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2018 was a solid year for the 
major advanced economies, 
particularly the US. But asset 

markets struggled with negative returns across 
most risky assets.

The near-term outlook looks reasonable for 
global economics. But it is difficult to judge if we 
will see a rebound in risky assets in the near-
term. This judgement is made even harder when 
a recession in the medium-term is factored in.

Oreana Financial Services believes investing 
should focus on adding value through the 
medium-term, while being aware of short-term 
outcomes. We focus attention on constructing 
resilient portfolios that will perform through the 
investment cycle. We believe medium-term risk-
adjusted performance matters. 

Our focus on the medium-term over the short 
term means that we spend less time on trying 
to forecast near-term outcomes. In our 2019 
Oreana Medium-Term Global Outlook, we look 
out over the coming five years and identify key 
issues that we expect will matter for investors. 
We then recommend concrete actions that will 
help to deliver a more resilient portfolio and a 
more comfortable ride through those five years.

Implementing some of these actions will help 
improve outcomes. But implementing all of 
these actions could be truly transformative. 
However, doing so is difficult, time consuming, 
and requires significant expertise and scale. 
Please contact your advisor or Oreana Financial 
Services to discuss how we can help improve 
your investment outcomes.
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Solid economics but challenging 
markets 

•  Across the advanced economies, economic growth 
and inflation were generally stronger than most 
market participants had expected for 2018. For 
many of the developed economies, growth was 
above our estimate of economic potential.

•  The US Fed continued to hike the Fed Funds rate. 
The Fed Funds rate has increased to 2.50% after 
the fourth hike for 2018 in December. Higher 
rates and expectations for more hikes pushed 
shorter-dated bond yields higher. However, the 
spread between the shorter-dated and longer-
dated bond yields narrowed considerably.

•  Heightened geopolitical uncertainty increased 
market risk premia. Issues including China-US 
trade negotiations, Brexit, oil price movements 
and idiosyncratic shocks to emerging markets all 
had an impact on market sentiment. 

•  Global equity and corporate bond markets both 
finished weaker over the year. Over the past thirty 
years only twice have global equities and global 
bonds both ended the year in negative territory. 
More broadly, most asset classes struggled 
despite the solid economic growth.
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FIG 1: EXPECTED GLOBAL GROWTH FOR 2018 WAS 
GENERALLY REVISED HIGHER THROUGH THE YEAR

FIG 2: GLOBAL INFLATION OUTCOMES HAVE 
GENERALLY BEEN HIGHER THAN THE MARKET 

FIG 4: 2018 WAS A CHALLENGING YEAR FOR RISK 
ASSETS DESPITE SOLID GROWTH

USD returns, ending 31 Dec 2018 1 yr (%) 3 yr (% p.a.)

US Cash 1.8% 1.1%

Investment grade gov’t bonds 2.8% 2.9%

Global corporate bonds -1.0% 3.6%

Developed world equities -8.7% 6.3%

EM equities (unhedged) -14.6% 9.2%

Alternatives -2.6% 1.8%
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FIG 3: THE FED FUND RATE INCREASED BUT 
TREASURY YIELD SPREADS NARROWED

Source: Bloomberg LP, Oreana Financial Services
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Solid economics but challenging 
markets
Growth and inflation was generally solid

The advanced economies grew faster than most 
market participants had expected in 2018. Europe and 
Japan were notable exceptions. In contrast, emerging 
economy growth as a whole slowed through the 
year. Idiosyncratic country shocks impacted emerging 
economies. China’s economy continued to slow, with 
clear impacts on Asian emerging economies. Global 
inflation pressures and expectations have remained 
contained, even in the advanced economies. This 
allowed most central banks to keep monetary policy 
highly accommodative.

Monetary policy was mostly in line with our 
expectations

The US Federal Reserve increased the policy interest 
rate by a total of 1.00% through 2018. The moves 
were in line with our expectations. The policy rate 
is now close to where we estimate the neutral level 
to be. Monetary policy settings were left broadly 
unchanged through the advanced economies. Japan 
and Europe made minor changes but left policy 
settings at very accommodative levels. 

Uncertainty was elevated in 2018

An increase in global uncertainty was a key feature 
of 2018. The ongoing trade negotiations between 
China and the US were a significant driver of market 
sentiment through the year. Other uncertainties 
included the ongoing Brexit saga, European political 
issues in Italy and France, and a range of idiosyncratic 
risks through emerging economies. Elevated 
uncertainty in 2018 followed a year of considerable 
calm in 2017. That intensified the negative impact that 
uncertainty had on capital market outcomes. 

