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Diversification Benefits of Liquid Alternatives

Capital Market Environment

By late March 2026, the MSCI World Index
continued to trade at elevated valuation
levels, despite the market correction
experienced during March. Using the
long-term, trailing three-year inflation-

adjusted price-to-earnings ratio,
valuations surpassed the two-standard-
deviation level above the 20-year median
in the first quarter of 2026. This indicates
that, from a historical perspective, global
equity markets appear overvalued.

MCSI World Long Term PE(3Y inflation-adjusted)
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At the end of March, the MSCI World Index
was trading at a trailing three-year
inflation-adjusted price-to-earnings ratio
of approximately 30, representing a
substantial premium to its long-term
median of around 21. In the current
market environment, marked by rising
geopolitical tensions, investors may be
prompted to reassess their asset
allocations and  consider  greater
diversification beyond the traditional
stock-and-bond portfolio, including
alternative asset classes.
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The traditional 60/40 Balanced Portfolio

Taking a longer-term perspective, several
warning signals have emerged over the
past decade. Prolonged negative interest
rates, historically elevated bond
valuations, and a record-long equity bull
market all pointed to growing imbalances
in financial markets. By 2022 at the latest,
these imbalances became evident as the
long-held  assumption of effective
diversification between equities and
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bonds broke down. Both asset classes
delivered losses at the same time—a
scenario many investors had previously
considered highly unlikely.

As a result, a traditional 60/40 portfolio
(bonds/equities) declined by
approximately -10% to 15% in 2022,
depending on its specific composition,
marking one of the weakest perfor-

mances in decades. For example, a
balanced portfolio consisting of a 40%
allocation to the MSCI World Index and a
60% allocation to euro-denominated
investment-grade bonds, represented by
the Bloomberg Euro Aggregate (1-10 Year)
Index, would have recorded a loss of
-12.31% over the 2022 calendar year and a
further decline of approximately -2.0%
during the first three months of 2026.

Traditional Balanced Portfolio 40% MSCI World /
60% Bloomberg Euro Aggregate 1-10

40% MSCI World

EURO IG Bonds 60% EURO AGG BONDS

NDDUWI Index Portfolio Portfolio ]

12.00%
5.81%
32.72%
3.12%
19.31%
26.45%
742%

141%
194%
11.76%
6.34%
3.79%

253%

5.65%
358%
12.26%
12.31%
1.53%
13.20%
4.49%

2019
2020
2021
2022
2023
2024
2025
2026

1.89%
1711%
0.62
S205%

0.00%
3.30%
-038
-3.60%

471%
7.02%
049%

-6.90%

Annual Ret.
Volatility in %
Sharpe Ratio

Worst Calendar Month

Source: Bloomberg, Seahawks’ own calculations. Period: 22.5.19 - 31.3.26 (Annual rebalancing)

While equity markets continue to offer
long-term growth opportunities, the bond
component - once considered a
stabilising anchor - has increasingly
become a source of uncertainty for
conservative investors. Return
expectations, particularly for
euro-denominated bonds, remain
subdued, while the asset class provides
limited diversification benefits and, in
some cases, exposes investors to greater
downside risk. As a result, the traditional
portfolio with a high allocation to bonds is
no longer delivering the outcomes it
historically promised.

Conservative investors typically aim to
achieve returns that exceed inflation after
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fees and taxes. However, under current
conditions, this objective has become
more difficult to achieve within the
traditional balanced-portfolio framework.
Preserving real wealth is no longer
automatic and now requires a more
deliberate and active investment
approach. Even high-quality government
bonds have generated negative real
returns over extended periods in recent
years, placing structural pressure on
conservative portfolios.

Consequently, investors need to rethink
their strategic asset allocation. While the
traditional approach proved effective up
until the beginning of 2022, the market
environment since then has prompted




Quarterly Note | Equity Investments

2026|01

SEAHAWK

> INVESTMENTS

many investors to reassess their
positioning and reconsider the role of
alternative  investments  within  their
portfolios.

A positive stock-bond correlation requires
new portfolio components

The correlation between equities and

government bonds, which had historically
been reliably negative, turned positive
several years ago (see chart below). This
structural shift has significant implications
for diversification and, consequently, for
effective portfolio construction.

Trailing 2 Yr. Correlation Bonds vs. Stocks
(Bloomberg Aggregate Bond Index 1-10/ MSCI
World Index (EUR)
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Government bonds have become

positively correlated with equities, limiting
their ability to diversify portfolios as they
once did. As a result, bonds are
increasingly unable to fulfil their
traditional role as a stabilising element
within  multi-asset portfolios. This shift
suggests that investors may need to
reduce their reliance on bonds and
introduce additional diversifying asset
classes.
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Liquid alternatives, in particular, can offer
meaningful diversification benefits and
help mitigate overall portfolio risk. For
many institutional investors, fixed-income
market risks have historically dominated
portfolio  construction. Consider the
canonical 60/40 bond-equity portfolio,
represented by a 40% allocation to the
MSCI World Index and a 60% allocation to
the Bloomberg Euro
Investment Grade Index.

