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Alternative diversifiers: do you still rely on bonds?

In a more uncertain macro environment characterised by high debt levels, demographic headwinds and sluggish
productivity, traditional diversifying assets such as bonds may no longer help create resilient portfolios. Even
historically, bonds may have hurt diversification more often than they helped, especially during rising inflation.

We believe investors should explore diversifying assets that can have a higher certainty of providing resilience on
a forward-looking basis, including volatility strategies.

Bonds often fail to deliver resilience when needed

Investors often rely on bonds to do the
heavy lifting in diversifying a balanced
portfolio. In return for this, investors
accept lower expected returns than from
growth assets.

In reality, bonds have often done a poor
job providing diversification when it
mattered. This was especially the case
during inflationary shocks, such as the
environment that may lie ahead.

To illustrate, Figure 1 shows rolling 1-year
real returns for the S&P 500 index and
ten-year US bonds since 1940.

The shaded areas indicate the 19 times
that 1-year US real equity price returns
were worse than -10%. US bond real
returns were also negative in 14 of these
19 times (red shading), further harming
portfolios. The fact that bonds generally
helped during the large equity falls in the
2000s likely reflects the overall
disinflationary environment at that time.
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bonds failed to provide strong
diversification in 14 out of 19
large equity falls since 1940

Key to resilient portfolios

A macro-aware approach to building
resilient portfolios includes
understanding the nature and behavior
of diversifying assets in different market
environments.

For example, volatility strategies can
deliver diversification based on the
tendency of volatility to go up during
equity falls. Meanwhile, trend following
strategies can capture momentum across
different assets during equity turbulence.
Several other alternative diversifiers can
similarly provide portfolio resilience in a
different and potentially more reliable
way to fixed income assets.

Figure 1: Rolling 1-year real returns for US equities and 10-year US bonds. Shading shows US equity price returns worse than -10%.
Red shading indicates US bond returns were also negative at some point; green shading indicates US bond returns were positive.
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US equity returns are the S&P500 Index price return (SPX Index). Bond returns are the estimated performance of 10-year
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Source: SouthPeak, Bloomberg, Goldman Sachs, US Treasury



Alternative diversifiers: aim for more reliable resilience with better returns

Arguably, a more uncertain macro lack of mark-to-market is often confused
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Figure 2: performance of bonds and alternative diversifiers in four recent periods of equity turbulence

------ Equities =——Bonds ——CTAs Hedge Funds  ——Volatility

Covid-19: Feb-Mar 2020 Inflation Pressure: Apr-Sep 2022
120 120

110 110

100 100

o w: - %

80 80

70 70

31-Jan-20 29-Feb-20 31-Mar-20 31-Mar-22 31-May-22 31-Jul-22 30-Sep-22
Tariffs: Mar-Apr 2025 Middle-East War: Mar 2026

105 105

100 =

95

90 90

85 :-.... 3. 85

28-Feb-25 31-Mar-25 30-Apr-25 27-Feb-26 14-Mar-26 29-Mar-26

Volatility returns are estimated from actual returns of the strategies in SouthPeak’s real diversification funds, are in AUD, net of fees and expenses. Returns are
estimated, unaudited and subject to adjustment. Other returns are in USD as per the following indices: Equity (SPX Index), Bonds (LEGATRUU Index)., CTA (NEIXCTA
Index), Hedge Fund (HFRXGL Index). Past performance is not an indicator of future performance. Source: Bloomberg, SouthPeak.
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Portfolio construction: including volatility strategies in diversifying assets

While the previous page explored the
resilience of alternative diversifiers, it is
also important to consider the expected
return that a diversifying asset brings to a
balanced portfolio.

Figure 3 compares a balanced portfolio of
60/40 Australian equities and bonds to
the estimated performance of a portfolio
that moves half of its diversifying assets
from bonds to a volatility-based
alternative diversifier; the SouthPeak
Alternative Alpha Fund (‘SP AAF’).

Over the period examined, including
volatility as an alternative diversifier
would have improved portfolio returns by
1.5% p.a. while also reducing drawdowns.
The worst drawdown would have lost 2.4
years of average returns, compared to
4.7 years for the 60/40 portfolio.

By potentially increasing returns and
reducing losses, the inclusion of
alternative diversifiers improves
compounding and can help address
sequencing risk. This makes them a
valuable tool for all investors, but
particularly for those approaching/in
retirement.

Figure 3: Including volatility strategies in diversifying assets
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* SouthPeak Alternative Alpha Fund returns for Feb 2012 — May 2025 are estimated from the actual
returns of the fund’s strategies in SouthPeak’s real diversification funds together with AUD cash. Returns
from June 2025 are from the SouthPeak Alternative Alpha Fund. Returns are estimated, unaudited and
subject to adjustment. Returns prior to Feb 2012 are simulated. Simulations have been created using
models with assumptions and may have the benefit of hindsight. No actual investments were made.
There can be sharp differences between simulated and actual results for many reasons. Estimated returns
are net of estimated transaction and management fees. Cash returns are RBA cash, RBACTRD Index.
Equity returns are the S&P/ASX 200 Total Return Index, AS51T Index. Fl returns are the Bloomberg
AusBond Composite 0+ Yr Index, BACMO Index. Past performance is not an indicator of future
performance. See important information on the last page. Source: Bloomberg, SouthPeak.
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replacing part of their diversifying assets with alternative diversifiers such as volatility can
help investors improve the resilience of their portfolios while also targeting higher returns

Note: Including volatility strategies in growth assets is discussed in our paper ‘Adding returns and resilience to Australian equities’.

Important information

DISCLAIMER. This document has been prepared for wholesale investors for the purpose of providing general information, without taking account any particular
investor’s objectives, financial situation or needs. It does not constitute a recommendation, offer, solicitation or invitation to invest. Investors should obtain their own

independent advice.

This document contains “forward looking statements” which are based on assumptions that contain risk and uncertainty, and the views of SouthPeak’s principals at a
point in time. These are subject to change without notice. Actual results and events may differ materially from those in any forward-looking statements.

No representation is made that SouthPeak’s strategies, investment process or risk management will be successful, or that any investor will not suffer loss of principal.
Subject to any law to the contrary, SouthPeak disclaims all liability for any loss or damage suffered by any person acting on information provided in, or omitted from,

this document.

Contact us

Level 21, 25 Bligh Street, Sydney NSW 2000, Australia

t: +61 2 80714321 | invest@southpeakim.com | www.southpeakim.com

About SouthPeak

SouthPeak is a specialist volatility manager providing alpha and protection.

We aim to deliver attractive outperformance with low correlation to bonds and equities.
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