K Elston Insights

28t October 2020

What do we mean by “Relative Risk” strategies

We refer to asset-weighted multi-asset strategies with clearly defined equity allocations “relative
risk” strategies. Why? Because as their asset weightings are relatively stable, their risk will fluctuate
relative to equity risk, which is itself dynamic. The alternative to this approach is “target risk”
strategies, where the asset weightings fluctuate to target a stable portfolio risk. The vast majority of
risk profiled multi-asset portfolio and multi-asset funds are relative risk strategies, where risk can be
defined as % equity exposure.

Nowhere to hide

The sudden severity of the COVID-related market downturn mean that the impact on “relative risk”
strategies was similar. Broadly speaking, they took ~60% of the drawdown in global equities. A
traditional asset-weighted approach can reduce beta to global equity, but not necessarily reduce
correlation. In this respect, there was nowhere to hide for traditional relative risk multi-asset funds
whose asset allocation is relatively stable.

Fig.1. YTD Performance of “balanced” multi-asset passive funds
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Source: Elston research, Bloomberg data. Total returns from end December 2019 to 28" October 2020
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What is visible, however, is the differing shape of recoveries. And this was predominantly a function
of:

» Strategic design parameters (e.g. UK or Global Equity bias)
= Any tactical asset allocation decisions made

As outlined previously, home equity bias is irrational and has penalised UK investors, and this is now
a key distinguishing feature between multi-asset funds.

We look at summary YTD performance of selected multi-asset passive funds, relative to our Elston
60/40 GBP Index, Global Equities and UK Equities.

At +2.42%, HSBC Global Strategy Balanced has delivered strongest return YTD, outperforming the
Elston 60/40 GBP Index by 1.40ppt

At -2.46%, BlackRock Consensus 60 has delivered weakest return YTD, underperforming the Elston
60/40 GBP Index by -3.48ppt

Fig.2. 2020 YTD Performance
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Source: Elston research, Bloomberg data. Year to date as at 28/10/20. Total Returns in GBP terms. Global Equities
represented by SSAC. UK Equities represented by ISF.

Risk-adjusted returns

For risk-adjusted returns, we compare YTD performance to the 260 day rolling volatility. On this
basis, HSBC Global Strategy Balanced has delivered best risk-adjusted returns.

On a risk-adjusted basis, HSBC Global Strategy Balanced delivered positive YTD returns and
+1.40ppt outperformance relative to the Elston 60/40 GBP Index with approximately 84% of the
volatility of the Elston 60/40 GBP Index.
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By contrast Vanguard LifeStrategy 60% Equity delivered positive YTD returns nd +0.58%ppt
outperformance relative to the Elston 60/40 GBP Index with 102% of the volatility of the Elston 60/40
GBP Index.

Fig.3. Risk-adjusted returns
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Summary
Based on this analysis

1. Relative risk strategies can be defined by their equity allocation

2. Whilst the COVID shock impacted relative risk strategies similarly, their recovery paths are
differentiated

3. UK vs Global bias with respect to, primarily equities is a key differentiator

For more insights and information on research, portfolios and indices, visit:

Find out more

www.elstonsolutions.co.uk or NH ETF<Go>

www.elstonsolutions.co.uk
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ABOUT ELSTON

We research, design and build investment solutions with and for asset owners, managers
and advisers.

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs.

NOTICES

With reference to the European Union Directive 2014/65/EU on markets in financial instruments ("MiFID 1I"): this Report
does not provide a recommendation for an action, provides information freely available for public consumption and does
not therefore constitute “Research” as defined by MIFID II. This is because this report contains purely factual information
on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment
strategy. It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35)
of EU Markets Abuse Regulation ("MAR”), in conjunction with Article 3(1)(34) of MAR. For further information, please refer
to ESMA guidance ESMA70-145-111 Version 12.

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the
information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston
Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.
If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these
portfolios and/or indices.

An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-tracking investments with a periodic
rebalancing scheme.

All company, product and service names and trademarks used in this article are for identification purposes only and are
the property of their respective owners, and their usage does not imply endorsement.

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not
intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument,
or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information
contained herein.

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478,
registered office: 42 Brook Street, London W1K 5DB.

© Elston Consulting Limited. All rights reserved No unauthorised reproduction.
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