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  Rethinking How Diversification Gets Done
Most portfolios don't struggle with theory. They struggle with implementation. Advisors know 
diversification matters, but making room for alternatives often means selling core positions, 
introducing unfamiliar line items, and defending positions that lag at the wrong time.
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Theory vs. Reality: 
Why Diversification Is  Harder Than It Should Be

The Real Trade-Off:
An Uncomfortable Reality

Most advisors understand the value of diversification. The academic case is clear: combining assets with different return drivers can 

improve risk-adjusted returns over time. But knowing what to own is only half the battle. The real challenge is making diversification 

work inside actual portfolios, real models, and real client conversations.

To add diversifiers, most portfolios must reduce core 

stock and bond exposure, accept tracking error versus 

benchmarks, introduce new line items clients don’t 

recognize, and defend positions that behave differently, 

especially at the wrong time.

Source: Bloomberg; Credit Suisse; Société Générale. U.S. Stocks is the S&P 500 Total Return Index (“SPX”). U.S. Bonds is the Bloomberg US Aggregate Bond Index 
(“LBUSTRUU”). CTA Trend is the Société Générale Trend Index (“NEIXCTAT”). Merger Arbitrage is the PivotalPath Event Driven: Merger Arbitrage Index (“EVDMER”). Gold is 
spot gold quoted in US Dollars (“XAU Currency”). You cannot invest in an index. Returns are gross of fees and taxes. Past performance is not indicative of future results. 
Period is 12/31/1999 through 12/31/2025. Returns assume the reinvestment of all distributions. The starting date is chosen based upon the earliest date data is available 
for the underlying indexes.

“60/40” refers to a 60% allocation to stocks and a 40% allocation to bonds. “50/30/20” 
refers to a 50% allocation to stocks, a 30% allocation to bonds, and a 20% allocation to 
alternatives.
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The problem isn’t diversification.
it’s how it’s implemented.

Traditional approaches force advisors to make 
compromises that can impact outcomes and client 
relationships.
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The Behavioral Challenge 
of Standalone Diversifiers

They can lag during strong equity 

markets, creating opportunity cost 

anxiety

They experience uncomfortable 

drawdowns when viewed in isolation

They become the focus of

“why do we own this?” conversations

They get reduced or removed,

often right before they’re needed most

-----
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Periods of U.S. Stocks 
Outperformance

The red periods highlight when U.S. Stocks are outperforming the diversifying asset classes. Source: 
Bloomberg; Credit Suisse; Société Générale. U.S. Stocks is the S&P 500 Total Return Index (“SPX”). U.S. 
Bonds is the Bloomberg US Aggregate Bond Index (“LBUSTRUU”).  CTA Trend is the Société Générale Trend 
Index (“NEIXCTAT”). Merger Arbitrage is the PivotalPath Event Driven: Merger Arbitrage Index (“EVDMER”). 
Gold is spot gold quoted in US Dollars (“XAU Currency”). You cannot invest in an index. Returns are gross 
of taxes. Returns assume the reinvestment of all distributions. Past performance is not indicative of future 
results. Period is 12/31/1999 through 12/31/2025. The starting date is chosen based upon the earliest date 
data is available for the underlying indexes.

The pattern is familiar: an advisor adds a well-reasoned diversifier to client portfolios. It works exactly as intended, 

zigging when stocks zag. But during the next bull market run, the diversifier lags. Clients question it. The advisor, under 

pressure, trims or removes it. Then the next downturn arrives, and the protection is gone. The diversifier didn’t fail. The 

implementation did.

To add diversifiers, most portfolios must reduce core stock and bond 

exposure, accept tracking error versus benchmarks, introduce new 

line items clients don’t recognize, and defend positions that behave 

differently, especially at the wrong time.

The Real Constraint: 
What If the Problem Isn’t the Diversifier? Diversifiers are typically 

held as visible, standalone 
line items that compete 
with core holdings for both 
capital and client attention.
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Strivin� �or Diversification iit oÖt Sacrifice

StrÖctÖre c an�es t e investor eçÅerienceĝ not t e Åort�olio o�«ectiveĜ

( < T O A D ] � ( < #  O � T ] O <  S T � � 3 ( < #

ihat if instead of being forced to sell your core to add diversifiers you were able to stac¬ the´ 

on topģ Yhis is the pro´ise of Oeturn Stac¬ing (previously ¬nown as portable alpha). 

OetÖrn Stac¬in� delivers ŎĈ o� traditional asset eçÅosÖre
ÅlÖs ŎĈ o� diversi�èin� eçÅosÖreĝ �or everè ŎĈ investedĜ
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For illustrative purposes only. The red 
line represents the cutoff between 
a traditional portfolio exposure and 
the exposure an investor may receive 
through a return stacked portfolio. 

