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Liquid Alternatives — Reliable Diversification

The current market environment presents investors with a new challenge: How do | pro-
tect my portfolio against stock market drawdowns when they are almost always accom-
panied by sell-offs in the bond market? In fact, the classic 60/40 portfolio’ lost nearly
5% of its value in March — the sharpest decline since 2022. This was due to stocks and
bonds both experiencing a significant downturn in the wake of the Iran crisis.

In an environment of correlated stock and bond markets, allocations to gold and com-
modity stocks offer one way to diversify multi-asset portfolios. However, as we will show
in this Focus article, liquid alternatives can also serve as a diversifier, thus acting as an
additional building block to make multi-asset portfolios more robust.

The Rise of Liquid Alternatives

The term "Liquid Alternatives" has evolved into one of the most widely discussed con-
cepts in the fund industry over the past few years — and for good reason. By the end of
2025, liquid alternatives managed assets of nearly USD 5 trillion in the US alone — almost
double the amount from 10 years prior (Fig. 1). But it's not just in the US that liquid alter-
natives have grown in significance. The assets under management in alternative funds
within the European UCITS market have also increased considerably in recent years.

However, the umbrella term "Liquid Alternatives" encompasses a heterogeneous land-
scape of strategies that differ significantly in their mechanics, sources of return, and risk
profiles. At their core, the relevant approaches can be divided into hedging and diversi-
fying strategies.?

Fig. 1: Liquid Alternatives have almost doubled their assets since 2015
AuM (in Bn. USD) of Liquid Alternatives in the US by calendar year, based on SEC filings
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Time period: 01.01.2023 — 31.12.2025 | Source: OFR Hedge Fund Monitor

" The popular 60/40 strategy refers to an investment portfolio comprising 60% equities and 40% bonds. See also the
“Monitor” markets publication dated 7 April 2026.

2 See ,Liquid alternatives are a useful addition in the low interest rate environment — we look at their classification and
implementation in a multi-asset context”, Berenberg Markets Focus, 30. September 2021.
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The former appreciate during periods of market stress due to their negative correlation
with risky assets, and aim to generate positive returns during crises. The latter seek to
improve the risk/return profile of traditional investments by maintaining the lowest pos-
sible correlation to them. An example of a diversifying strategy is Global Macro. Such a
strategy aims to generate positive returns regardless of the current market trend by
capitalizing on macroeconomic mispricings — a factor that is particularly popular with

investors in the current market environment.

Positive stock bond correlations pose new challenges for investors

With the end of the pandemic, and certainly since the beginning of the current inflation-
ary regime, markets have been facing a new challenge: the synchronous movement of
stocks and bonds. Setbacks on the equity side of a multi-asset portfolio are now fre-
quently accompanied by sell-offs on the bond side - meaning the loss mitigation hoped
for from stock-bond diversification doesn’t materialize. Indeed, with only two excep-
tions, every equity sell-off since 2022 has also been accompanied by a drop in bonds

(Fig. 2).

Commodities offer a potential alternative for investors. In fact, major equity market
downturns have recently often coincided with strong performance from gold, oil, and

The diversifying effect of bonds
has diminished significantly in re-

other commodities (Fig. 3). Therefore, in addition to other structural drivers, we continue cent years.
to view gold, as well as commodity-related equities, as an indispensable component for

our multi-asset portfolios.

But there are also other options are available. Liquid alternatives can also act as a port-
folio diversifier. Whether it's rising interest rates, growth shocks, or geopolitical disrup-
tions, the very drivers behind the major equity market downturns of recent years repre-
sent promising investment opportunities for Global Macro and other liquid alternative
strategies. Indeed, during the equity market pullbacks of the last few years, Macro strat-
egies - along with other segments of the alternatives complex - have tended to generate

positive returns.

Fig. 2: Bonds have provided virtually no protection against
stock market setbacks over the past four years

Monthly return of equities (x-axis) vs. bonds (y-axis)
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Equities: MSCI World Net Return (USD); Bonds: ICE BofA Global Government Index
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Fig. 3: Meanwhile, the role of macro strategies and other al-
ternatives has expanded markedly
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Time period: 31.01.2007 — 31.03.2026 | Source: Bloomberg, own calculations
Equities & Bonds: see Fig. 2; Credit: ICE BofA Global Corporate Index
Commodities: Basket of 50 % Gold and 50 % Crude oil (in USD)
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Not a silver bullet: Liquid Alternatives struggled in the low-interest environment

The hedge fund and liquid alternative strategies of the 1980s and 1990s were able to  Historically, the performance of
attract investors with what felt, in some cases, like fairytale returns. The high-interest-  liquid alternatives has varied, far-
rate environment combined with an enormous cross-asset volatility helped these strat-  ing better or worse depending on
egies achieve profits. However, in the new millennium, and certainly by the time of the  the prevailing market environment.
low-interest-rate era after the financial crisis, this came to an end. Indeed, the sophisti-

cated hedge fund strategies underperformed equities and corporate bonds in the

2010s. Between 2010 and 2015, liquid alternatives even generated a lower return than

safe U.S. government bonds.

