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With market volatility always threatening global share markets, it’s 
worthwhile looking at the role alternatives play in MLC’s multi-asset 
portfolios and the benefits they may bring you. 

Our multi-asset portfolios are extensively diversified 

Investment markets, and the returns they deliver, can be unpredictable and 
volatile. So you may feel uncertain about simply relying on market 
performance to deliver the returns you need. This is why we have multi-asset 
portfolios that are extensively diversified across a wide range of assets, 
strategies and investment managers to enhance returns and manage risk. 

Using alternatives to smooth returns and manage risk 

Different types of assets perform well in different times and circumstances – 
when some are providing strong returns others may not be. And in some 
market environments, simply investing in mainstream assets (like shares, 
fixed income and cash) won’t always provide the returns you need to achieve 
your investment objectives. 

Our multi-asset portfolios include investments in carefully chosen alternative 
assets and strategies that aim to produce returns that are different from other 
asset classes, particularly share markets. Including alternatives helps us 
smooth the portfolios’ returns and reduce reliance on share markets to 
deliver on their objectives. 

‘Alternatives’ is a very broad label that masks many different strategies – with 
varying levels of liquidity, risk and diversification to shares. The Low 
Correlation Strategy (LCS), managed by MLC’s Alternative Strategies team, 
seeks to identify alternative strategies that are high quality and meet the 
needs of our multi-asset portfolios. 

The purpose of LCS is to increase the diversity of sources of return and risk 
in our MLC Horizon and Inflation Plus portfolios. By combining several 
carefully selected specialist managers and strategies, mostly hedge funds, 
LCS aims to provide a pattern of returns that is both positive and mostly 
independent of, or ‘uncorrelated’, with each other and share markets. We 
expect this will help to smooth out the pattern of returns in these portfolios. 

The underlying strategies in the LCS are ‘alternative’ strategies. This means 

their managers: 

 adopt strategies that are different to the traditional asset classes of 

shares, fixed income and property, and 

 take an ‘absolute return’ approach to investing: instead of trying to 
beat a market benchmark, they aim to deliver consistent positive returns 
regardless of what markets deliver. 

Effectively, LCS is designed to deliver returns, even when shares are doing 
poorly or drifting sideways. While the strategy doesn’t have the big upward 
movements of share markets, it aims to avoid those big downward 
movements, thereby helping to smooth these portfolios’ returns. 
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won’t always provide 
the returns you need.”  



 

Investment insight  
The Low Correlation Strategy – MLC’s alternative way to hedge share market risk  

 

Investment insight July 2017 | 2 

 

LCS has been part of the MLC Horizon and MLC Inflation Plus portfolios since 2012 and the Alternative Strategies 
team has successfully managed this strategy for some of MLC’s large institutional clients since 2008. 

MLC’s Alternative Strategies team 

The MLC Alternative Strategies team has four experienced investment professionals, who have worked with MLC for 
many years. They are very familiar with MLC’s approach to portfolio construction and the investment objectives of the 
MLC Horizon and Inflation Plus portfolios. 

The team works closely with MLC’s Capital Markets Research team, which manages those portfolios, to provide a 
stream of returns that is complementary to the other strategies the portfolios invest in. 

LCS is diversified across several hedge fund managers and strategies 

LCS currently has 11 managers running different strategies, each chosen because their returns are largely 
unconnected both with one another and share market performance. 

Most of the strategies we invest in are either only open to institutional money or in some cases are also completely 
closed to new institutional clients.  This makes LCS a powerful way for investors to gain exposure to strategies that 
would otherwise be largely inaccessible.  

When choosing strategies, there are two main drivers of return we are looking to access 

1. Exposure to unique, uncorrelated risks  

Some strategies provide a return for taking on a specific type of risk that isn’t correlated with the usual investment 

risks, such as share market and interest rate risks.  These types of strategy are hard to find, but can be very attractive.  

One example is mortgage prepayment risk. These are investments in securities exposed to the risk that US 

mortgagees prepay their mortgages faster than expected. As mortgagees prepaying their mortgage isn’t directly 

connected to share market movements, the strategy is an attractive source of diversification.  For specialist managers 

with a high degree of expertise in this niche corner of the US debt markets, there is also potential to add additional 

value on top of the return that derives from the mortgage prepayment risk.  