Source: Bloomberg. U.S. Stocks is the S&P 500 Index (“SPX”). CTA Trend is the Société Générale Trend Index 
(“NEIXCTAT”). U.S. Stocks + CTA Trend is 100% U.S. Stocks / 100% CTA Trend / -100% Bloomberg Short Treasury 
]SŉYºÒy®ŉ OeÒÖrµŉ (µ�eçŉ ĬĹ5DĈĉYO]]]ĺĭĜŉ L®eyseŉ seeŉ �®ºssyrèŉ yÒŉ Ò eŉ eµ�ŉº�ŉ Ò isŉÅreseµÒyÒiºµŉ �ºrŉ iµ�eçŉ�efiµiÒiºµsĜŉ
You cannot invest in an index. Returns are gross of fees and taxes. Returns assume the reinvestment of all 
�isÒri�ÖÒiºµsĜŊ LysÒŉÅer�ºr´yµ�eŉ isŉ µºÒŉ iµ�i�yÒiveŉº�ŉ �ÖÒÖreŉ resÖ®ÒsĜŉ Leriº�ŉ isŉ ĈĉĩĊĈĩĈĐĐĐŉ Ò rºÖ� ŉ ĈĉĩĊĈĩĉćĉČĜŉ Y eŉ
starting date is chosen based upon the earliest date data is available for the underlying indexes.

• Diversifiers get reduced or re´ovedĝ often 

right before theyļre needed ´ost 

• Allocation decisions beco´e an eitherĲor 

choice between beta and diversifiers 

• �reates pressure to defend 

positions when they lag

• Diversifiers are paired with core beta in a 

single line ite´ (´as¬ing disco´fort) 

• Allocation decisions beco´e Ĺyesĝ andĺ: 

holding diversifiers without sacrificing beta 

• Oeduces pressure to explain 

standalone perfor´ance

Yraditional Approach Oeturn Stac¬edŶ Approach
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 Solving the Funding Problem 
P O R T F O L I O  C O N S T R U C T I O N

The “New World” approach solves the funding problem by layering alternatives on top of the benchmark. 

Rather than moving from a 60/40 to a 50/30/20, investors can maintain their full stock and bond 

allocation and simply stack diversifying exposure on top, going from a 60/40 to a 60/40/20.
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For illustrative purposes only. The dashed line represents the cutoff between a traditional portfolio exposure and the exposure an investor may receive through a Return Stacked® 
strategy.

For illustrative purposes only. The red line represents the cutoff between a 
traditional portfolio exposure and the exposure an investor may receive through 
a Return Stacked® strategy.

Solving the Behavioral Problem with 
Pre-Packaged Building Blocks 

1

0

50

100

150

200

20

Po
rt

fo
lio

 A
llo

ca
ti

on
 (

%
)

What Investor
Sees

Pre-Packaged
Fund

What Is
Underneath

100%
Portfolio
Diversifier

100
100%
Equity

Exposure

A whole family of funds that deliver $1 of beta exposure plus 

$1 of diversifying exposure are already widely available, 

serving as pre-packaged building blocks.

From the investor’s perspective, they see only the dollar 

invested, everything happens under the hood. This 

structure both masks the behavioral pain of holding 

something different and stacks diversifying return on top.  
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What Pre-Packaged Building Blocks Help Solve 
From a practical implementation perspective, these funds allow investors to swap less productive beta 

holdings with stacked alternatives, using the same dollar invested, in whatever proportions make sense for 

their portfolio. For example, selling just 20% of an equity allocation and reinvesting it into a 2-for-1 stacked fund 

effectively restores the full equity exposure, plus an additional layer of diversifying exposure on top.

1 2

Sell 20% equity exposure and buy 20% of a 
100% equity + 100% alternative (“100+100”) 
strategy.

Replace Equity The Allocation X-Ray
A 20% allocation to the 100+100 strategy restores the 
sold 20% equity exposure, while adding a 20% overlay 
of the alternative.

StocksBonds AlternativeReturn Stacked® ETF
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For illustrative purposes only. The red line represents the cutoff between a traditional portfolio exposure  and the exposure an investor may receive through a Return Stacked® strategy.

