
It has been a challenging year for investors. Safe-haven
assets, particularly longer dated government bonds,
have suffered spectacular losses and while equity
markets on average remain positive year-to-date, more
recent performance has left many investors bloodied
and bruised.

The performance of non-traditional investment strategies
has also varied widely creating a challenge for investors
who (sensibly) combine both traditional and non-
traditional strategies within their portfolios. However,
divergent performance is exactly what should be
expected from uncorrelated investment strategies and
as such, the case for absolute return remains strong.

Absolute return strategies typically have a low
correlation to traditional asset classes and while that
may lessen their appeal when those assets are
outperforming, this low correlation can provide valuable
diversification benefits by dampening portfolio volatility
and reducing the severity of drawdowns in times of
stress. Stability of returns is particularly important in
portfolios that are reliant on, or have come to expect a
certain level of performance or where an investor simply
desires less volatility.

Perhaps the biggest challenge for absolute return
managers has been the rapid rise of interest rates, with
performance targets of Cash plus 2% or even Cash plus
4% considered to be “less attractive” now money market
rates are materially above zero. And while the rationale
for this point of view can be debated, if cash plus targets
are no longer attractive, perhaps we should ask why are
bond and equity funds are not being swapped for money
market products given short term interest rates exceed
bond and equity market yields in many developed
market economies?

To be clear, Ardea are not suggesting that investors
should reduce their exposure to bonds or equities. In
fact, our investment approach is to avoid making
decisions based on a macro-economic view, but we do
believe absolute return strategies such as the Ardea
Global Alpha Fund can provide a valuable benefit in
reducing volatility and diversifying risk in both multi asset
and fixed income portfolios.

A significant risk in the current environment is the
potential for government bond yields to move yet higher.
This is certainly the case in the United Kingdom where
inflation is running at more than three-times the Bank of
England’s target and could prompt further policy
tightening. In addition, upward pressure on gilt yields is
likely to come from increased government bond
issuance and active selling by the Bank of England,
which intends to hold four (sale) auctions in each of the
short, medium and long maturity sectors during the
fourth quarter, with a planned size of £670 million per
auction.

Corporate bonds face the same upward pressure on
yields (downward pressure on prices), but with greater
potential for default. S&P Global Ratings' 2023 global
corporate default tally reached 107 at the end of August
following 16 defaults in that month alone - the highest
August monthly tally since 2009. According to S&P,
Media and entertainment defaults, so far in 2023, are six
times higher than at this point in 2022. Rating agencies
Moody’s and Fitch both forecast the US high yield
default rate to reach 5% in the next twelve months,
reflecting the cost of higher interest payments at a time
when slowing economic growth threatens company
earnings.

The Ardea Global Alpha Fund focuses on non-
directional (relative value) opportunities in the global
fixed income markets. Investment performance is
independent of the level of bond yields, the direction of
interest rates and macro-economic variables, which
makes it a good alternative to traditional government
bond portfolios. Importantly, our approach is duration
neutral and excludes credit.

As such, the Global Alpha Fund works particularly well
as a diversifier of corporate credit. This is because the
risk of owning a corporate bond is similar to the risk of
selling a put option, where coupon income represents
the premium received in selling the option and default
risk reflects the potential for large losses should that
option be exercised. In this regard, holding a corporate
bond is like being short volatility.
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Finally, the absence of duration, credit and foreign exchange risk means the Ardea relative value strategy works
particularly well for insurers in terms of their Solvency II capital charge and has been proven to improve risk-adjusted
returns, while providing downside protection during periods of market stress.

In an article published in The Journal of Investing
(October 2021), Ardea’s Head of Research Dr Laura
Ryan argues that the narrative suggesting bonds no
longer diversify equities because of low yields and a
potential shift in bond / equity correlation fails to consider
the importance of bond volatility in reducing overall
portfolio volatility.

Dr Ryan suggests that bond / equity correlation should
be a secondary consideration after relative volatility and
that bonds will continue to provide diversification if bond
volatility is lower than equity volatility, even if the
correlation is positive. Naturally, greater diversification
can be achieved under negative correlation, but this is
secondary to the impact of relative volatility.

This logic can also be applied to the Ardea fund, whose
volatility profile is generally lower than that of
mainstream bond and equity markets today, and whose
performance is a function of many small, non-directional
relative value trades rather than bets on the path of
interest rates or any other macro-economic variable.
This is illustrated in the below scatter chart, which plots
performance against volatility for the Ardea Global Alpha
Fund and a number of corer assets since that fund’s
inception at the end of March 2021.

PERFORMANCE VS. VOLATILITY: MARCH 2021 TO SEPTEMBER 2023

In contrast, Ardea’s strategies are long volatility by virtue
of the wide array of relative value strategies we employ
and the use of (long) options to both limit downside and
exploit pricing anomalies in bond and interest rate
markets. This long volatility profile enabled the fund to
deliver a strong positive return in September 2022 when
the UK gilt market was to laid waste by the LDI crisis
and again in March 2023 when the collapse of two
regional banks in the United States and Credit Suisse in
Europe threatened stability within the banking sector.