The upshot is that liquid alternatives are not an all-weather solution for investors. De-
pending on the market environment, they can perform better - or worse. We believe,
however, that the current market environment is likely to be more advantageous for
liquid alternatives.

Fig. 4: Liquid Alternatives generally underperformed during the 2010s
Based on the total returns of the individual market segments over 5-year periods
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Time period: 01.01.1970 — 31.12.2025. Source: Bloomberg, own calculations

A supportive backdrop for Liquid Alternatives

One factor that is likely to benefit Macro funds and other liquid alternative strategiesis A shifting macro landscape is likely
current elevated level of interest rates. Figure 5 compares the performance of alterna-  to provide a tailwind for liquid al-
tives against the interest rate of 3-month T-Bills. Indeed, on average, alternatives have  ternative strategies.

historically generated higher returns when short-term interest rates were higher. The

reason for this relationship between interest rates and performance is, admittedly, rela-

tively unsurprising: It should be significantly easier for Global Macro and other liquid

alternatives to generate 4% per year when money market rates are already at 3% (or

more).

In the macroeconomic environment following the Global Financial Crisis (GFC), the ab-
solute performance of liquid alternatives therefore suffered from the lower money mar-
ket rates. Additionally, the extremely loose monetary policy of central banks suppressed
market volatility. While strong market fluctuations present challenges for investors who
are closely aligned with a benchmark, they offer opportunities for Global Macro funds
and other opportunistic liquid alternatives to profit from market mispricings. In the pe-
riod after the GFC, extreme events - and thus opportunities to generate excess returns
- were rather scarce. In addition to low interest rates, this placed an additional burden
on liquid alternatives.
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The end of the pandemic marked the conclusion of the “low vol — low rates” era. Even
more importantly, a return to such an environment appears to be quite unlikely. In-
creased populism and its associated fiscal stimulus programs, inflationary risks from po-
tential tariffs, or the recent crisis in Iran: at present, little suggests that markets are set
to return to a low-interest-rate regime in the medium term. Moreover, in addition to the
current geopolitical chaos, the rise in passive investment flows is leading to more pro-
nounced market swings, which should sustain volatility - independent of central bank
actions. Consequently, the tailwinds from higher interest rates and greater volatility for
Global Macro and other liquid alternatives are unlikely to abate in the medium term.

Fig. 5: Higher rates saw better liquid alts performance Fig. 6: More market vol to provide more opportunities
Annual performance of liquid alternatives aggregated according to the Number of monthly %-changes exceeding 2.5 Sigma relative to history per
respective level of 3M US Treasury Bills at that point in time asset class based on an universe of approximately 50 individual assets .
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An additional factor that could enhance the performance of Global Macro strategies is

not just the absolute level of interest rates, but also the differentials between the various

economies. For instance, money market rates in Australia are approaching 4%, whereas

the Swiss National Bank has maintained its key interest rate near the zero bound for the

better part of last year. Such a significantly wider dispersion in money markets now pre-

sents Macro funds with new opportunities to capitalize on global interest rate differ-

ences or to boost performance through carry strategies. This was considerably more  Liquid alternatives benefit from
challenging in the period immediately following the financial crisis when most central  higher interest rates, greater
banks kept their policy rates near zero. In combination with higher money market rates macro heterogeneity, and in-
and greater market volatility, the current economic disparity further contributes to this  creased market volatility.
favorable market environment for Global Macro and other Liquid Alternatives.

Fig. 7: A larger disparity between economies could help liquid alternatives further
Difference between the lowest and highest central bank policy rate across G10 economies
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Conclusion: Liquid alternatives as a building block for multi-asset portfolios

Traditional portfolio construction, based on exclusively stocks and bonds, is facing sub-
stantial challenges within the current macroeconomic environment. Persistently higher
inflation and its associated volatility, coupled with heightened interest rate fluctuations
and rising correlations between these conventional asset classes, have significantly
eroded the diversification benefits of bonds, which for decades acted as a dependable
counterbalance to stocks.

In this transformed landscape, liquid alternatives are poised to become an essential cor-
nerstone, alongside commodities, for building resilient investment portfolios. While the
low-interest-rate era of the past decade presented obstacles for certain alternative
strategies, the current market climate is considerably more advantageous. Ongoing ge-
opolitical uncertainties, elevated interest rates, and widening disparities among national
economies are fostering a compelling environment for Global Macro and other liquid
alternative strategies.

Also taking into account markedly lower return expectations from equities, investors are

compelled to seek out new sources of yield. In this pursuit, liquid alternatives are set to
emerge as a particularly compelling investment vehicle.