2. Active management, generally via hedge funds   

Hedge funds have a structure that will attract the best investment talent. They’re attracted for two main reasons. One 

is simply that if you’re a skilled fund manager, hedge funds tend to pay the best. The second is that hedge funds also 

provide the most flexible investment vehicle for that talent to manifest - there’s no need to hug benchmarks, they can 

be opportunistic and focus on absolute returns, they can focus on exploiting their skills in a very precise manner (eg 

hedging out unwanted risks), and they can go long and short (which means they can make money when assets go up 

and when they go down).  

 

 

 

 

 

 

 

 

Case study: Merger appraisal rights  

Merger appraisal rights is a good example of the type of strategy we like. This is a niche, litigation based strategy 

which involves investing in merger deals where the target company is being acquired at a price that is deemed to 

significantly undervalue its shares. This is rare – most transactions have an attractive takeover premium – but 

sometimes there can be a flawed sales process, or misaligned executive incentives that see a deal done that is 

below the ‘fair value’ of the company. Merger appraisal rights exist to protect disadvantaged minority shareholders in 

these cases. The opportunity is to identify these situations and buy shares in the company being taken over before 

the deal closes, exercise these appraisal rights, and then litigate to achieve a fair value, which is determined by the 

Delaware Courts (if not settled beforehand). If done selectively, there is a strong chance of the Court awarding a 

higher price.  

What makes this strategy attractive is that there is also statutory interest paid to the shareholder pursuing appraisal 

rights, which is currently cash+5% pa, to compensate them for their capital being locked up during the process. This 

is paid on top of any uplift to the merger price. Overall, this investment has potential upside, very low downside risk 

and a very low correlation to share markets. 
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Conclusion 

Through investing in our MLC Horizon and Inflation Plus portfolios, you’re accessing carefully selected hedge fund 
managers and strategies that we hold in high regard and which are usually only available to large institutional 
investors. We believe LCS provides our investors with an efficient and low risk means of accessing alternative 
strategies. 

With volatility always threatening global share markets, it can be difficult for you to feel confident about your 
investments and financial future. Knowing that our portfolios are extensively diversified and include strategies that aim 
to provide you with smooth returns, whatever the ups and downs of the market, may give you more confidence you’ll 
get the returns you need to help achieve your financial goals. 

Important information 

This information is provided by MLC Investments Limited (ABN 30 002 641 661, AFSL 230705), and NULIS Nominees (Australia) Limited (ABN 80 
008 515 633, AFSL 236465), members of the National Australia Bank Limited (ABN 12 004 044 937, AFSL 230686) (NAB) group of companies 
(NAB Group), 105–153 Miller Street, North Sydney 2060. NAB does not guarantee or otherwise accept any liability in respect of any financial 
product referred to in this publication. 

This information is directed to and prepared for Australian residents only. 

Securities mentioned in this communication may no longer be in a financial product referred to in this communication.  

The investment managers are current as at the date this communication was prepared.  Investment managers are regularly reviewed and may be 
appointed or removed at any time without prior notice to you.  

Past performance is not a reliable indicator of future performance. The value of an investment may rise or fall with the changes in the market.   

This information may constitute general advice. It has been prepared without taking account of an investor’s objectives, financial situation or needs 

and because of that an investor should, before acting on the advice, consider the appropriateness of the advice having regard to their personal 

objectives, financial situation and needs. You should obtain a Product Disclosure Statement (PDS) relating to the financial products mentioned in 

this communication issued by MLC Investments Limited or NULIS Nominees (Australia) Limited, as trustee of the MLC Super Fund (ABN 70 732 

426 024), and consider it before making any decision about whether to acquire or continue to hold these products. A copy of the PDS is available 

upon request by phoning the MLC call centre on 132 652 or on our website at mlc.com.au or mlcinvestmenttrust.com.au.  

Any projection or other forward looking statement (‘Projection’) in this communication is provided for information purposes only. No representation is 

made as to the accuracy or reasonableness of any such Projection or that it will be met. Actual events may vary materially. 

Any opinions expressed in this communication constitute our judgement at the time of issue and are subject to change. We believe that the 

information contained in this communication is correct and that any estimates, opinions, conclusions or recommendations are reasonably held or 

made at the time of compilation. However, no warranty is made as to their accuracy or reliability (which may change without notice) or other 

information contained in this communication [presentation].  

MLC Investments Limited  and NULIS Nominees (Australia) Limited may use the services of NAB Group companies where it makes good business 

sense to do so and will benefit customers. Amounts paid for these services are always negotiated on an arm’s length basis.  

 

 

   

  

 

 