The same diversification benefit is evident in
comparisons between the Ardea Global Alpha Fund and
traditional equity market investments, although it may be
worth commenting on the changing relationship between
bonds and equities.

Conventional wisdom tells us that bond and equity
markets are negatively, or at least lowly correlated,
meaning that they move in an unrelated manner and
while that is certainly true over the long run, this
relationship changes over time. In fact, if we look at the
rolling 3-year correlation between government bonds
and equities in the UK we observe a positive relationship
(circa 30%), yet only twelve months ago that same
relationship was negative (circa -19%). An analysis of
the US market yielded similar results. Does that mean
bonds and equities no longer diversify each other?
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IMPORTANT INFORMATION

This document relates to the Ardea Global Alpha Fund, which is a sub-fund of Fidante Partners Liquid Strategies ICAV, and associated
strategies (the “Fund”). Ardea Investment Management Pty Ltd ABN 50 132 902 722 AFSL 329 828 is the investment manager of the
Fund (the “Manager”) and has approved the contents of this document. In the United Kingdom this document is issued and approved by
Fidante Partners Europe Limited (“Fidante UK”). Fidante UK is authorised and regulated by the Financial Conduct Authority in the
conduct of investment business in the United Kingdom. In the European Union this document is issued and approved by Fidante Partners
AB ("Fidante Sweden"). Fidante Sweden is an investment firm authorised by the Swedish Financial Supervisory Authority
(Finansinspektionen). Fidante Sweden is authorised to provide investment advice, reception and transmission of orders and execution of
orders on behalf of customers. Fidante UK and Fidante Sweden (Fidante) approve this document on the basis of the accuracy of
information provided by the Manager. Fidante are distributors of the Fund and are issuing in this capacity only.

The information and opinions contained in this document are for background purposes only and do not purport to be full or complete. No
reliance may be placed for any purpose on the information contained in this document or their accuracy or completeness. No
representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions
contained in this document by Fidante or any of its affiliates or any vehicle and no liability is accepted by such persons for the accuracy or
completeness of any such information or opinions.

This document does not constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe or purchase, any
shares or any other interests nor shall it or the fact of its distribution form the basis of, or be relied on in connection with, any contract
therefore. Recipients of this document who intend to apply for shares or interests in the Fund are reminded that any such application may
be made solely on the basis of the information and opinions contained in the prospectus or other offering document relating thereto, as
and when they become available, which may be different from the information and opinions contained in this document.

Historical returns are no guarantee of future returns. The money invested in the fund can both increase and decrease in value
and it is not certain that you get back all the invested capital. If you are in any doubt about the suitability of investing, you
should seek independent advice. There are no entry or exit fees for the Fund.

The value or price of the financial product, as well as the prospectus, documents and KIDs/KIIDs can be obtained free of charge
at: https://www.fidante.com/ucits.

If you wish to make a complaint, please contact our team at: Complaints-europe@fidante.com.

UK investors only

This document is a financial promotion for the purposes of the Financial Services and Markets Act 2000 (FSMA) and has been issued for
the sole purpose of providing information about the Fund. This document is issued in the United Kingdom only to and/or is directed only
at persons who are of a kind to whom the Fund may lawfully be promoted by virtue of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (including authorised persons, high net worth companies, high net worth unincorporated associations
or partnerships, the trustees of high value trusts and certified sophisticated investors). This document is exempt from the general
restriction in Section 21 of FSMA on the communication of invitations or inducements to participate in investment activity on the grounds
that it is being issued to and/or directed at only the types of person referred to above. Shares or interests in the Fund are only available to
such persons and this document must not be relied or acted upon by any other persons.

European Union

In the European Union and the European Economic Area, this document is available to Professional Clients (as defined under Annex II to
Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on markets in financial instruments and amending
Directive 2002/92/EC and Directive 2011/61/EU).

Fidante Partners Europe Limited

Authorised and regulated by the Financial Conduct Authority

Registered Office: Bridge House, Level 3, 181 Queen Victoria Street, London, EC4V 4EG. Registered in England and Wales No.
4040660.

Fidante Partners AB

An investment firm authorised by the Finansinspektionen. Kungsgatan 8, SE-111 43 Stockholm, Sweden. Registered in Sweden No
559327-5497

The Fidante entities are wholly owned subsidiaries of Challenger Limited, a company listed on the Australian Securities Exchange
Limited.

Yves Van Langenhove

Head of Continental Europe

AAMYS (Fidante Partners)

AAMYS is a tied agent of Fidante Partners AB which is an investment firm authorised by the Finansinspektionen in Sweden