Capital market outcomes were generally weak

The combination of rising uncertainty, stretched 
valuations, and a repricing of the earnings outlook 
resulted in a weak year for risky assets. 

•  Equity returns were negative across the board. 
Sentiment and widening risk premia were drivers 
of the repricing lower. China entered bear market 
territory, ending the year more than 25% lower.

•  Corporate credit returns were driven into negative 
territory by widening credit spreads.

•   Low risk US Treasury bonds posted positive returns 
as a flight to safety in the year end outweighed the 
impact of tightening monetary policy.

Market returns in context
Negative risky asset returns were largely concentrated 
in the second half of 2018, with the exception of 
Chinese equities. Negative returns, despite solid 
economic growth, reinforces the importance that 
sentiment and expectations play in capital market 
outcomes.

Average per annum returns over the past three years 
still look reasonable relative to history. However, 
we are concerned that the medium term economic 
outlook has more downside than upside. We expect 
that will make positive portfolio outcomes harder to 
achieve over the next five years.
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Solid growth but cracks appear  
in housing 
 
•  The Australian economy posted solid growth 

in 2018. GDP growth was above our estimate 
of potential. The labour market strengthened 
further after a very strong 2017. Household 
consumption and non-mining business 
investment supported growth.

•  Inflation remained contained below the RBA’s 
target band. Domestic price pressures have been 
impacted by wage growth. Wage growth was 
very weak despite recovering from historically 
low levels.

•  House prices began to fall in some cities during 
2018. The price declines have been mild 
relative to the significant increases since 2003. 
However, the Reserve Bank of Australia noted 
the weakness as a source of uncertainty for the 
economic outlook.

•  The Reserve Bank of Australia left the cash rate 
unchanged at 1.50%. The RBA has been on hold 
since August 2016.

•  Australian equities ended the year almost 7% 
lower. Despite the negative outcome, domestic 
equities outperformed global equities on average.
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FIG 1: GDP GROWTH WAS SOLID BUT PROBABLY 
PEAKED IN MID-2018

FIG 2: THE RBA REMAINED ON HOLD WHILE 
INFLATION WAS SUBDUED 
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Source: Bloomberg LP, Oreana Financial Services
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FIG 1: US GROWTH HAS PEAKED AND WILL TREND 
LOWER IN THE NEAR TERM

FIG 2: THE US ECONOMIC CYCLE IS MATURE AND 
RECESSION RISKS ARE GROWING 
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Near term momentum but recession 
looms in the medium term 
 
•  US growth has probably peaked. The current 

economic cycle is mature – the second longest 
in around 160 years of US economic history. 
We see growing downside risks as the cycle 
continues to lengthen.

•  We expect a US recession at some stage over the 
next five years. Timing a recession is difficult. 
Leading indicators suggest growth will slow over 
2019 and 2020 albeit remaining positive. We 
believe the US will enter recession at some stage 
toward end-2020 or early-2021.

•  The Federal reserve will continue tighten 
monetary policy, but at a slower pace. Policy has 
tightened considerably since 2016 and markets 
are currently pricing a slower pace of rate hikes. 
We ultimately expect the Fed will be forced to 
cut rates during a recession at some point.

•  Rising volatility, falling cash rates and a recession 
suggest lower risk asset returns relative to recent 
history. We expect that modest returns on 
average over the next five years are subject to 
downside risks, particularly from 2020 onwards.
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Short term US economic momentum 
can persist
We think that US economic growth peaked in 
2018. The impact of the tax reforms and ultra-
accommodative monetary policy will fade in 2019. 
But we expect that US economic growth will remain 
above our estimate of potential in the near-term. The 
consumer sector will be a key driver of growth as 
wages gradually climb higher. We expect the Fed will 
hike rates to around 3.00%-3.25% over the next 18 
months.

We expect near-term global growth will be more 
mixed. Europe and the UK are likely to be impacted 
by elevated uncertainty and long-term structural 
issues. We think Australia’s growth will be impacted 
by falling house prices, although strong business 
confidence and solid labour market should help offset 
that. In emerging economies, China’s growth is slowing 
although a stimulus package should help support 
growth in the near term.

