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Quantitative strategies team: Q&A

What do you mean by quantitative strategies?

At OMAM the quantitative strategies team are active stock pickers using similar investment
criteria to more discretionary investors to identify stocks which will either outperform or
underperform a relevant index. What sets us apart is the use of sophisticated, systematic
investment strategy to do the heavy lifting when deciding which stocks to invest in. We have
a view on approximately 3,500 stocks, including North American, European, Asian and
Japanese companies, which we update on a daily basis. This is only possible using systems
running continuously which incorporate all the new information available to us.

What is the philosophy behind quantitative investing?

We believe markets are not fully efficient. Indeed there are characteristics of individual stocks
which can be used to decide which stocks will outperform and underperform in a given
market. Quantitative investing targets these characteristics dispassionately. If our outlook
changes on a particular stock, its position in the portfolios will change. There are no sacred
cows in our portfolios and our approach is built on the premise we don’t second guess what
the evidence is telling us.

Is this simply a black box?

Absolutely not! We would class our process as active and glass box rather than black box
investing. We are able to explain exactly what our processes are targeting in any given period
together with what is working and what isn’t. We do however invest rigorously using robust
portfolio management techniques which target outperformance whilst also managing the risk
inherent in active investing.

How does the investment process work?

Our systematic process allows us to analyse the attractiveness of stocks using similar
measures to those employed by more traditional fundamental managers, but on a much
larger scale. While a traditional analyst might closely monitor fifty companies, our approach
allows us to effectively analyse over three thousand companies on a daily basis. So what are
we looking for when deciding whether to include a stock in our portfolios?

At the core of our investment approach lies the fact that we like stocks that are cheap
relative to their fundamentals and growth characteristics. Stocks in a similar industry are
impacted in a similar way by economic conditions but often with a time lag. This lag often
leads to industries continuing recent performance traits. Therefore we like stocks belonging
to industries which have been outperforming in the recent past, provided the macro
environment remains similar. Good company growth which is likely to continue is often
underappreciated by the market and is also important. We like companies whose earnings
are increasing faster than expected and company management which is making sensible
investment decisions. Finally we find that good quality balance sheets are important,
particularly in times of market stress. All of these themes are incorporated into a forecast
which identifies stocks likely to outperform or underperform. A portfolio is then built of these
investment ideas using a risk model and optimisation process to efficiently incorporate our
views on individual stocks whilst also controlling risk. The final piece of the puzzle is a
forecast of the transaction cost payable to trade a stock, to ensure the profit gained
outweighs the costs.
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Is this better/worse than active fund management?
Quant investing IS active fund management.

Where we differ from discretionary fund managers is in the number of stocks we can
analyse. By analysing and investing in a large number of stocks we build broadly diversified
portfolios which allows us to efficiently manage risk. We also look to minimise
underperformance driven by irrational thinking (I bought company X at a higher price than it
is now so I'll wait till it gets back there to sell it; | know the earnings for company Y are being
downgraded but | know better than the market at large and so won’t act on this knowledge).
Instead we have rigorous and systematic processes for buying and selling stocks in place.
We also build portfolios very much with risk in mind, managing the risk of the portfolio whilst
also looking to maximise the positive outcome for our investors.

Why don’t investors simply buy a tracker fund?

A tracker fund typically tracks an index which moves in line with an underlying market. For
example, a fund might track the FTSE All Share which reflects the UK equity market. To
achieve this, the fund can simply buy securities in the appropriate market. Our equity
benchmarked portfolios look to outperform the same index by identifying stocks likely to
outperform and underperform the index and building portfolios consistent with these views.
Our absolute return funds on the other hand are not attempting to reflect the performance of
a market - on the contrary, they aim to be independent of market movements. Absolute
return funds aim to deliver positive performance irrespective of market direction.

