
Despite some difficult summer months, the performance of Bruno 
Crastes’ H2O Multibonds fund has bounced back. Here’s how 
arbitrage and a contrarian approach have shaped his strategy

On the 
contrary

ize is the number one enemy of 
performance’ is not something 
you expect to hear from someone 
who is managing a fund with over 

CHF 4 billion in assets. 
 But, Bruno Crastes continues: ‘Small is 
beautiful in asset management.’ 

The Citywire AAA-rated manager of the 
H2O Multibonds fund – and the PrivilEdge - 
H2O High Conviction Bonds fund – is talking 
about how he might need to reintroduce 
entrance fees. After suffering outflows 
following reports of illiquid securities, the 
fund’s assets have increased by a billion 
going from CHF 3.4 billion as of the end of June 
to CHF 4.5 billion as of the end of August. 
 Crastes, has been rated almost consistently 
since September 2013, only losing his rating in 
February and March 2017. He comes out on top 
in the Citywire performance ranking over three 
years, with returns of 86.6% compared with 
the average manager’s 5.3%, as of the end of 
August in the Bonds – Global Flexible sector.

‘We cannot really grow any further, because 
otherwise the arbitrage will not work so 
well. Instead of becoming the hunter, we will 
become the prey,’ he explains. 

CHOOSE WISELY
According to Crastes, who was managing the 
fund with Jérémy Touboul, before the latter 
left the firm in September, the first step in 
delivering good returns is the choice of the 
investment universe. 

‘S

 ‘The global bonds sector is very rich of 
alpha,’ he says. ‘Investors have very different 
utility functions which we can exploit through 
arbitrage. On the contrary, when everyone is 
doing the same, it is hard to generate alpha.’ 
 Crastes, who uses derivatives to express 
his views, explains that he uses arbitrage in 
three main ways: by country, by yield curve 
and by currency. He follows a relative trading 
strategy, with relative positions making up 
more than 80% of the portfolio, as opposed to 
a directional one.
 ‘Duration and credit are very poor sources 
of alpha because investors share the same 
background and utility function, so they all do 
the same thing at the same time.
‘When we look at credit, we must remember 
what happened over a decade ago. All the 
alpha that had been created between 2002 
and 2007 was destroyed in 2008.’
 Another factor playing in favour of Crastes 
is the fact that the universe is not crowded. 
‘Not many investors do what we do,’ he says. 
 According to the manager, this is because 
there are very few investors who have a global 
liability since most of them have a domestic 
bias. ‘Most of the time, the investment universe 
is related to the benchmark and because 
of their domestic bias, few investors have a 
global one,’ he says. 

THE RIGHT MIX
To spot the right opportunities, Crastes looks 
at different factors. 
 ‘The macro environment is the first 
dimension we look at. We then search for the 
best arbitrages and which assets to buy and 
which ones to sell,’ he says. 

The other dimensions Crastes looks at are 
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CRASTES’ FUND HAS STAYED A STEP AHEAD OF THE INDEX THE FUND PEAKED DRAMATICALLY OVER THE PAST THREE YEARS

Crastes has a contrarian approach 
when it comes to the current economic 
situation in the US too. ‘Our view is that 
the US economy will accelerate and not 
slow down,’ he says. ‘The yields have 
reached the bottom following the ECB’s 
announcement last week, and remain 
defensive in terms of duration.’ 
 The current economic environment in 
emerging markets seems to be backing a 
strong US dollar, Crastes believes. After 
being negative on the asset class following 
the Fed’s hikes last year, he has now started 
seeing some potential.

WORKING TOGETHER 
Covering an investment universe as big as 
the global bonds one requires a significant 
level of knowledge, but he says the fund’s 
success is also due to a team effort.
 ‘I believe when it comes to allocating 
assets, it is much better to be a generalist. If 
you ask specialists about their asset class, 
they will always be biased.’
 However, according to Crastes, when it 
comes to analysing the investment universe 
and arbitraging it, specialists are better 
because they have more information. 
‘Decision making cannot always be a 
democratic process, but the way to get to 
the decision requires as much analysis and 
input from specialists as possible,’ he says.

European bonds and were reluctant to buy 
them, especially peripheral ones, like in Italy.’
Volatility and technical analysis also pointed 
in the right direction, according to Crastes.  
 ‘A couple of years ago, the spread between 
European bonds and US bonds was between 
50 and 100 and now it is around 200. It has 
been a great run,’ he says. 

CONTRARIAN APPROACH
As well as analysing external factors, part of 
what allows fund managers to perform well is 
holding firm beliefs, according to Crastes. 
 ‘When you manage money, you need to have 
long-term convictions. If you keep changing your 
mind, you will never create value.

‘In 2012, European Central Bank president 
Mario Draghi said “the ECB is ready to do 
whatever it takes to preserve the euro. And 
believe me, it will be enough”. And I believed 
it. To me, it meant there would no longer be 
any country risk in Europe.’ 
 As a result, the main driver of Crastes’ 
decision-making process in Europe has 
become the spread, which allowed him to buy 
Italy against Germany at 200 basis points in 
May 2018, a few months after the elections. 
 ‘If you keep changing your mind and 
worrying about the dangers of the political 
crisis you will not be able to conclude anything. 
You will keep selling at the bottom and buying 
at the top without making any money,’ he says. 

valuations and positioning. 
 He explains that, through the readings of 
investors’ constraints, he is able to understand 
what they do. ‘In some countries, you have 
strong regulations which oblige investors 
to buy certain bonds. As a result, in these 
countries bonds will be overvalued and 
more expensive. 
 ‘That’s why we search for the ones left 
aside by other investors,’ he adds. ‘Buying an 
asset that is undervalued when everyone is 
long is not worth it. It will remain undervalued.’ 
Volatility analysis and technical analysis are 
also key parts of Crastes’ investment process, 
helping him to identify the right entry and exit 
point. ‘If you look at the dimensions on their 
own, you will think that it’s obvious. What 
makes the process complicated and efficient 
is to combine them,’ he says. 
 Crastes has recently applied his method by 
being long European bonds against US ones. 
‘The yield curve in the US is very flat so we 
would not get any extra yield for being long 
on US bonds.’ 
 On the other side, the curve is steep 
in Europe, Crastes says. ‘From a macro 
perspective, it also made sense as there is 
less inflation in Europe than there is in the US. 
Gold and inflation are the main enemies of 
bonds,’ he says.
 ‘The positioning also played to our 
advantage since US investors do not like 
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DESPITE A FEW DIPS, CRASTES HAS CONSISTENTLY REMAINED A MEMBER OF CITYWIRE’S ELITE
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