A recession looks probable in the 
medium term

The cycle is mature and credit is still growing

The current economic cycle is the second longest in 
recorded US history. The increase in credit growth – 
credit acceleration – is at record highs. The Federal 
Reserve has started tightening monetary policy as 
inflation gradually increases. 

The market is currently pricing no Fed rate hikes. A 
further two or three hikes from the Fed (taking the 
Fed Funds rate to a level at or above the neutral level) 
is likely to be enough to result in a sudden increase in 
credit defaults and, ultimately, a recession.

Downside risks dominate

Growth at or above potential will put gradual upwards 
pressure on inflation in the US. Other major economies 
may also be forced to tighten monetary policy. The 
combination of tighter monetary policy and a mature 
economic cycle has typically resulted in a growth 
slowdown. The key downside risks we are watching for 
in this space are: 

1.  Indications from the Fed that it intends to impose 
its view of necessary interest rates on a market 
that is currently pricing no further hikes and 
potential rate cuts,

2.  Further credit acceleration and defaults at the 
weaker end of the credit spectrum, and

3.  Signs of negative feedback loops from elevated 
uncertainty into financial markets and the real 
economy.

We expect lower risky asset returns 
relative to history over five years
A recession at some stage toward the end of 2020 
or early 2021 is our central expectation. The lead up 
to this period will most likely be a period of elevated 
volatility. Through history, recessions have typically 
been associated with significant drawdowns in risk 
assets, particularly corporate credit and equities. 

Despite good near-term momentum and a probable 
recovery in equity prices, we expect on average over 
the next five years risky assets will experience returns 
that are much lower than history. Section 3 explores 
five key issues and actions for investors in this 
environment. 
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Australia is less likely to avoid a 
global recession this time 
 
•  We expect Australian growth to slow in the near-

term. Wages growth has been low but we expect 
that will pick up, supporting growth somewhat 
(Fig 1). However, credit growth is slowing and 
we expect will continue to be slow (Fig 2). The 
impact of weak house prices and lower credit 
growth will dampen near-term growth prospects. 

•  We expect Australia will experience a recession 
in the next five years. We think risks to the 
Australian outlook are to the downside. The 
market is pricing only gradual rate hikes (Fig 3). 
We think that is broadly right in the near term. If 
the US experiences a recession, the RBA has less 
scope to cushion the impact by cutting rates.

•  The Australian housing market is another risk to 
the outlook. While the housing market may not 
cause a recession, it could exacerbate the impact 
of a global recession. Household debt is high, 
and the cost of repaying that debt is rising (Fig 4). 
High household debt, tighter lending standards, 
reduced credit availability and falling home prices 
could result in a deeper recession than otherwise 
would be the case.

SECTION 2A

Our medium-term outlook for 
Australia includes a recession
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1.
This time isn’t 
different: A 
US recession 
will be a global 
recession

Drawdowns will 
reduce expected 
returns so review 
exposure to the 
riskiest assets

Increase portfolio 
diversity to provide 
a less volatile 
ride in downside 
environments

2.
Near-term 
versus medium-
term dissonance

Use process driven, 
repeatable, dynamic 
asset allocation 
to manage asset 
exposure

Increase allocations 
to true alternatives

Selectively allocate 
to traditional 
assets that provide 
downside risk 
hedges

3.
Risks are 
skewed to the 
downside

Gradually reduce 
portfolio risk ahead 
of a recession 

Select skilled 
managers with 
solid alpha capture 
capabilities to 
improve portfolio 
efficiency

4.
Not all fixed 
income is 
defensive

Reduce exposures 
to risky assets that 
have been bid higher 
by yield-hungry 
investors

Consider alternative 
credit where 
possible

5.
Expect low 
medium-term 
returns on 
average

Focus on risk-
adjusted returns by 
improving portfolio 
diversity

Increase exposures 
to true alternatives 
that can reduce 
volatility during 
downside risk

Now is the time to prepare, not to 
panic
Our outlook is for a challenging environment over 
the next five years. We think it is time to prepare for 
that environment. Doing the difficult things now to 
prepare will prevent the temptation to panic as the 
environment worsens. 

Below we summarise the five key issues facing 
investors. These key issues each have actions 
associated with them. These are the actions we 
believe will be necessary to improve portfolio 
outcomes.

We believe that taking some of these actions will 
improve portfolio outcomes somewhat. But we expect 
that taking all of the actions will be critical in building 
portfolios that materially improve risk-adjusted returns.

