
25. May 2022

https://blog.en.erste-am.com/alternative-investments-defy-market-losses/

Alternative investments defy market losses
Christian Süttinger, CFA

© (c) iStock
In unsafe times, it is advisable to diversify one’s portfolio as broadly as possible. The current scenario – a highly charged mix of extraordinarily high inflation, the central banks’ fight and
intensifying restrictions against it, and the weakening global economy that may result in a recession – has led almost all asset classes to incur significant losses since the beginning of April:
equities, government bonds, corporate bonds, inflation-linked government bonds, industrial metals, gold, and crypto currencies. In the past, these assets – which are crucially uncorrelated,
based on a historical perspective – have rarely shed value at the same time. This illustrates the high level of fragility in the sentiment of investors. During the period in question, there was
(almost) no place for them to hide.

Only one asset class managed to cut itself off from the rest: alternative investments, which are easily accessible for clients of Erste Asset Management via Alpha Diversified 3 – a fund with
a long track record. Our fund manager Christian Süttinger explains how this was possible and what instruments are available to this alternative fund in the following interview.

The extreme volatility on the equity markets and the tense situation on the bond markets are challenging for fund managers at the moment. What is the
status quo? Are we at the beginning of a bear market or at the end of a correction?

An economic and geopolitical environment such as the one we are currently finding ourselves has limited historical precedent. But it still makes sense to draw comparisons. For an idea
about effects of the central banks’ willingness to dampen inflation “at any cost”, we can look at the USA in 1981 and 1982. Back then, under Paul Volcker, significant interest increases
ultimately led to a weakening economy, which largely resolved the inflationary pressure. A similar scenario may occur in 2022 and 2023. The enormous, pandemically induced demand for
goods will decline in favour of services. Due to the increased prices, consumers can already feel a decrease in purchase power. Also, the bottlenecks in global supply chains, which cause
inflationary pressure, will improve over time. In other words, if we look at the history of bonds, we can reasonably expect them to bottom out first, and relatively quickly at that. Maybe they
have already done so? Share prices should follow suit at a time lag and beat today’s prices within twelve months. The risk for this scenario is a noticeable global recession – but so far,
there are no signs for it.

“There are currently no signs for a noticeable global recession”

Christian Süttinger, fund manager Alpha Diversified 3

What can investors do to stabilise their portfolios?

It is crucial to make use of all available asset classes and investment concepts. Different components will work well in different phases. The fluctuation in the portfolio can be contained by
broad diversification. An asset class that is sometimes overlooked are alternative investments. By our definition, those are strategies that can easily be traded daily or weekly. They offer
ideas and concepts that cannot be found in other asset classes.

One good example is the chance to benefit from falling bond prices, which has provided the investors with welcome surplus gains in the year to date. Trend-following strategies (managed
futures) and global macro strategies, which are multi-asset funds, can open short positions, i.e. they can bet on, and benefit from, falling prices. This has always been an effective way to
protect one’s portfolio from high inflation and interest rates reversals.

Managed Futures: fund managers create portfolios from all available asset classes (equities, bonds, interest rates, currencies, commodities) on the basis of
trend-following models, i.e. without manual interventions.
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Global Macro: fund managers create portfolios from all available asset classes on the basis of economic data. The portfolios may benefit from rising and falling
prices. The fund management team is responsible for the strategy of the portfolio.

Another set are equity strategies that create a portfolio from expected winners (long) and losers (short) and actively manage or neutralise the dependence of the finished portfolio on the
equity market. This is less complicated than it sounds. Long/short strategies offer the chance to put equities to good use for the client. By comparison with the equity market itself, the
fluctuations of the fund remain limited.

Long/Short-Equity: fund managers create portfolios from expected winners (long) and losers (short). The dependence of the portfolio on the equity market is
limited and ranges from neutral (0 to about 20%) to about 40%. Price fluctuations are much more contained than for the equity market itself.

Lastly, there are also strategies that are based on proprietary investment ideas, almost completely unaligned with traditional equity and bond funds. Among them are, for example, alpha
strategies in the commodity sector, to which financial investors only have access via futures. As is equity index arbitrage, which exploits the fact that companies are constantly being
admitted to, or taken out of equity indices, which, to a degree, leads to foreseeable, short-term price fluctuations.

We maintain an overview of the investment ideas available and check them for plausibility and likelihood of success. Then, we choose the various components step by step and combine
them in the portfolio, which creates added value. We strongly advise not to overlook the asset class of alternative investments. The dramatic losses in share and bond prices since the
beginning of April are a good example for the relevance of portfolio components that can self-isolate.

How do you handle the high fluctuations that we see on some days? Trends are hard to establish in such a market.

For Alpha Diversified 3, we have 15 years of experience and select the most promising strategies that are then implemented by our fund managers. This way, we are “idea managers”, so to
speak. We can maintain our overview while our managers apply their experience and systems to our daily business.

We have heard the term “decade of commodities”. Are commodities the new gold in portfolios?

