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Abstract:

� The aim of this presentation is to present alternative ways of managing traditional assets with a long 
term perspective in a context of higher uncertainties. This leads us to probably think:

� How we should manage money 

� How we should decide our asset allocation 

� Section I 

� in the current context characterized by historically low interest rates

� exhibit new ways of investing in equities limiting the drawdown during crisis while keeping a real 
equity profile when markets rally

� Section II 
� shows how we could define benchmark and implement guidelines when we are managing 

portfolios. 
� And how this could allow us to commit on guarantees or write very affordable guarantees

Executive Summary
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Section I : Exploring New Ways of Managing Portfolios
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Market overview And Consensus : Low Interest Rates

Historical Low Yield

Source: BNP Paribas, Bloomberg For indicative purpose only. Past performance is not indicative of future performance –Data from 01-Jan-1990 to 03-Apr-2012

EUR Swap Rates 10Y

SGD Swap Rates 10Y

USD Swap Rates 10Y

Should it make sense to look at 

other asset classes ?
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Market Overview And Consensus : More Frequent Market Shocks 

Source: BNP Paribas, Bloomberg For indicative purpose only. Past performance is not indicative of future performance –Data from 01-Jan-1990 to 30-Sep-2011

This highlights the importance of employing efficient portfolio protection strategies

Asset Managers are between a rock and a hard place as they cannot afford to either:

� Miss the next market rally

� Suffer another large drawdown as they saw in 2008

First Gulf 

War

Asian 

Crisis
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More Frequent Crisis With Severe and Sudden Losses
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Necessity to find new de-correlated assets
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Market Overview And Consensus : Challenged Diversification

Source: BNP Paribas, Bloomberg,. For indicative purpose only. Past performance is not indicative of future performance –Data from 19-Jun-2000 to 19-Jan-2012 The above graph shows the performance of the SX5E Index, SPX index, HSI 
Index, IYR US Equity, USL3TR Index, DJUBS Index. Composition of the diversified portfolio: 30% of SX5E Index, 30% of the SPX Index, 20% of the HSI Index, 10% of the IYR US Equity, 10% of the DJUBS Index. Past performance is not 
indicative of future performance.
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However, the recent crisis saw many asset 
classes moving together, reducing the benefits of 
diversification

Diversification has been well in quiet times…
when it is less needed

Crisis Times Generally Mean a Re-Correlation of Asset Classes
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Finding Liquid Assets De-correlated From Traditional Assets 
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Source: Bloomberg, BNP Paribas. Data from 3rd January 2000  to 30th  September 2011. Past performance is not indicative of future performance
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Finding Liquid Assets De-correlated From Traditional Assets 
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Source: Bloomberg, BNP Paribas, Data from 6th September 2005  to the 28th October 2011
The above graph shows the 1-year correlation of the VIX index to the SPX index, HSI Index, IYR US Equity, TWSE Index, DJUBS Index, JITXE5XU Index.

Past performance is not indicative of future performance

C
o
rr

e
la

ti
o
n

Many Asset Classes show negative correlation with volatility

Volatility is a very effective asset to diversify a portfolio return
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Source: Bloomberg, BNP Paribas, Data over the period from July 2001 to October 2011.
This simulated past performance is not indicative of future performance.

Performance (%)

� Strike: ATM or 80% put

� Roll: every 1Y or every 3 M

� 100% portfolio protection

� Systematic options roll smoothes performance over time and in some cases bring additional return in the medium term

� Systematic roll of the protection can be costly during bull markets. 

� Active management of these options and swaps is necessary to generate alpha.

0.2110.22%2.11%MSSG + Put 3M Strike 100

0.3614.65%5.28%MSSG + Put 1Y Strike 80

0.4811.02%5.32%MSSGI + Put 1Y Strike 100

0.1821.71%3.94%MSSG

Return/VolVolatility
Yearly 
Return
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Put Overlay on the MSSG using implied volatility (maturity and strike) of put prices from 
July 2001 to October 2011:

Comparing Singapore Equity Returns with Portfolio Hedged by Puts
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VolEdge Drive Constant Allocation applied to MSCI Singapore
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Adding Volatility To Singapore Equity – MSSG Case

Source: Bloomberg, BNP Paribas, Data over the period from  9th July 2001 to 30th December.