The ambition is to help investors unlock the benefits of diversification
without the behavioral trade-offs that usually come with it.
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T e Laradoç o� Stac¬in� �or Risk Reduction  


eèond De�enseĞ OetÖrn Stac¬in� �or A��ense

'oâ ie T in¬ ��oÖt (´Åle´entation

�ounterĲintuitivelyĝ stac¬ing additional exposures on top of a traditional portfolio ´ay see´ li¬e it would necessarily 

stac¬ extra ris¬ and deeper drawdowns. 'oweverĝ due to the benefits of diversificationĝ the e´pirical results tell a 

different story. ]sing the visualiîer tool described in page ď to test a Ċ0Ů eÇual weight stac¬ between ́ anaged futuresĝ 

´erger arbitrage and gold on top of a balanced portfolioĝ we see that annualiîed volatility barely budges fro´ the nonĲ

stac¬ed portfolio while seeing a ´eaningful i´prove´ent in ´axi´u´ drawdowns.

If this structural approach resonatesĝ we typically start the conversation by exploring three Çuestions:

Most investors thin¬ of diversifiers as defensive tools. Oeturn stac¬ing refra´es the Çuestion: instead of trying to be 

better than the bench´ar¬ĝ can we si´ply add to itģ

• �an we pic¬ better securities 
than the bench´ar¬ģ 

• Oelies on stoc¬Ĳpic¬ing s¬ill to 
identify undervalued positions 
or avoid overvalued ones.

]nderstanding past pain 

points reveals where structural 

solutions ´ay help ´ost.

<ot every portfolio has the 

sa´e constraints. Identifying 

the binding ones helps 

focus the conversation.

Oeturn stac¬ing isnļt the answer 

to every portfolio Çuestion. 

'onest evaluation ´atters.

• �an we ti´e exposures better 
than the bench´ar¬ģ 

• Oelies on ti´ing s¬ill to shift 
between asset classes 
at the right ´o´ent.

• �an we add return strea´s on top 
of the bench´ar¬ģ 

• Oelies on structural efficiency to  
layer additional exposures without 
sacrificing core allocations.

Security Selection

Where has 
diversification �een 

 ardest to  oldģ 

Which trade-offs 
matter most in 
èoÖr ́ odelsģ

Would a structural
approach help, 

or notģ 

Yactical Allocation Oeturn Stac¬ing

Ĉ 2 3

Itļs not about adding ́ ore. (tļs a�oÖt addin� s´arterĜ
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hisÖaliîin� OetÖrn Stac¬in� 
âit  Di��erent Stac¬s

Yo really experience the value of return stac¬ing there is no substitute for wor¬ing with different shapes and 

siîes of stac¬s. Yo that end we have developed a si´pleĝ interactive tool that shows you what happened 

historically when you stac¬ed diversifying returns strea´s instead of choosing between the´ and your core. 

Yhis visualiîer tool allows you to choose different types of stac¬s and ad«ust their siîe to 

see how diversified leverage affects perfor´anceĝ drawdownsĝ and calendar year returns. 

YOUR RETURN STACKED® PORTFOLIO
ALLOCATION

CHOOSE YOUR BASE (STOCK % / BOND %)

Return Stacked® Portfolio Visualizer

31

CHOOSE WHAT YOU WANT TO STACK ON TOP

METRIC STOCK/BOND STACKED DIFFERENCE

30%

Size of Your Stack

Share PDF

Allocation of Your Stack   (100%)

100/0 80/20

33.34 33.33 33.33

Gold 10%
Merger Arbitrage 10%
Managed Futures 10%
Bonds 40%
Stocks 60%

130%

100%

JohnD • johndoe@website.com Not you?

50/50 40/60 20/80 0/10060/40

Managed Futures (%)

Annualized Return 6.75% 8.43% +1.68%

Annualized Volatility 9.46% 9.91% +0.45%

Maximum Drawdown -32.54% -30.60%  +1.94%

Sharpe Ratio 0.51 0.66  +0.15

Annualized Tracking Error — 2.12% —

Merger Arbitrage (%) Gold (%)

2

For the Difference column, green text means improved outcomes and red text means worsened outcomes.

Source: Bloomberg; PivotalPath. Bonds is the Bloomberg US Aggregate Bond Index (“LBUSTRUU”). Gold is spot gold quoted in US Dollars (“XAU 
Currency”). Managed Futures is the PivotalPath Managed Futures Index (“MFT”). Merger Arbitrage is the PivotalPath Event Driven: Merger Arbitrage 
Index (“EVDMER”). Stocks is the S&P 500 Total Return Index (“SPX”). T-Bills is the Bloomberg Short Treasury US Total Return Index (“LD12TRUUU”). The 
Stock/Bond portfolio is 60% Stocks / 40% Bonds. The Stacked portfolio is 60% Stocks / 40% Bonds / 30% Stack (33.34% Managed Futures, 33.33% 
Merger Arbitrage, 33.33% Gold) / -30% T-Bills. Assumed annual costs: Managed Futures: 0 bp fee (the PivotalPath Managed Futures Index is reported 
net of fees) / 50 bp financing; Merger Arbitrage: 0 bp fee (the PivotalPath Event Driven: Merger Arbitrage Index is reported net of fees) / 50 bp 
financing; Gold: 40 bp fee / 50 bp financing. See glossary below for index definitions. You cannot invest in an index. Portfolio returns are hypothetical. 
Returns are gross of all fees, including management costs, transaction costs, and taxes, except where explicitly stated otherwise. Returns assume the 
reinvestment of all distributions. Period is 12/31/1999 through 12/31/2025. The starting date is chosen based upon the earliest date data is available for 
the underlying indexes. Past performance is not indicative of future results.

