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+7.7+3.6US Equity L/S3.0Fund USLS5
+3.5+1.4Convertible Bond Arbitrage3.3Fund CBA4
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The optimism about impending economic recovery which had taken hold in the second half of February carried over 
into March, propelling equity market indices to their highest levels since July last year.  The Absolute Fund is 
deliberately constructed to have negligible beta (i.e. minimal dependence on the direction of stock markets) and so it 
is unsurprising that its performance in March was inferior to the market indices.  Indeed, it would have been a source 
of considerable concern to us if performance had matched the indices as this would have implied significant 
directional risk within the composition of the Fund.  Even though gains of 0.82%, 0.95% and 0.96% for the US$, £ 
and € share classes are perfectly respectable in absolute terms, we will nonetheless admit to some disappointment 
that performance in March did not exceed 1% because the Fund benefited from a clutch of fine individual fund 
returns and suffered no horrors. 

On closer examination of the Fund in a performance attribution analysis, however, it is evident that there were parts 
of the Absolute Fund’s portfolio of investments which made only modest contributions to performance and thus 
diluted the overall return.  Most notably, our Japanese long/short equity managers continued to struggle as the stock 
market remained twitchy and nervous about the possibility of further government intervention after the introduction 
of measures to discourage short-selling and before the end of the Japanese fiscal year end in March.  

The only part of the Absolute Fund which actually lost money in March was the allocation to short bias managers but 
this is a vital component of the Absolute Fund’s investment strategy.  Specifically, short bias funds represent the 
major part of our insurance policy to protect investors’ capital in times of market turmoil.  Given the magnitude of 
the rise in stock markets, we are therefore not unduly concerned that short bias funds occupied the top two places on 
our list of ‘Worst 3 Funds in March’.  However, Fund USSB3 and Fund USSB1 both exhibit the asymmetric profile 
of returns we seek, making more money in falling markets than they lose in rising markets.  Elsewhere, we are 
encouraged that a loss of only 0.3% was sufficient to earn a place on our Worst Funds list for Fund MFIA2.

40 out of the Absolute Fund’s 45 underlying hedge funds were profitable in March and 8 provided gains of more 
than 2%. Fund ELS7 maintained the tradition of funds featuring on the Best 3 Funds list in their first month of 
ownership whilst Fund USLS5, a US equity long/short fund in which we invested in February, heads the rankings for 
the year with a gain of 7.7%. 



Outlook
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Manager’s Track Record & Summary Statistics
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NB: The monthly returns in the shaded portion of the ‘Manager’s Track Record’ table are those of a portfolio previously managed by the Investment 
Manager of the Absolute Fund. Together with other almost identical portfolios, it was the forerunner of the Absolute Fund in terms of both 
investment strategy and procedures and its investments have been absorbed into the Absolute Fund. Returns prior to October 2001 have been adjusted 
to reflect the Absolute Fund’s scale of fees. Figures from October 2001 onwards are for the Class A (Principal series) shares of the Absolute Fund.
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But for our unerring belief in the integrity of financial markets, we might be inclined to express some cynicism about 
the rally in share prices in March. This was sufficient to negate the losses of January and February and ensure gains 
in the market indices during the first quarter of the year.  However, very little has changed and the structural 
deficiencies and imbalances in the world’s largest economies persist.  In our opinion, the rally was based more on 
optimism than hard evidence of a sustainable economic recovery and, interestingly, Central Banks seem in no rush to 
reverse some of the cuts in interest rates they made in the final quarter of last year when the economic outlook was 
bleak.  Indeed many of the wisest commentators are already beginning to question the durability of the so-called 
recovery.  

Even if they are wrong, we believe that a significant improvement in corporate profitability is needed even to justify 
current share prices let alone underpin further meaningful gains.  We stick by our prediction that double digit returns 
could prove to be an outstanding achievement in 2002. 

As always, our first investment objective is to preserve investors’ capital at all times.  In respect of our second 
objective (“to achieve consistent returns of 1-2% per month”), we admit that the higher figure is a bit fanciful in the 
current environment!  As we have stated before, we will not attempt to ‘force’ the return of the Absolute Fund higher 
by accepting greater risk by investing in racier or more leveraged funds.  On the basis of the success of many of our 
more recent fund selections, however, we continue to believe that a double-digit return is still achievable in 2002.  

At the beginning of March, we made new investments in Fund USSB4 (a short-bias fund which provided a gain last 
month), in Fund DHY4 (an Asian distressed fund) and in the aforementioned Fund ELS7.  We continue to find no 
shortage of outstanding candidate funds with strong track records and remain entirely dispassionate about displacing 
any existing investment in the Absolute Fund regardless of the reverence in which it is held by other investors. 

As always we welcome your comments, questions and suggestions.



General Information

Risk Warning

The Absolute Fund is a Fund of AFM Funds Limited (the “Company”) and is not a recognised collective investment 
scheme for the purposes of the Financial Services and Markets Act 2000 (the “Act”). This document is issued by 
Absolute Fund Management Limited (“AFM”), which is regulated by the Financial Services Authority and is being 
communicated only to persons (each a “permitted recipient”) of the kind to whom both (1) the Company is permitted 
to communicate financial promotions pursuant to The Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2001 (the “Order”) and (2) AFM is permitted to communicate financial promotions relating to the 
Company or otherwise promote the Company under The Financial Services and Markets Act 2000 (Promotion of 
Collective Investment Schemes) (Exemptions) Order 2001 (the “CIS Order”). It may not be passed on or 
communicated by the recipient to any other person. Such permitted recipients include existing shareholders of the 
Company, authorised persons and other investment professionals under Article 19 of the Order and Article 14 of the 
CIS Order. It does not and is not intended to constitute an offer or solicitation to purchase shares of the Company 
which may only be made on the basis of the latest private offering memorandum of the Company and the risk and 
other disclosures made therein. Persons who do not have professional experience in participating in unregulated 
collective investment schemes should not rely on the information contained herein. The rules made under The Act for 
the protection of private customers do not apply and, except as regards any liabilities of AFM, the Financial Services 
Compensation Scheme under The Act will not be available for investments in the Absolute Fund.  Past performance is 
not necessarily a guide to  future  performance and the value of an investment can go down as well as up. Investors 
may not get back the  full amount originally invested. The value of overseas investments may be influenced by changes 
in exchange rates.

AFM is Regulated by the FSA
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