Proformaperformance from 09th July 2001 to 21st October 2011 is based on the performance of the underlying components of the HarewoodVolEdge Share A (EUR) Fund. Proforma performance has been prepared in good faith in 
accordance with BNP Paribas’ own internal models and calculation methods, is for illustrative purposes only and is not indicative of future performance. Proforma performance based on different models or assumptions may yield 
different results. Unlike actual performance record, proforma performances do not represent actual trading returns.  Since these are hypothetical scenarios, the results may not necessarily reflect certain market factors such as 
liquidity constraints, fees schedules and transaction costs.Simulated past performance from 09th July 2001 to 21st October 2011 is based on the performance of the Harewood VolEdge Share A (EUR) Fund. This simulated past 
performance is not indicative of future performance.
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Constant Allocation Portfolio 

� At the end of each month, the portfolio will be rebalanced between equity asset 
and VolEdge Fund, i.e. it invests 10% of AUM into the VolEdge fund

� The remaining is invested into the equity underlying

0.4818.78%9.06%VED Constant

0.1821.55%3.96%
MSSG 
Portfolio

Return/VolVolatility
Yearly 
Return

� Portfolio including VolEdge Drive has better historical performances 

� The Information Ratio is much better Return/Volatility than the Index alone
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Comparing Korea Equity Returns with Portfolio Hedged by Puts

Source: Bloomberg, BNP Paribas, Data over the period from July 2001 to October 2011.
This simulated past performance is not indicative of future performance.

Performance (%)

� Strike: ATM or 80% put

� Roll: every 1Y or every 3 M

� 100% portfolio protection

� Systematic options roll smoothes performance over time, but brings no additional benefit in the medium term

� Systematic roll of the protection can be costly during bull markets. 

� Active management of these options is necessary to generate alpha. 

0.5512.47%6.82%KOSPI + Put 3M Strike 100

0.5418.78%10.19%KOSPI + Put 1Y Strike 80

0.4914.01%6.87%KOSPI + Put 1Y Strike 100

0.4526.73%11.98%KOSPI

Return/VolVolatility
Yearly 
Return
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VolEdge Drive Constant Allocation applied to KOSPI 2
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VED Constant Allocation

Adding Volatility To An Equity Portfolio – KOSPI2 Case

Source: Bloomberg, BNP Paribas, Data over the period from  9th July 2001 to 30th December 2011

Proformaperformance from 09th July 2001 to 21st October 2011 is based on the performance of the underlying components of the HarewoodVolEdge Share A (EUR) Fund. Proforma performance has been prepared in good faith in 
accordance with BNP Paribas’ own internal models and calculation methods, is for illustrative purposes only and is not indicative of future performance. Proforma performance based on different models or assumptions may yield 
different results. Unlike actual performance record, proforma performances do not represent actual trading returns.  Since these are hypothetical scenarios, the results may not necessarily reflect certain market factors such as 
liquidity constraints, fees schedules and transaction costs.Simulated past performance from 09th July 2001 to 21st October 2011 is based on the performance of the Harewood VolEdge Share A (EUR) Fund. This simulated past 
performance is not indicative of future performance.
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Constant Allocation Portfolio 

� At the end of each month, the portfolio will be rebalanced between equity asset 

and VolEdge Fund, i.e. it invests 10% of AUM into the VolEdge fund

� The remaining is invested into the equity underlying

0.7822.76%17.87%Constant

0.4726.54%12.54%
MSSG 
Portfolio

Return/VolVolatilityYearly Return

� Portfolio including VolEdge Drive has better historical performances 

� The Information Ratio is much better Return/Volatility than the Index alone
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VolEdge Drive apply to World Credit Portfolio
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INVSBDA ID Equity

VED Constant Allocation

Adding Volatility to A World Credit Portfolio

Source: Bloomberg, BNP Paribas, Data over the period from  9th July 2001 to 30th December 2011
Proformaperformance from 09th July 2001 to 30th December 2011 is based on the performance of the underlying components of the HarewoodVolEdge Share A (EUR) Fund. Proforma performance has been prepared in good faith 

in accordance with BNP Paribas’ own internal models and calculation methods, is for illustrative purposes only and is not indicative of future performance. Proforma performance based on different models or assumptions may yield 
different results. Unlike actual performance record, proforma performances do not represent actual trading returns.  Since these are hypothetical scenarios, the results may not necessarily reflect certain market factors such as 
liquidity constraints, fees schedules and transaction costs. Simulated past performance from 09th July 2001 to 30th December 2011 is based on the performance of the Harewood VolEdge Share A (EUR) Fund. This simulated past 
performance is not indicative of future performance.