Tell me about the investment team

We have a team of 10 investment professionals covering portfolio management, research
and systems. Our research effort is supplemented by the use of an academic advisory board
and the virtual laboratory, a number of PhDs and post doctorate students with similar
research interests to ours.

What products do you manage”?

Qur core funds include traditional OEICs investing in global equities, North American equities,
European and Japanese equities as well as a global absolute returns UCITS fund, the Old
Mutual Global Equity Absolute Return Fund, and a hedge fund.

What is the Old Mutual Global Equity Absolute Return Fund?

The Global Equity Absolute Return Fund (GEAR) uses the investment processes discussed
earlier to build a market neutral portfolio designed to deliver absolute returns. We buy the
stocks we think will outperform the market and sell short those that are likely to
underperform. GEAR targets a low level of volatility with consistent returns of cash plus 5-6%
p.a. over the long term. GEAR is built to be market neutral and hence is designed to deliver
positive returns in all market conditions, i.e. whether the market is going up or down. We
invest in global equities, giving us a world of opportunity to add value to our portfolios. The
emphasis is on large and mid cap stocks with a strong focus on risk management.

What do you mean by market neutral?

The Old Mutual Global Equity Absolute Return fund is designed to be what is commonly
known as market neutral. These types of funds are designed to be unaffected by whether
the market is going up or down. GEAR is built to minimise exposure to market movements
whilst still allowing us to exploit our stock selections. The performance of the portfolio is
dependant on our buy investment ideas outperforming our sell ideas. Our investment
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process produces as many stock ideas expected to underperform, which we would look to
sell short, as it does stocks expected to outperform, which we would look to buy.

What is the outlook for GEAR?

The market has moved from a macro driven sector selection environment to a stock
selection market. This is generally good for our investment approach. We have also seen a
move over the last 12 months back to company fundamentals being more important to
investors. This again is a good environment for our investment approach. We believe the
environment is very conducive for quantitative investment in general and the quality and
power of our approach stands us in good stead to add significant positive performance in
the medium term.

What might affect the performance of GEAR?

Whilst we expect good performance from the fund, we are not complacent. Periods of
aggressive changes in market leadership can dampen performance. However, the dynamic
nature of our process allows the portfolio to adapt to changes in market environment quickly.

Which sectors does your process currently favour?

The sector positioning is a direct result of the bottom up stock selection process. In any
given period, stocks we expect to outperform congregate in certain sectors of the market,
leading to our long positions at a sector level. Similarly the stocks we expect to
underperform also congregate giving our short sector positions. Sectors are constrained,
meaning we take relatively small positions. Currently we favour economically exposed
sectors, consumer discretionary, energy and information technology. We are short more
defensive sectors such as consumer staples, utilities and healthcare.

Old Mutual Asset Managers (UK) Limited www.omam.co.uk
2 Lambeth Hil +44 (0)20 7332 7500 & OLD MUTUAL
London, EC4P 4WR, UK ASSET MANAGERS

Important information: Past performance is no guarantee of future results. The value of an investment and the income from it can fall as well
as rise and investors may not get back the amount originally invested. OMAM has no house market view and opinions expressed are the views
of individual fund manager(s) as at the time of writing. These views may no longer be current and may have already been acted upon. Any
underlying research or analysis has been procured by OMAM for its own purposes and may have been acted on by OMAM or an associate for
its or their own purposes. OMAM is the appointed investment adviser for Old Mutual Fund Manager’s in-house OEIC funds. Old Mutual Asset
Managers is the trading name of Old Mutual Asset Managers (UK) Limited and Old Mutual Fund Managers Limited. Old Mutual Fund Managers
Limited, 2 Lambeth Hill, London EC4V 4AD. Authorised and regulated by the Financial Services Authority. A member of the IMA. Old Mutual
Asset Managers (UK) Limited, 2 Lambeth Hill, London EC4P 4WR. Authorised and regulated by the Financial Services Authority. Telephone calls
may be recorded for security purposes and to improve customer service. U5182/05/10




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


