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1 YEAR 
31/12/2014
31/12/2015

Over a 1-year period the majority of the asset 
classes performed poorly, with only two of the 15 
analysed asset classes posting positive returns. 
Commodities continued to be the worst performer, 
exhibiting negative returns of -24.9% p.a. and 
high volatility. Emerging Market Equities and Risk 
Parity followed suit, posting returns of -15.2% p.a. 
and -12.8% p.a. respectively. Emerging Market 
Debt was the best performer on a risk-adjusted 
basis with a Sharpe ratio of just 0.18. Although 
useful for evaluating performance on a short-
term basis, please note that one year is a short 
timeframe over which to assess the risk and return 
characteristics of different asset classes and 
strategies.

3 YEAR 
31/12/2012
31/12/2015

Over a 3-year period, European High Yield 
maintained the highest risk-adjusted return with 
a Sharpe ratio of 1.17. Developed Market Equities 
produced the highest excess returns over the period 
of 9.4 % p.a., 4.2% p.a. above any other asset 
class. However, it was still one of the most volatile 
asset classes with volatility of 10.9%. Commodities 
and Emerging Market Equities exhibited the 
largest negative returns (-17.6% p.a. and -7.0% p.a. 
respectively) as well as the highest volatility (12.9% 
and 14.4%) of the analysed asset classes over the 
3-year period. 
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5 YEAR 
31/12/2010
31/12/2015

European High Yield was the best performer on 
a risk-adjusted basis over a 5-year horizon with 
a Sharpe ratio of 0.91. UK Nominal and Index-
Linked government bonds were the next best 
performing asset classes on a risk-adjusted basis 
with Sharpe ratios of 0.78 and 0.82 respectively. 
Developed Markets Equities posted the highest 
excess returns of 7.3% p.a., however similar to the 
3-year horizon it was one of the most volatile asset 
classes, resulting in a muted Sharpe ratio. As 
with the shorter time horizons, Commodities and 
Emerging Market Equities posted the worst excess 
returns of -13.8% p.a. and -5.1% p.a. respectively.

10 YEAR 
31/12/2005
31/12/2015

Over a 10-year period, Emerging Market Debt was 
the top performer on a risk-adjusted basis with a 
Sharpe ratio of 0.55. European and US High Yield 
posted the highest excess returns of 5.7% p.a. 
and 5.1% p.a. respectively, however the returns 
attributable to these asset classes were considerably 
volatile, and therefore had moderate Sharpe ratios. 
Commodities and Macro Hedge Funds continued 
to produce negative excess returns with returns of 
-8.1% p.a. and -1.8% p.a. respectively. The analysis 
over this period includes the impact of the 2008 
financial crisis, as a result the average volatility 
over the analysed asset classes is 2.9% p.a. higher 
compared to the 5-year analysis in Q4 2015. 
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Here we look at the risk-adjusted performance across asset classes for the past 1, 3, 5 and 10 years.  
The calculations that underlie this analysis use monthly data sourced from Bloomberg. Excess return is taken  
to be the annualised return of the asset class for the relevant period above the risk free rate which is calculated 
using the UK 3 Month LIBOR total return index. Volatility is the standard deviation of monthly excess returns. 
For all asset classes apart from Investment Grade Credit and High Yield Bonds, total return indices are used to 
calculate the absolute returns. For Investment Grade and High Yield, interest rate hedging is assumed and the 
excess return over swaps is used for the excess return.

APPENDIX

1 YEAR
Asset Class	 Benchmark Index	 Excess Return	 Volatility	 Sharpe Ratio
EMD Hard Currency	 JP Morgan EMBI	 0.9%	 5.1%	 0.18
High Yield Europe	 ML EUR High Yield TR	 0.7%	 6.0%	 0.11
UK Government Bonds	 FTSE actuaries uk gilts TR all	 -0.2%	 7.9%	 N/A
IG Credit UK	 ML Sterling Corp&Collateralised Ex Sub - excess swap rtn	 -0.8%	 2.7%	 N/A
Developed Market Equities	 MSCI Daily TR Net World USD	 -1.2%	 13.8%	 N/A
UK Government Bonds Index-Linked	 FTSE actuaries uk index linked gilts TR all	 -1.7%	 9.5%	 N/A
Hedge Fund Macro	 HFRX Macro Index	 -1.7%	 6.1%	 N/A
Leveraged Loans US	 S&P US LL index TR	 -3.0%	 2.8%	 N/A
IG Credit US	 ML US Corp Master - excess swap rtn	 -3.1%	 2.1%	 N/A
High Yield US	 ML US High Yield TR	 -4.9%	 6.4%	 N/A
Risk Parity	 Salient Risk Parity Index	 -12.8%	 8.5%	 N/A
Emerging Markets Equities	 MSCI EM TR Index	 -15.2%	 17.7%	 N/A
Commodities	 DJ-UBS Commodity Index TR	 -24.9%	 15.7%	 N/A	
			 
3 YEAR
Asset Class	 Benchmark Index	 Excess Return	 Volatility	 Sharpe Ratio 
High Yield Europe	 ML EUR High Yield TR	 5.2%	 4.4%	 1.17
Developed Market Equities	 MSCI Daily TR Net World USD	 9.4%	 10.9%	 0.86
UK Government Bonds Index-Linked	 FTSE actuaries uk index linked gilts TR all	 5.1%	 8.4%	 0.61
IG Credit UK	 ML Sterling Corp&Collateralised Ex Sub - excess swap rtn	 1.4%	 2.5%	 0.57
UK Government Bonds	 FTSE actuaries uk gilts TR all	 2.6%	 6.2%	 0.41
Leveraged Loans US	 S&P US LL index TR	 0.8%	 2.5%	 0.30
High Yield US	 ML US High Yield TR	 1.4%	 5.4%	 0.26
Hedge Fund Macro	 HFRX Macro Index	 0.4%	 4.0%	 0.09
IG Credit US	 ML US Corp Master - excess swap rtn	 -0.1%	 2.0%	 N/A
EMD Hard Currency	 JP Morgan EMBI	 -0.3%	 7.1%	 N/A
Risk Parity	 Salient Risk Parity Index	 -2.0%	 10.6%	 N/A
Emerging Markets Equities	 MSCI EM TR Index	 -7.0%	 14.4%	 N/A
Commodities	 DJ-UBS Commodity Index TR	 -17.6%	 12.9%	 N/A	
			 
