.’

Geikie-Cobb thinks there is currently a 
‘mini-bubble’ in risky assets. ‘Risk has had a 
good run, but we think it is too optimistically 
priced for global growth going forward.’ He 
does not subscribe to the belief that in the 
near term, emerging markets can take on the 
baton of consumption from the retrenching 
US consumer. 

‘The question remains whether the develop-
ing world, particularly China, can take up the 
slack from the US consumer. We think the 
answer is “yes” in the distant future, but not 
now as the lack of welfare and safety nets in 
the emerging world mean savings rates will 
remain high.’

He thinks the western world faces a period 
comparable to that seen in Japan in the past 
decade, but that lessons learned from Japan’s 
experience mean it will not last as long – esp-
ecially in the ‘Anglo-Saxon’ economies where 
banks and policymakers tend to be more 
nimble in reacting to changing circumstances. 

Danger remains in the more ponderous 
eurozone though, Geikie-Cobb thinks. Indeed, 
he would be surprised if at least one European 
bank does not fail as a result of its exposure to 
the home-grown subprime risk.

‘The eurozone has its own subprime – it’s 
called eastern Europe,’ Geikie-Cobb says. 
‘There has been a huge amount of subprime 
lending there – in Hungary 80% of mortgages 
are denominated in euros and Swiss francs, 
for example. If there is to be another shock in 
terms of a bank failure, I would be surprised 
if it wasn’t from a European bank. 

‘At least the Anglo-Saxon banks have been 
proactive in trying to resolve and admit their 
problems. But Eurozone banks have been in 
complete denial. In eastern Europe they also 
have the double whammy of currency liability 
as well as asset liability, and we’ve seen the 
euro appreciate versus a lot of eastern Euro-
pean currencies.’

In the new global macro-economic environ-
ment, it will be interesting to see if Geikie-
Cobb’s flexible approach bears fruit as he 
predicts. If he and Thursby continue to get 
their top-down views right, they could be a 
source of considerable bond alpha within the 
investment grade sovereign space. 

the eurozone has its 
own subprime – it’s 
called eastern europe

Geike-Cobb
Thames river Capital
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will be back for even more. This could easily 
go up to £300 billion just to keep interest 
rates down.’

He expects interest rates to stay low into 
2011, with no exit strategy implemented 
from QE before that point. 

Inflation has also been the subject of 
intense debate in recent months and Cowley 
believes the argument will continue for some 
time yet. ‘There’s going to be an almighty 
row between the inflationistas and the defla-
tionistas. I expect deflation in Q4, inflation in 
the first quarter of 2010, then deflation in the 
second quarter of 2010. So each group will 
claim victory. But that’s not the same argu-
ment as the end of quantitative easing.’

The make-up of his portfolio is built 
around high level ideas, the first of which 
is the post-apologetic theme in the banking 
sector.

‘We have 12% in financials but we judge 
it issue by issue, company by company 
– you’ve got to know your issues, you’ve got 
to know your structure.

‘One of our themes is the new America, 
meaning China. Long-term, they just win. For 
the first time ever, we’re seeing a global eco-
nomic superpower emerging onto the world 
stage with money in its bank account. They 
can smooth their way through this over the 
next 20 to 30 years in a way that we can’t.’

So he favours owning commodity curren-
cies but also Japanese yen, because Japan’s 
penetration into China is growing and this 
will mitigate the country’s potentially nasty 
demographics.

the Us dollar is a loser, 
and we want to avoid 
it. We’re seeing a long 
attritional decline of 
a once-great reserve 
currency 

stewart Cowley
old mutual

He also likes the Australian dollar, because 
it’s so closely aligned with Chinese develop-
ment – to the extent that Australia has put 
interest rates up during the credit crunch. 
The South African rand makes up 5% of the 
portfolio. ‘It’s just an emblem of that pen-
etration of the Chinese into Africa,’ Cowley 
explains.

Long-dated government bonds in the US 
and Europe are also a theme. He is looking 
for high headline duration, ‘trying to play the 
last hurrah of the global bond market rally.’

Peak oil is another of those high-level 
ideas Cowley describes, and he is trying to 
find what he calls the ‘twitching point’, as 
opposed to the tipping point. 

Rather than debating whether we’ve 
reached peak oil, he believes the important 
issue is when the date of the turning point 
becomes clear. That is when people will start 
to get twitchy and that’s the point Cowley is 
keen to identify.

During the transition to a non-carbon 
economy, the oil price will rise before it falls. 
‘It’s difficult to find a better proxy for that 
than the Canadian dollar,’ he says.

‘The US dollar is a loser, and we want to 
avoid it. There’s absolutely no sign of reform 
yet. We’re seeing a long attritional decline of 
a once-great reserve currency. Stimulus mea-
sures are propping up the economy but there 
has been no structural change – America 
needs to have the recession it never had.

‘We have a very small amount of US dollar 
in our portfolios, for risk management, but 
I’d like to have none. The winner will be the 
euro, because it’s the deepest, most liquid 
market in the world, so 30% of the portfolio 
is in euro.’

He is also avoiding investment-grade 
corporate bonds, where he believes mas-
sive flows into a handful of big funds have 
drained the value out of some areas of the 
market.

‘I’m looking lower down the investment 
grade area, BBB to B names, in areas which 
we think win in the future. So we’re looking 
for technology bonds, for example, commod-
ity-related companies; intellectually these are 
right. Financials are a recovery story.’

The aim, he says, is to have income gen-
eration ‘chugging away at the centre of the 
portfolio. 

‘Indiscriminate buying is gone – you have 
to know your companies, research them well, 
then buy them reluctantly. It’s almost like go-
ing back to old-style fund management. Stuff 
that people have stopped doing.’

CoWley’s vieWs in sUmmAry

Inflation will rise in Q1 2010 and then fall again by
the summer

Interest rates to stay low into 2011 with no exit strategy 
from quantitative easing before that point

QE in the UK will be extended during 2010 and may hit 
£300bn before the process is over

mounting problems in the Us banking system mean the 
US will have to embrace QE again

Western bond yields will converge on their 
Japanese equivalents before this process 
is over