Aggregate
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During the period from 2000 to 2020,
when equities and bonds generally
exhibited a negative correlation, such a
two-asset portfolio structure was largely
sufficient. However, since 2022, markets
have entered a regime shift. The two-year
trailing correlation between stocks and
bonds has turned positive, weakening the
effectiveness of traditional diversification.
Notably, equities remain the primary
driver of portfolio risk, regardless of
whether stock-bond correlations are
positive or negative.

While today’s market environment differs
from the past in several important
respects, the conclusion that positive
stock-bond correlations alone have
created a diversification problem is
incomplete. Portfolios are facing— and
have always faced—a diversification
challenge. The current regime has merely
made these structural limitations more
visible and more pressing.

Positive Market Beta between Stocks and
Bonds

Building a more resilient portfolio in an
environment where stocks and bonds are

positively correlated requires identifying
asset classes and strategies that provide
genuine diversification relative to equities.

While correlations offer insight into how
closely assets move together, beta is a
more informative metric when assessing
economic exposure—particularly equity
risk. Beta has a straightforward
interpretation: an equity beta of 0.5
implies that for every dollar invested in an
asset, the portfolio gains approximately
50 cents of exposure to equity market
movements, in addition to the asset's
other return drivers.

Over the past five years, bonds have
exhibited a positive correlation with equity
markets. With an equity beta of
approximately 0.2, each dollar allocated
to bonds has effectively contributed
around 20 cents of additional equity
market exposure relative to the global
equity benchmark, as represented by the
MSCI World Index. This reinforces the view
that bonds currently provide less
diversification against equity risk than
traditionally expected.

Correlation Matrix Monthly Returns (past 5 years)

Broad EURO den.
Fixed Income
Segment

Bbg EURO Aggr MSCI World Stoxx 600 Seahawk Equity
1-10 Year index | S&F 500 Index (EUR) Europe Long Short Fund
018 013

Traditional Equity Benchmarks

Liquid
Alternative

R Veornex | 100 06
S&P 500 Index 018 100 0.94 0.60 015
MSCI World (EUR) 094 100 066 027
Stoxx 600 Europe 013 0.60 0.66 100 045
SELS Fund -0.05 015 27 0.45 1

Source Bloomberg, Seahawk own calculations Performance; Statistics since 22.05.2019 (inception SELS)
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Long Short Equity as a diversifier to a
balanced portfolio

Long/short alternative strategies have a
long track record as portfolio diversifiers.
In 2019, Seahawk Investments launched a
long/short equity strategy designed to
help investors further diversify beyond

traditional fixed-income and equity
allocations, as well as to enhance
diversification within equity-heavy
portfolios.

As illustrated in the example above, the
liquid alternative strategy has provided
more effective diversification than both
bonds and broad equity markets.
Consequently, incorporating such liquid
alternative  solutions can  enhance
portfolio resilience and add value within a
comprehensive, multi-asset investment
framework.

Multi Asset Portfolio incl. Liquid Alternatives
20% MSCI World (EUR) / 20% Seahawk Equity LS /
60% Bloomberg Euro Aggregate 1-10

SELS MSCIW NR EUR LEUITREU Index

Multi Asset Portfolio

20% MSCI World [ 20% SELS Fund
60% EURO AGG BONDS

SHEQLSE LX Equity| NDDUWI Index Portfolio Portfolio ]

6.72% 12.00% 141% 459% 2019
7.57% 581% 1.94% 392% 2020
18.63% ST 1.40% 943% 2021
4842% =18.12% -11.76% 0.00% 200
881% 19.31% 6.34% 943% 2023
10.50% 26.45% 379% 543% 2024
8l254 A2, 256% 3.61% 2025
12.75% -3.88% -0.85% 27 2026
12.81% 1.89% 0.00% 526% Annual Ret.
15.98% 1711% 3.30% 545% Volatility in %
0.72 0.62 -0.38 0.73% Sharpe Ratio
-7.90% -12.99% -3.60% -575% Worst Calendar Month

Source: Bloomberg, Seahawks’ own calculations, Performance statistics since 22.05.2019 (inception SELS, annual

rebalancing)

Compared with the traditional balanced
portfolio highlighted on page 2, the
inclusion of the liquid alternative solution
meaningfully  improved  risk-adjusted
returns, as measured by the Sharpe ratio.
The multi-asset portfolio illustrated above
allocates only 20% (versus 40%) to global
equities, as represented by the MSCI
World Index, and an additional 20% to a
long/short equity strategy (the Seahawk
Equity Long Short Fund).
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In retrospect, such an allocation would
have significantly stabilised portfolio
performance, achieving a Sharpe ratio of
0.73 compared with 0.49 for the traditional
balanced portfolio. In addition, the more
diversified allocation reduced overall
portfolio volatility while preserving return
potential, demonstrating the effectiveness
of liquid alternatives in enhancing
portfolio efficiency within a multi-asset
framework.
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Long Short Equity as a diversifier to a pure
equity portfolio