Navigating the next five years will require expertise, 
time and real-time management. The rewards will be 
significant. The Oreana Investment Team has been 
implementing these actions to prepare for the outlook. 

We believe our best-ideas portfolios will be the most 
efficient way to implement these actions. We will 
continue to take the necessary actions through the 
next five years to improve risk-adjusted returns.
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1. This time isn’t different: A US 
recession will be a global recession
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FIG 1: A US RECESSION HAS HISTORICALLY 
RESULTED IN A GLOBAL RECESSION
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Source: Bloomberg LP, Oreana Financial Services

We expect a global recession to begin 
toward the end of 2020
A US recession is our central expectation. Some 
important leading indicators – including the shape of 
the yield curve and slowing manufacturing surveys 
– suggest we are around 2 years from a recession 
beginning. We think recession is most likely to be 
caused by tighter monetary policy, resulting in rising 
defaults in the US corporate debt market. But there 
are other downside risks that could drive a recession. 

US recessions have historically caused global 
recessions (Fig 1). We expect this time will not be 
different. Recessions have also typically resulted in 
negative returns in risk assets. The average cumulative 
drawdown in the S&P500 during recessionary periods 
has been almost 30% (Fig 2). 

 What actions do we recommend?

1.  Review exposure to risky assets: Equity markets 
have tended to fare poorly during recessionary 
periods. The average drawdown over the past five 
recessions is around 30%. However, the two most 
recent recessions had drawdowns well in excess 
of 30%. Now is the time to review risk exposures, 
particularly for investors that are at or near 
retirement. A significant equity loss can take a long 
time to recover.

2.  Increase portfolio diversity: Portfolios that are 
heavily weighted to risky assets or to individual 
stock and bond names are likely to have a more 
volatile experience during a recession. Now is 
the time to consider increasing portfolio diversity 
to cushion the impact of market shocks during a 
recession.
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2. Near-term versus medium-term dissonance
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FIG 1: THE RISK OF A NEAR-TERM RECESSION IS 
RELATIVELY LOW FOR NOW
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INVERTED INDICATING A RECESSION COULD BE 
ON THE HORIZON

Near term momentum is solid but 
recession looms
We enter 2019 with solid economic momentum. This 
contrasts with the poor performance in risk assets. 
For now, economic growth looks set to remain above 
our estimates of potential in the near-term. The risk of 
recession over the next 12 months is relatively low (Fig 1). 

However, parts of the US Treasury yield curve have 
inverted (Fig 2). This means longer-dated bond yields 
are lower than the shorter-dated bond yields. In the 
past, this has been a reliable indicator of recession. The 
time lag between curve inversion and recession has 
typically been between 18 and 24 months – coinciding 
with our expected recession in end-2020.

 What actions do we recommend?

1.  Use dynamic asset allocation to manage asset class 
exposures: The dissonance between the near- and 
medium-term outlooks highlights the need for 
an active, dynamic asset allocation to manage 
portfolio risk budgets. Now is the time to review 
the strategic asset allocation and implement a 
process driven, repeatable, and fundamentally 
informed dynamic asset allocation process.

2.  Build allocations to true alternatives: True 
alternative assets are assets that are not just a 
long position in equity or credit risk. They are less 
exposed to the macroeconomic environment. Now 
is the time to begin identifying and adding to true 
alternatives.

3.  Introduce downside hedges using selective 
traditional assets: It is difficult to forecast the 
timing or magnitude of recession. Now is the time 
to review allocations to traditional assets that 
provide risk hedges. This could include high quality 
government bonds or reducing currency hedge 
ratios for non-USD investors.

10

Source: Bloomberg LP, Oreana Financial Services



Risks are skewed to the downside
The economic cycle is mature. The last US recession 
ended in June 2009 (according to the National Bureau 
of Economic Research), making this the second longest 
economic expansion on record. Economic expansions 
do not simply die from old age. But the combination of 
tighter monetary policy and maturing economic cycle 
has typically led to a growth slowdown at best, and 
recession at worst.

Markets had been pricing an ongoing expansion for 
most of 2018. The correction at end-2018 resulted 
in markets pricing higher risk (Fig 1). However, price 
to earnings ratios have fallen sharply to levels that 
are below long-run averages (Fig 2). We think that 
provides some near-term upside. But given our 
expectation is for recession, we think risks are skewed 
to the downside in the medium-term for risky assets 
including equities and corporate credit. 

 What actions do we recommend?

