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INTRODUCTION

Today’s presentation explores three key ideas about Dynamic Asset Allocation (DAA):

1. DAA tilts should be sized to reflect both the volatility of the asset class and
conviction levels

2. Multiple DAA tilts should be analysed as a portfolio of tilts

3. DAAtilts should ideally be consistently reflected across different growth portfolios
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1. SIZING DAA TILTS: CONVICTION vs VOLATILITY

Q. Given equal conviction in two tilts, should both have an equal weight/size?

A. Generally no. The volatility of the asset class will influence potential excess returns
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1. WHAT IF WE IGNORE AN ASSET’S VOLATILITY?

The left hand chart shows that pairing a 1% underweight to bonds with a 1%
overweight to equities results in a DAA tilt portfolio that is dominated by equity risk
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1. EXAMPLE

1 Year Rolling Returns from +0.9% Tilt to OEQ UH & -5.5% Tilt to Global Bonds
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2. BRINGING IT ALL TOGETHER: A PORTFOLIO OF DAA TILTS

Multiple DAA tilts combine to form a DAA tilt portfolio, which has its own risk and
return characteristics. This is analogous to a standard portfolio of risky assets
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2. RISK BUDGETING WITH TRACKING ERROR

Tracking error can be a 1 Year Rolling Risk & Return (Example DAA Tilt Portfolio)
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3. SCALING DAATILTS

Problem: Faced with a va riety of 1 Year Rolling Risk & Return (Scaled vs Original Portfolio)
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3. SCALING DAATILTS

Stylised Example Tilts
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SUMMARY OF IDEAS

1. Both an asset’s volatility, its relationship with other asset classes, and the conviction
in your market view interact when sizing DAA tilts

2. The tools and techniques used to analyse regular portfolios can readily be applied
to DAA tilt portfolios

3. Both the sizes and sign of DAA tilts impact how consistently market views are
applied from one portfolio to another, higher or lower growth portfolio
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Important Information

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266

The information contained in this presentation is current as at the date of preparation, but may be subject to change. The information contained in this
presentation is intended as general commentary and should not be regarded as financial, legal or other advice. This presentation has been prepared without
taking into account your objectives, financial situation or needs. You should consider this presentation in light of these matters. Should you require specific advice
on the topics or areas discussed please contact the presenter directly or an appropriate advisor. This presentation may contain forward-looking statements. These
are not facts, rather, these forward-looking statements are based on the current beliefs, assumptions, expectations, estimates, and projections of Frontier Advisors
Pty Ltd about the business, the industry and the markets in which we operate. Past performance is not a reliable indicator of future performance. Frontier Advisors
Pty Ltd makes no representation or warranty that any of the information contained in this presentation is accurate or complete. To the maximum extent permitted
by law, Frontier Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presentation including the information
contained within it. The contents of this presentation are confidential and must not be disclosed to any third party without our written consent. This presentation
must not be copied, reproduced or distributed without the written consent of Frontier Advisors Pty Ltd.

Frontier Advisors
Level 16, 222 Exhibition Street
Melbourne, Victoria 3000
Tel: +61 3 8648 4300

www.frontieradvisors.com.au

@frontier_adv
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