Fig. 8: Expected equity returns are significantly lower than in the last decade
Long-run stock market return expectations from select banks and asset managers

US-Equities (% p.a.) 3.9-59% 6.7% 3.0-50% 7.8-81% 6.5%

(CI[TEIN LN VAR 4.6 - 6.6% 7.0% 50-7.0% 6.0-8.0% 7.1%

Latest update Vanguard (22. Jan). Forecasts for the next ten years.
Soure: Vanguard, J.P.Morgan, BlackRock, Mercer, Goldman Sachs
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Important Information

This information is a marketing communication. This information and
references to issuers, financial instruments or financial products do not
constitute an investment strategy recommendation pursuant to Article
3 (1) No. 34 Regulation (EU) No 596/2014 on market abuse (market
abuse regulation) nor an investment recommendations pursuant to Arti-
cle 3 (1) No. 35 Regulation (EU) No 596/2014, both provisions in connec-
tion with section 85 (1) of the German Securities Trading Act (WpHG). As
a marketing communication this document does not meet all legal re-
quirements to warrant the objectivity of investment recommendations
and investment strategy recommendations and is not subject to the ban
on trading prior to the publication of investment recommendations and
investment strategy recommendations. This document is intended to
give you an opportunity to form your own view of an investment. How-
ever, it does not replace a legal, tax or individual financial advice. Your
investment objectives and your personal and financial circumstances
were not taken into account. We therefore expressly point out that this
information does not constitute individual investment advice. Any prod-
ucts or securities described may not be available for purchase in all
countries or only in certain investor categories. This information may
only be distributed within the framework of applicable law and in partic-
ular not to citizens of the USA or persons resident in the USA. The state-
ments made herein have not been audited by any external party, partic-
ularly not by an independent auditing firm. Any future returns on fund
investments may be subject to taxation, which depends on the personal
situation of the investor and may change in the future. Returns on in-
vestments in foreign currencies may increase or decrease due to cur-
rency fluctuations. The purchase, holding, conversion or sale of a finan-
cial instrument, as well as the use or termination of an investment ser-
vice, may give rise to costs that affect the expected income. In the case
of investment funds, you should always make an investment decision on
the basis of the sales documents (key information document, presenta-
tion of past performance, sales prospectus, current annual, if applica-
ble, semi- annual report), which contain detailed information on the op-
portunities and risks of the relevant fund. An investment decision should
be based on all characteristics of the fund and not just on the sustaina-
bility-related aspects. Sustainability related disclosures can be found at
www.berenberg.de/en/esg-investments. In the case of securities for
which a securities prospectus is available, investment decisions should
always be made on the basis of the securities prospectus, which con-
tains detailed information on the opportunities and risks of this financial
instrument, otherwise at least on the basis of the product information
document. The fund is subject to increased volatility as a result of its
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composition/the techniques used by Fund management; therefore, unit
prices may increase or decrease significantly within short periods of
time. All the aforementioned documents can be obtained from Joh. Ber-
enberg, Gossler & Co. KG (Berenberg), Uberseering 28, 22297 Hamburg,
Germany, free of charge. The fund sales documents and the product in-
formation sheets for other securities are available via a download portal
at the Internet address https://productdocumentsuite.beren-
berg.de/en. The sales documents of the funds can also be requested
from the respective investment management company. We will be
pleased to provide you with the specific address details upon request. A
summary of your investor rights in English can be found at Investor -
rights (https://www.universal-investment.com/en/Corporate/Compli-
ance/investor-rights/), (https://www.universal-investment.com/en/Cor-
porate/Compliance/investor-rights-Ull/). In addition, we would like to
point out that Universal-Investment may, in the case of funds for which
it has made arrangements as management company for the distribution
of fund units in other EU member states, decide to cancel these ar-
rangements in accordance with Article 93a of Directive 2009/65/EC
and Article 32a of Directive 2011/61/EU, i.e. in particular by making a
blanket offer to repurchase or redeem all corresponding units held by
investors in the relevant member state. A fund investment involves the
purchase of shares in an investment fund, but not a specific underlying
asset (e.g. shares in a company) held by that fund. The statements con-
tained in this document are based either on own company sources or
on publicly accessible third-party sources, and reflect the status of in-
formation as of the date of preparation of the presentation stated be-
low. Subsequent changes cannot be taken into account in this docu-
ment. The information given can become incorrect due to the passage
of time and/or as a result of legal, political, economic or other changes.
We do not assume responsibility to indicate such changes and/or to
publish an updated document. For important disclosures and infor-
mation on index- and market data, see https://www.beren-
berg.de/en/legal-notice/license-notice/. Past performance, simulations
and forecasts are not a reliable indicator of future performance and
custody fees may occur which can reduce overall performance. Please
refer to the online glossary at https://www.berenberg.de/en/glossary
for definitions of the technical terms used in this document. The images
used in this document are for illustrative purposes only. They do not re-
fer to specific products, services, persons or actual situations and
should not be used as a basis for decisions or actions..
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