1.  Take the opportunity to reduce risk: Markets have 
scope to recover over the near-term as economic 
outcomes remain solid. Now is the time to review 
exposure to riskier assets and gradually reduce risk 
ahead of a recession.

2.  Identify and select skilled active managers: Risk 
assets have historically performed poorly during 
recession. Large exposures to passive beta funds 
will lock in those drawdowns. Skilled managers can 
add value during drawdowns by reducing the down 
capture. Now is the time to identify and select 
skilled managers with solid alpha capabilities to 
improve portfolio efficiency.

11

3. Risks are skewed to the downside
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4. Not all fixed income is defensive
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FIG 1: US CREDIT GROWTH HAS INCREASED AT 
AN ALARMINGLY FAST RATE COMPARED WITH 
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FIG 2: CREDIT SPREADS HAVE WIDENED BUT 
REMAIN WELL BELOW THE WIDE LEVELS SEEN 
DURING PREVIOUS RECESSIONS

US corporate credit is expensive and is 
unlikely to be a defensive asset
The credit impulse for the US private sector – the 
change in the growth rate of credit (Fig 1) is at its 
highest level in recorded history. The acceleration 
reflects years of ultra-accommodative monetary policy 
as well as a search for yield among investors.

We expect the US Federal Reserve will increase 
interest rates further. This will increase debt service 
costs for corporates. While defaults have been low 
recently – as credit has remained available and interest 
rates have been low – we expect defaults will rise 
through the near- and medium-terms, leading to a 
recession. 

Given this environment, corporate credit looks 
expensive at current spread levels (Fig 2). When 
a recession hits, investors that have added riskier 
corporate credit to their defensive portfolios are likely 
to be disappointed with outcomes.

 What actions do we recommend?

1.  Reduce exposures to risky credit assets: Credit 
spreads are still low relative to history. But spreads 
have typically widened suddenly and aggressively 
during recessions. Now is the time to begin de-
risking the credit section of the portfolio and 
migrating to high-grade sovereign bonds within the 
fixed income section of the portfolio. 

2.  Consider alternative credit: Some alternative credit 
funds are able to move up the credit risk spectrum 
and higher in the capital structure through active 
management. Others may be able to access a more 
diverse range of non-traditional credits. Now is the 
time to begin moving away from high yield credit 
to other alternative credit opportunities, where 
possible.
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FIG 1: ADDING 20% TO ALTERNATIVES 
IMPROVES RISK ADJUSTED RETURNS RELATIVE 
TO A TRADITIONAL 60% EQUITY 40% BOND 
PORTFOLIO* 

Low medium-term returns on average 
are likely over the next five years
Despite good near-term momentum and a probable 
recovery in equity prices, we expect on average over 
the next five years risky assets will experience returns 
that are much lower than history.

Added to that, we expect volatility will increase as we 
approach and enter a recession. In the five most recent 
recessions, US equities have experienced almost a 
30% drawdown on average. This is a sizable impact on 
average returns over any five year period. We expect 
on average that equities and other risk assets will 
experience returns that are much lower than historical 
averages. 

 What actions do we recommend?

1.  Improving portfolio diversity: Improving diversity 
within portfolios is one of the most important 
elements in achieving medium-term portfolio 
returns (Fig 1). Diversifying portfolios reduces 
exposure to single sources of risk and can help to 
improve portfolio efficiency. Now is the time to 
focus on increasing portfolio efficiency and risk-
adjusted returns.

2.  Increase exposure to true alternatives: Adding true 
alternatives has helped portfolios outperform on 
a risk-adjusted basis during market downturns. 
Identifying good alternatives is difficult and takes 
time. Now is the time to review alternatives 
exposure and add to those that have lower 
exposure to broad macroeconomic risks.

Source: Bloomberg LP, Oreana Financial Services

*Equities are proxied by MSCI World, fixed income proxied by 
Barclays Global Aggregate, alternatives are proxied by HFRI Fund of 
Funds. “60-40” is a portfolio of 60% equities and 40% fixed income. 
Well-diversified is a portfolio of 50% equities, 30% fixed income and 
20% alternatives. Historical data since 1990.
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FIG 1: AUSTRALIAN EQUITIES AVERAGE AROUND A 30% 
CUMULATIVE DRAWDOWN DURING US RECESSIONS

FIG 2: AUSTRALIAN CREDIT HAS NOT OFFERED 
DOWNSIDE PROTECTION WHEN IT MATTERED
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Specific preparations for Australia 
 
1  Now is the time to review exposure to Australian 

equities: Australian equities have historically 
cumulatively fallen around 30% during US 
recessions (Fig 1). We see downside risks 
particularly to equities exposed to the housing 
cycle.