Performance (%)

0.628.09%4.99%
VolEdge Drive 
Constant Allocation

0.288.70%2.45%INVSBDA Portfolio

Return/VolVolatility
Yearly 
Return

Comparison of the following:

a) World Credit Portfolio
b) World Credit Portfolio + VolEdge Drive Constant Allocation

� VolEdge Drive Constant allocation gives better results compared to World Credit Portfolio

Constant Allocation Portfolio 

� At the end of each month, the portfolio will be rebalanced between equity asset 
and VolEdge Fund, i.e. it invests 5% of AUM into the VolEdge fund

� The remaining is invested into the equity underlying
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VolEdge Drive apply to Asian Credit Portfolio
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MERATAA LX Equity

VED Constant Allocation

Adding Volatility to An Asian Credit Portfolio

Source: Bloomberg, BNP Paribas, Data over the period from  9th July 2001 to 30th December 2011

Proforma performance from 09th July 2001 to 30th December 2011 is based on the performance of the underlying components of the Harewood VolEdge Share A (EUR) Fund. Proforma performance has been prepared in good faith 
in accordance with BNP Paribas’ own internal models and calculation methods, is for illustrative purposes only and is not indicative of future performance. Proforma performance based on different models or assumptions may yield 
different results. Unlike actual performance record, proforma performances do not represent actual trading returns.  Since these are hypothetical scenarios, the results may not necessarily reflect certain market factors such as 
liquidity constraints, fees schedules and transaction costs. Simulated past performance from 09th July 2001 to 30th December 2011 is based on the performance of the Harewood VolEdge Share A (EUR) Fund. This simulated past 
performance is not indicative of future performance.

Performance (%)

Comparison of the following:

a) Asian Credit Portfolio
b) Asian Credit Portfolio + VolEdge Drive Constant Allocation

� VolEdge Drive Constant allocation gives better results compared to Asian Credit Portfolio

Constant Allocation Portfolio 

� At the end of each month, the portfolio will be rebalanced between equity asset 

and VolEdge Fund, i.e. it invests 5% of AUM into the VolEdge fund

� The remaining is invested into the equity underlying

1.516.40%9.69%
VolEdge Drive 
Constant Allocation

1.206.18%7.44%
MERATAA  
Portfolio

Return/VolVolatility
Yearly 
Return
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Section II : Building Secured Portfolios
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Which Process?

1. 

Choosing an 
Asset Allocation

4. 
Designing

Guarantees

My 
Index

2. 
Analysing the 

Portfolio’s behaviour

3. 

Controlling the 
Portfolio
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Step 1 - Define My Assets

*Subject to liquidity, concentration guidelines, and approval by BNP Paribas.

Thematic 
Access

A large universe of asset classes*

� Customized reallocation: Index composition can be static or dynamic

� All management strategies are allowed: beta, alpha, systematic strategies based on advanced algorithms

Market Access

Implement your own management style

� Bonds

� Equities

� Commodities

� Mutual funds

� Green

� Infrastructure

� …

Star Funds In-house

� Your buy 
list

� Russia

� Africa

� China

� …

� Carmignac

� Franklin 
Templeton

� Schroders

� ….

Geographic 
Areas

Commodities

� Energy

� Soft

� Base Metals

� Precious 
Metals

� …

Via S&P GSCI Indices
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Step 2 - Define My Parameters

My Index Q&A : 3 easy steps to create your index

Set up your index, 
answering an easy Q&A

Your dedicated Index

Asset Selection

Step1: Composition

Step 3: Implementation and Post-trade Services

• Commodities• Equities• Bonds

Step 2: Mechanism

Currency ManagementRisk Control Management

Reshuffle Process

• Static • Dynamic • Frequency (Months/Quarters)

• Dedicated Websites

Publication of Valuations

• Bloomberg

• Reuters

Target Volatility

• FX Hedged • Compo• Yes • No
• Fixed

• Index Linked

Marketing Support

• Yes • No

Performance Reporting

• Yes • No • Frequency

• Mutual Funds

• BBG Code

Ccy

• Forex• Emerging Equity• Bonds• Commodities• Equity • Emerging Debt

Mutual Funds Types: 

White labeling

• BNP Paribas • Name of Index

• BNPParibasIndex.com

Strategy

• Alpha • Beta • Systematic

List of Underlyings

• MySelection• BNP Paribas selection

Calculation Agent

• S&P • Markit• BNP Paribas

Currency Volatility Rebalancing

Your tailored index appears 
on Bloomberg
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Step 3 - Define My Guarantees

What maturity ?

What type of guarantees ?

� Systematic

� Optional

Which level of 
guarantees ?

What expected return 
the investor gets once 
these guarantees are 
chosen ?



13/04/2012 20Intended for Institutional and Accredited Investors only

Thank You !
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IMPORTANT NOTICE

The information included in this document is confidential and is provided to you for information purposes only. This document expresses BNP Paribas’ position on the basis of its own appraisal of the applicable facts, law and regulations in force at the 
date hereof. Accordingly, BNP Paribas assumes no responsibility or liability for the information contained herein and you must consult your own advisers prior to making any decision in respect of such information.