A similar diversification benefit can be
achieved by incorporating liquid
alternatives into a purely equity-based
portfolio. The inclusion of the Seahawk
Equity Long Short Fund alongside a
traditional equity allocation would have
materially enhanced the portfolio’s
risk-return profile. The example below
illustrates the diversification effect of

allocating 30% to the long/short strategy
within  a global equity portfolio
represented by the MSCI World Index. The
annualised return would have increased
by 77 basis points, while portfolio volatility
would have declined by 3.37 percentage
points. As a result, the risk-adjusted
return-measured by the Sharpe ratio-
would have improved markedly, rising
from 0.62 to an attractive 0.83.

Equity Portfolio 70% MSCI World incl. Liquid

Alternatives 30% (Seahawk Equity Long Short Fund)

kot ol LS| \isci world (EUR) 70% MSCI World EUR/30% SELS Fund

6.72% 12.00% 10.42% 2019
7.57% 5.81% 6.34% 2020
18.63% 3272% 2849% 2021
48.42% -13.12% 5.34% 2022
8.81% 19.31% 1616% 2008
-10.50% 26.45% 15.59% 2024
3.02% 742% 6.10% 2025
12.75% -3.88% 11% 2026
12.81% 1.89% 12.66% Annual Ret.
15.98% 1711% 1374% Volatility in %
072 062 083 Sharpe Ratio
-7.90% -12.99% -1242% Worst Calendar Month

Source: Bloomberg, Seahawks’ own calculations.

rebalancing)

Performance Statistics since 22.05.2019 (inception SELS, annual
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Key takeaways

Conservative portfolios can be
meaningfully enhanced by incorporating
additional sources of return beyond
traditional interest income and dividends.
In particular, return drivers that are less
correlated with equities and bonds are
becoming increasingly important. What
ultimately matters is not the complexity of
individual strategies, but their ability to
contribute to the stability of the overall
portfolio.

Liquid alternatives, such as long/short
equity strategies, can play a valuable role
in this context by helping investors
achieve more consistent returns without
sacrificing long-term return objectives.
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Disclaimer:

This document is a customer information ("CI") within the meaning of the German Securities Trading Act (WpHG), the
"CI" is directed exclusively to professional clients within the meaning of section 67 WpHG (natural and juristic persons)
with habitual residence or registered office in Ger many and is used solely for informational purposes. This "Cl" cannot
replace an individual investment- and investor-friendly advice and does not justify a contract or any other obligation.
Furthermore, the contents do not constitute investment advice, an individual investment recommenda tion, an
invitation to subscribe for securities or a declaration of intent or a request to conclude a contract for a transaction in
financial instru ments. Also, it was not written with the intention of providing legal or tax advice. The tax treatment of
transactions depends on the personal cir cumstances of the respective customer and may be subject to future
changes. The individual circumstances of the recipient (including the eco nomic and financial situation) were not
taken into account in the preparation of the "Cl". Past performance is not a reliable indicator of future performance.
Recommendations and forecasts are non-binding value judgments about future events and may therefore prove to
be inaccurate with respect to the future development of a product. The listed information refers exclusively to the time
of the creation of this "CI', a guarantee for timeliness and continued correctness cannot be accepted. An investment
in mentioned financial instruments / investment strategy / securit ies services involves certain product specific risks -
e.g. Market or industry risks and risk in currency, default, liquidity, interest rate and credit and is not suitable for all
investors. Therefore, potential prospects should make an investment decision only after a detailed investment
advisory session by a registered investment advisor and after consulting all available sources of information. For
further information, please refer to the basic information sheet (PRIIPs) and the securities prospectus for free:
https://seahawk-investments.com/fonds/. The securities prospectus is provided to you in English and the basic
information sheet in German. The above content reflects only the opinions of the author, a change of opinion is
possible at any time, without it being published. The present "Cl" is protected by copyright, any duplication and
commercial use are not permitted. Seahawk Investments GmbH is authorized to provide financial portfolio
management, investment advisory services, as well as in vestment mediation and contract brokering in accordance
with Section 15 Paragraph 1 in conjunction with Section 2 Paragraph 2 Nos. 3, 4, 5, and 9 of the WpIG (Securities
Institutions Act) and is subject to supervision by the Federal Financial Supervisory Authority (BaFin). Bundesanstalt fir
Finanzdienstleistungsaufsicht (BaFin) Marie-Curie-StraBe 24-28 D-60439 Frankfurt am Main. Editor. Seahawk
Investments GmbH, BettinastralRe 62, 60325 Frankfurt am Main.
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