2  Now is the time to reduce credit exposure: 
Australian corporate credit is generally 
investment grade. But it has not passed the 
test of being truly defensive (Fig 2). We prefer 
defensive exposure in investment grade 
sovereign debt. 

3  Now is the time to consider reducing your AUD 
hedge ratio: We expect the AUD will weaken 
in the near term (Fig 3). During recessionary 
periods, the AUD has historically moved in a 
risk-off manner, falling to levels much lower 
than currently priced in the forward market.

4  Now is the time to increase exposure to 
alternatives: Alternatives are assets that are not 
just exposed to long positions in equity or debt. 
Alternatives provide important diversifying 
benefits. We think alternatives should be a 
significant element of any portfolio.

FIG 4: ALTERNATIVES OFFER IMPORTANT BENEFITS 
BUT ARE TYPICALLY UNDER-REPRESENTED IN 
AUSTRALIAN PORTFOLIOS

Single name 
stock portfolio

Single name 
bond portfolio

Alternatives

Growth  

Income   

Defensive   

Inflation   

Diversity 

Illiquidity 
Source: Bloomberg LP, Oreana Financial Services

SECTION 3A

Implications for Australian investors
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SECTION 4

Conclusion

At Oreana, we believe investing should focus 
on adding value through the medium-
term, while being aware of short-term 

outcomes. We focus attention on constructing 
resilient portfolios that will perform through the 
investment cycle. We believe medium-term risk-
adjusted performance matters. 

Our focus on the medium-term over the short 
term means that we spend less time on trying to 
forecast near-term outcomes. Instead, we have 
looked out over the coming five years to identify 
five key issues that we expect will matter for 
investors. There are a range of actions that we 
recommend investors take in response to those 
issues. They can be summarised as:

1.  Gradually reduce exposure to risky assets, 
including corporate credit that has failed in 
the past as a true defensive asset,

2.  Improve portfolio diversity, including exposure 
to true alternatives and downside risk hedges,

3.  Active management at a manager and 
portfolio level will be important in managing 
investment risks.

Implementing these actions is difficult. It 
requires significant time, expertise and scale. 
But the benefit to investors’ portfolios could be 
transformative through the medium-term. 

The Oreana Investment Team is available to help 
manage these risks and implement the actions 
required to build resilient portfolios.

For further information, please contact your Oreana Financial 
Services affiliated Advisor or one of the following:

Dr. Isaac Poole 
Chief Investment Officer 
isaac.poole@oreana.com

Luke Moore 
Chief Executive Officer 
luke.moore@oreana.com

Dr. Isaac Poole 
Chief Investment Officer

Isaac has significant experience in the 
financial sector with a career spanning 
across central banking, risk management, 
asset allocation and investment consulting 
in major firms in Australia, the UK and 
Hong Kong.

Prior to joining Oreana, Isaac worked at 
Willis Towers Watson as the Head of Capital Markets Research in the 
Asia-Pacific. In this role he contributed to asset allocation decisions, 

macro-economic analysis and investment research. Isaac’s focus in 
this role was delivering asset allocation solutions to improve portfolio 
outcomes and returns.

Other prior roles include Chief Economist at NSW Treasury 
Corporation, and Manager of Economic Risk at Lloyds Banking Group, 
the largest retail bank in Britain. 

Isaac holds a PhD in Economics from the University of Sydney in NSW, 
Australia. Isaac’s PhD developed economic theory and quantitative 
methods to analyse optimal mechanisms in key financial markets in 
Australia including government bond auctions and the Australian 
housing market. Isaac has also studied at the University of Oxford in 
the UK and the University of Tasmania in Australia.
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“Alternative investments are often 
defined not by what they are, but by 
what they are not.” 
“That is, an alternative investment is a position in 
something other than a long position in either equity 
or debt.”*

To be an alternative asset, we expect an investment to 
demonstrate one or both of the following return drivers:

1.  Alpha (skill) based returns. This could be through a 
different approach to trading traditional markets, 
through a “niche” market exploited by active 
management, or by exploiting market dislocations.

2.  Beta (market) based returns. This could be a 
systematic approach to accessing returns that are 
not just equity or bond returns.