BNP Paribas is not providing any financial consulting service or investment advice to you. You should obtain independent legal, financial and other professional advice and make your own decision as to whether or not you wish to enter into any of those 
transactions with any person. Any information set out in this document is for reference only and should not be relied upon by you in any circumstances. BNP Paribas shall not have any liability to you or any of your affiliates (whether in contract, in tort or 
otherwise whatsoever) for any loss, damage, cost or expense that you or any of your affiliates may have suffered or incurred arising out of any of those transactions.

The information and opinions contained in this document have been obtained from public sources believed to be reliable, but no representation or warranty, express or implied, is made that such information is accurate or complete and it should not be 
relied upon as such.  This document does not constitute a prospectus or other offering document or an offer or solicitation to buy any securities or other investment.  Information and opinions contained in this document are published for the assistance of 
recipients, but are not to be relied upon as authoritative or taken in substitution for the exercise of judgment by any recipient; they are subject to change without notice and not intended to provide the sole basis of any evaluation of the instruments 
discussed herein.  Any reference to past performance should not be taken as an indication of future performance.  No BNP Paribas Group Company accepts any liability whatsoever for any direct or consequential loss arising from any use of material 
contained in this document. All estimates and opinions included in this document constitute our judgments as of the date of thisdocument.  BNP Paribas and their affiliates (collectively “BNP Paribas”) may make a market in, or may, as principal or agent, 

buy or sell securities of the issuers mentioned in this document or derivatives thereon.  BNP Paribas may have a financial interest in the issuers mentioned in this document, including a long or short position in their securities, and/or options, futures or 
other derivative instruments based thereon.  BNP Paribas, including its officers and employees may serve or have served as an officer, director or in an advisory capacity for any issuer mentioned in this document.  BNP Paribas may, from time to time, 
solicit, perform or have performed investment banking, underwriting or other services (including acting as adviser, manager, underwriter or lender) within the last 12 months for any issuer referred to in this document.  BNP Paribas may, to the extent 
permitted by law, have acted upon or used the information contained herein, or the research or analysis on which it was based, before its publication.  BNP Paribas may receive or intend to seek compensation for investment banking services in the next 
three months from an issuer mentioned in this document.  Any issuer mentioned in this document may have been provided with sections of this document prior to its publication in order to verify its factual accuracy.

Members of the BNP Paribas group may face possible conflicts of interest in connection with certain duties under structured products. For example, it and its affiliates may trade an underlying for their own account or for the account of others. It or its 

affiliates may receive a portion of the management or other feescharged with any of the underlyings. BNP Paribas may offer other services to entities associated with an underlying, for which they may be remunerated. All of these activities may result in 
conflicts of interest with respect to certain financial interests of BNP Paribas.

DISCLAIMER BACKTESTING & SIMULATIONS

The information has been prepared in good faith in accordance with BNP Paribas’ own internal models and calculation methods and/or is based on or uses other available information where considered relevant. Information prepared on the basis of 

different calculation methods and/or pricing information or assumptions may yield different results. Numerous factors may affect the information provided, which may or may not have been taken into account. The information provided may therefore vary 
significant from information obtained from other sources or other market participants. Any reference to past performance should not be taken as an indication of future performance. BNP Paribas expressly disclaims any responsibility for the accuracy or 
completeness of any pricing information sources used in its calculations, or any errors or omissions in computing or disseminating this information, and for any use you make of or reliance upon the information provided. Accordingly, no representation or 
warranty, express or implied, is made as to the fairness, accuracy, completeness or correctness of the information contained herein or otherwise in connection therewith.

The information does not represent (i) the actual terms on which a new transaction would be entered into, (ii) the actual terms on which any existing transactions could be unwound, (iii) the calculation or estimate of an amount that would be payable 
following an early termination of the transactions or (iv) the actual valuations given to the transactions by BNP Paribas in its books of account for financial reporting, credit or risk management purposes. Nothing contained herein constitutes an offer or 
solicitation for the purchase or sale of any investments or to make any amendment or to enter into any transaction. 

Singapore: This document is distributed in Singapore by BNP Paribas, Singapore Branch to Institutional Investors and Accredited Investors only and is not intended for investors in Singapore who are not Institutional Investors or Accredited Investors 
within the meaning of the Securities and Futures Act, Chapter 289 of Singapore and should not be passed on to any such persons. Some products or transactions described in this document may not be authorised in Singapore and may not be available 
to Singapore investors. Information in this document is for general circulation to the intended recipients only and is not a recommendation or investment advice to recipients hereof since it does not take into account the specific investment objectives, 
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