5 YEAR
Asset Class	 Benchmark Index	 Excess Return	 Volatility	 Sharpe Ratio 
High Yield Europe	 ML EUR High Yield TR	 7.1%	 7.8%	 0.91
UK Government Bonds Index-Linked	 FTSE actuaries uk index linked gilts TR all	 6.5%	 8.0%	 0.82
UK Government Bonds	 FTSE actuaries uk gilts TR all	 4.6%	 5.9%	 0.78
High Yield US	 ML US High Yield TR	 4.5%	 6.2%	 0.73
EMD Hard Currency	 JP Morgan EMBI	 4.8%	 7.1%	 0.68
Leveraged Loans US	 S&P US LL index TR	 2.5%	 4.2%	 0.59
Developed Market Equities	 MSCI Daily TR Net World USD	 7.3%	 12.8%	 0.57
IG Credit UK	 ML Sterling Corp&Collateralised Ex Sub - excess swap rtn	 1.5%	 3.2%	 0.47
Risk Parity	 Salient Risk Parity Index	 3.2%	 9.5%	 0.34
IG Credit US	 ML US Corp Master - excess swap rtn	 0.7%	 3.4%	 0.20
Hedge Fund Macro	 HFRX Macro Index	 -1.1%	 4.0%	 N/A
Emerging Markets Equities	 MSCI EM TR Index	 -5.1%	 17.9%	 N/A
Commodities	 DJ-UBS Commodity Index TR	 -13.8%	 15.0%	 N/A	
			 
10 YEAR
Asset Class	 Benchmark Index	 Excess Return	 Volatility	 Sharpe Ratio 
EMD Hard Currency	 JP Morgan EMBI	 5.0%	 9.1%	 0.55
UK Government Bonds Index-Linked	 FTSE actuaries uk index linked gilts TR all	 4.3%	 8.0%	 0.54
High Yield US	 ML US High Yield TR	 5.1%	 10.8%	 0.47
UK Government Bonds	 FTSE actuaries uk gilts TR all	 2.7%	 5.8%	 0.47
High Yield Europe	 ML EUR High Yield TR	 5.7%	 12.7%	 0.45
Leveraged Loans US	 S&P US LL index TR	 2.4%	 9.0%	 0.27
Risk Parity	 Salient Risk Parity Index	 2.2%	 10.5%	 0.21
Developed Market Equities	 MSCI Daily TR Net World USD	 3.3%	 16.7%	 0.20
Emerging Markets Equities	 MSCI EM TR Index	 1.9%	 24.1%	 0.08
IG Credit UK	 ML Sterling Corp&Collateralised Ex Sub - excess swap rtn	 0.2%	 4.4%	 0.03
IG Credit US	 ML US Corp Master - excess swap rtn	 -0.2%	 6.1%	 N/A
Hedge Fund Macro	 HFRX Macro Index	 -1.8%	 7.1%	 N/A
Commodities	 DJ-UBS Commodity Index TR	 -8.1%	 18.6%	 N/A
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DISCLAIMER
The informat ion herein was obtained from var ious sources.  We do not  guarantee ever y  aspect  of  i ts  accuracy.  The informat ion is  for  your  pr ivate informat ion 

and is  for  d iscussion purposes only.   A  var iety  of  market  factors and assumptions may af fect  th is  analys is ,  and this  analys is  does not  ref lect  a l l  possible loss 

scenar ios.  There is  no cer tainty  that  the parameters and assumptions used in th is  analys is  can be dupl icated with actual  t rades.   Any histor ical  exchange 

rates,  interest  rates or  other  reference rates or  pr ices which appear above are not  necessar i ly  indicat ive of  future exchange rates,  interest  rates,  or  other 

reference rates or  pr ices.  Neither  the informat ion,  recommendat ions or  opinions expressed herein const i tutes an of fer  to buy or  sel l  any secur i t ies,  futures, 

opt ions,  or  investment products on your  behalf .  Unless otherwise stated,  any pr ic ing informat ion in th is  message is  indicat ive only,  is  subject  to change and 

is  not  an of fer  to  t ransact .  Where relevant ,  the pr ice quoted is  exclusive of  tax and del iver y  costs.  Any reference to the terms of  executed transact ions should 

be treated as prel iminar y  and subject  to fur ther  due di l igence. 

Redington L imited is  an investment consultant  company regulated by the F inancial  Conduct  Author i ty.  The company does not  advise on al l  impl icat ions of  the 

t ransact ions descr ibed herein.  This  informat ion is  for  d iscussion purposes and pr ior  to under taking any t rade,  you should also discuss with your  professional , 

tax,  account ing and / or  other  re levant  advisers how such par t icular  t rade(s)  af fect  you.  A l l  analys is  (whether  in  respect  of  tax,  account ing,  law or  of  any 

other  nature) ,  should be treated as i l lustrat ive only  and not  re l ied upon as accurate

©Redington L imited 2015.  A l l  r ights reser ved.
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