The above definition results in a spectrum of return 
drivers and a very broad asset class. Fig 1 shows some 
of the alternative strategies that fit along the spectrum.

Alternatives are a separate asset class

We view alternative assets as a separate asset class 
to traditional Growth and Defensive assets. True 
alternatives provide a range of benefits to portfolios 
(Fig 2). These can include elements of growth, income 
and defensiveness. But importantly alternatives can 
offer inflation protection and diversification away from 
equity and fixed income risk.

Alternatives improve portfolio diversification

We believe that diversification is one of the most 
important elements in achieving long-term portfolio 
objectives. Fig 3 shows how alternative strategies 
have performed during historical downturns. Adding 
alternatives has helped portfolios outperform on a 
risk-adjusted basis during market downturns. Well-
diversified portfolios tend to have a smoother ride 
through the investment cycle.

Alternatives are an important part of the portfolio
True alternatives – that have low correlations to 
traditional equity and fixed income – offer considerable 
benefits to portfolios. But identifying good alternatives 
is difficult and takes time. Finding alternatives that 
complement each other and the overall portfolios is 
challenging and takes considerable expertise. Oreana 
Financial Services has a long history of researching, 
monitoring and selecting alternatives to complement 
well-diversified portfolios in Australia and Hong Kong.
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FIG 3: ALTERNATIVE STRATEGIES CAN HELP PORTFOLIO 
OUTCOMES DURING EQUITY DOWNTURNS

FIG 1: ALTERNATIVES ARE A BROAD ASSET CLASS

FIG 2: ALTERNATIVES HAVE BENEFICIAL 
CHARACTERISTICS FOR PORTFOLIOS
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*Anson, Mark Jonathan Paul 2006, The handbook of alternative assets, 
2nd ed. J. Wiley & Sons, Hoboken, N.J

• Single-strategy hedge funds
• Multi-strategy hedge funds
• Managed futures
• Infrastructure
• Private equity
• Listed and unlisted property
• Alternative credit/trade finance
• Alternative risk premia
• Commodities

ALPHA

BETA
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APPENDIX

What are alternatives and why should 
they be included in portfolios?



Oreana is an autonomous financial services company 
that combines the knowledge and experience of 
our institutional heritage with the flexibility and 
entrepreneurialism of a boutique firm to deliver a 
market-leading proposition that enables meaningful, 
relevant and timely outcomes to our clients and 
advisors across Australia and Asia. Our key areas of 
distinction are:

Our client commitment We put our clients at the 
centre of everything we do. With an entrepreneurial 
and nimble spirit, grounded by robust processes and 
rigorous research, we are committed to acting in our 
clients’ best interests and being with them every step of 
the way.

Delivering the best outcomes We are driven to do 
things the best way. If the best way involves challenging 
industry norms, or forging new links with expert 
partners, or going above and beyond – that’s what we 
do. We prize the entrepreneurial spirit, autonomy and 
agility that allow us to pursue opportunities to their 
conclusion and deliver high quality outcomes for our 
clients and advisors.

Flexible, full service capability Being autonomous 
and not tied to any one service provider or financial 
institution means we work for our clients, not for a 
multi-national parent. While we draw on the resources 
of some of the most prominent financial institutions, 
our clients benefit from our personal perspective. This 
autonomy affords us the ability to act in our clients’ 
best interests – at the same time providing us the 
opportunity to tap into the best partners in our broader 
networks.

We are regional experts We continually strive to 
be the best in our field by bridging the opportunities 
between Australia, Asia and beyond. With expert 
teams on the ground in Australia and Asia, we are 
sharp, efficient, and aligned to our clients’ values 
and expectations; attuned to the opportunities and 
challenges in transacting between jurisdictions.

About Oreana Financial Services



Hong Kong
Oreana Financial Services Limited  
SFC CE No. AHX191

Suite 1002, 10/F, Cambridge House 
Taikoo Place, 979 King’s Road, 
Quarry Bay 
Hong Kong

T +852 3185 0200
F  +852 2110 0736
E  info@oreanafinancial.com

Melbourne
Oreana Financial Services Pty Ltd  
AFSL No. 482234  
ABN 91 607 515 122

Level 7, 484 St Kilda Road 
Melbourne, Victoria 3004  
Australia 

T +61 3 9804 7113
E  info@oreanafinancial.com Visit oreanafinancial.com