There are two diametrically opposed factors that tend to drive commodities. On the one hand, we can see an enormous demand overhang since the COVID pandemic. This is largely due to
the pronounced consumption frenzy for goods that were not accessible during the lockdowns, and it is at the service sector’s expense. This effect was exacerbated by far-reaching
production halts. On the other hand, we have noticed in the past that the supply of commodities would usually manage to keep up with demand, albeit with a delay. This delay, which may
well take years, is caused by the fact that the expansion of production on oil and gas fields and in mines requires a high level of investment. The commodity index below illustrates that the
long-term trend is not entirely clear.

Commodity price performance, 30Y

As the chart shows, commodity prices have not reached 2008 or 2011 levels this year despite the “price explosion”. Commodities offer welcome diversification for portfolios and are a good
protection against inflation. But we cannot guarantee that this trend is set to continue. In the commodity sector, we think that industrial metals have the best long-term outlook. They are
indispensable for the necessary transition to clean energy and for the achievement of the global climate goals. The storage and distribution of electricity is impossible without industrial
metals.

Conclusion

The losses of equities, bonds, and gold since the beginning of April have put the limelight on the asset class of alternative investments. The Alpha Diversified 3 fund provides easy access to
this asset class, and Erste Asset Management has years of expertise in this field.

The fund employs an active investment policy and is not oriented towards a benchmark. The assets are selected on a discretionary basis and the scope of discretion of the management
company is not limited.

For a glossary of technical terms, please visit this link : Fonds-ABC | Erste Asset Management

This document is an advertisement. Unless indicated otherwise, source: Erste Asset Management GmbH. The language of communication of the sales offices is German and the languages of communication of the
Management Company also include English.

The prospectus for UCITS funds (including any amendments) is prepared and published in accordance with the provisions of the InvFG 2011 as amended. Information for Investors pursuant to § 21 AIFMG is
prepared for the alternative investment funds (AIF) administered by Erste Asset Management GmbH pursuant to the provisions of the AIFMG in conjunction with the InvFG 2011.

The currently valid versions of the prospectus, the Information for Investors pursuant to § 21 AIFMG, and the key information document can be found on the website www.erste-am.com under “Mandatory
publications” and can be obtained free of charge by interested investors at the offices of the Management Company and at the offices of the depositary bank. The exact date of the most recent publication of the
prospectus, the languages in which the key information document is available, and any other locations where the documents can be obtained are indicated on the website www.erste-am.com. A summary of the
investor rights is available in German and English on the website www.erste-am.com/investor-rights and can also be obtained from the Management Company.

The Management Company can decide to suspend the provisions it has taken for the sale of unit certificates in other countries in accordance with the regulatory requirements.

Note: You are about to purchase a product that may be difficult to understand. We recommend that you read the indicated fund documents before making an investment decision. In addition to the locations listed
above, you can obtain these documents free of charge at the offices of the referring Sparkassen bank and the offices of Erste Bank der oesterreichischen Sparkassen AG. You can also access these documents
electronically at www.erste-am.com.

N.B.: The performance scenarios listed in the key information document are based on a calculation method that is specified in an EU regulation. The future market development cannot be accurately predicted. The
depicted performance scenarios merely present potential earnings, but are based on the earnings in the recent past. The actual earnings may be lower than indicated. Our analyses and conclusions are general in
nature and do not take into account the individual characteristics of our investors in terms of earnings, taxation, experience and knowledge, investment objective, financial position, capacity for loss, and risk tolerance.

Please note: Past performance is not a reliable indicator of the future performance of a fund. Investments in securities entail risks in addition to the opportunities presented here. The value of units and their earnings
can rise and fall. Changes in exchange rates can also have a positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem
your units. Persons who are interested in purchasing units in investment funds are advised to read the current fund prospectus(es) and the Information for Investors pursuant to § 21 AIFMG, especially the risk
notices they contain, before making an investment decision. If the fund currency is different than the investor’s home currency, changes in the relevant exchange rate can positively or negatively influence the value of
the investment and the amount of the costs associated with the fund in the home currency.

Sources: Bloomberg; Bloomberg Commodity Index TR; 04/1992-04/2022

Note: “Past performance is not a sufficient indicator of the future performance of the fund”.

Legal disclaimer
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We are not permitted to directly or indirectly offer, sell, transfer, or deliver this financial product to natural or legal persons whose place of residence or domicile is located in a country where this is legally prohibited. In
this case, we may not provide any product information, either.

Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of the fund to American or Russian citizens.

It is expressly noted that this communication does not provide any investment recommendations, but only expresses our current market assessment. Thus, this communication is not a substitute for investment
advice, does not take into account the legal regulations aimed at promoting the independence of financial analyses, and is not subject to a prohibition on trading following the distribution of financial analyses.

This document does not represent a sales activity of the Management Company and therefore may not be construed as an offer for the purchase or sale of financial or investment instruments.

Erste Asset Management GmbH is affiliated with the referring Sparkassen banks and Erste Bank.

Please also read the “Information about us and our securities services” published by your bank.

Subject to misprints and errors.

Christian Süttinger, CFA
Senior Fund Manager, Erste Asset Management
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