financing; Gold: 40 bp fee / 50 bp financing. See glossary below for index definitions. You cannot invest in an index. Portfolio returns are hypothetical. https://www.returnstacked.com/portfolio-visualizer-widget/financing; Gold: 40 bp fee / 50 bp financing. See glossary below for index definitions. You cannot invest in an index. Portfolio returns are hypothetical. 

5aunch the hisualiîer

https://www.returnstacked.com/portfolio-visualizer-widget/
https://www.returnstacked.com/portfolio-visualizer-widget/
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Summary: The Core Benefits of Return Stacking

Pursuing Diversification 
without Sacrifice

Opportunity for 
Enhanced Returns

Potential to Improve 
Diversification

Managing Investor 
(Mis-)Behavior

Investors can introduce diversifying assets and strategies without 

sacrificing exposure to their existing asset allocation

By introducing additional sources of return, Return Stacking creates the 

potential for outperformance, which may be particularly attractive in 

an environment where expected returns for traditional assets may be 

muted or negative

By thoughtfully introducing differentiated return streams, investors may 

gain a diversification advantage with the potential to reduce portfolio 

volatility and drawdowns

With Return Stacking, you can maintain your core stock and bond 

portfolio, reducing the fear of missing out on benchmark returns while 

benefiting from the promise of diversification



© Return Stacked® Portfolio  Solutions, 2026 www.returnstacked.com

The Case for

for Alternatives
NOT Making Room

Ĉ0

• Ahio Police and "ire Pension "und 

• Pennsylvania Public School E´ployeesļ 

Oetire´ent Syste´ 

• Yeacher Oetire´ent Syste´ of Yexas 

• Iowa Public E´ployeesļ Oetire´ent Syste´ 

• Eli 5illy and �o´pany 

• Yhe Ooc¬efeller "oundation 

• Missouri State E´ployeesļ Oetire´ent Syste´ 

• South �arolina Oetire´ent Syste´ Invest´ent 

�o´´ission 

• State of iisconsin Invest´ent 
oard 

• Aregon Public E´ployees Oetire´ent "und 

• OYn �orporation 

• Delta Air Lines Pension Plan

� ĬS ortĭ 5ist o� (nstitÖtions ]sin� OetÖrn Stac¬in� �onceÅts

�ll o� Ös  ere at OetÖrn Stac¬edŶ Lort�olio SolÖtions  aveĝ in one 
âaè or anot erĝ �een eçactlè â ere èoÖ areĜ
ie understand the struggle of trying to ́ a¬e roo  ́in a portfolio for alternative diversifiers and alpha sources.

Yhatļs whyĝ bac¬ in ĉ0ĈĎĝŊâe said t at âe t oÖ� t t e neçt �rontier o� �T"sŊwas tools that createdŊcapital efficiencyĝ allowing investors 

to solve the Ĺfundingĺ proble  ́of diversification (i.e. you have to sell your core stoc¬s and bonds to ́ a¬e roo  ́for alternatives).

Yodayĝ weļre not only wor¬ing toŊ�rin� t ose tools to ́ ar¬etĝ but also all the support an investor ́ ight want or need to help educate 

the´selves on how to í ple´ent these ideas in practice.

'ow can return stac¬ing í pact your portfolioģŊ 
Yal¬ with our Advisor Solutions tea .́

Discuss Your Stac¬ iith a �onsultant

Disclosure: The institutions listed above provide a sample of institutions that have acknowledged between 2022-2025 their use of portable alpha and return 
stacking investment concepts; e.g. investing in hedge funds while obtaining beta exposure via derivative overlays. It is not known if the institutions will continue 
to utilize similar investment concepts in the future or if they approve or disapprove of Return Stacked® ETFs.

https://www.barrons.com/articles/whats-next-for-etfs-1510976833
https://www.returnstacked.com/
https://www.returnstacked.com/contact/
https://www.returnstacked.com/contact/


(ndeç Definitions


loo´�er� S ort TreasÖrè ]S Total OetÖrn (ndeç trac¬s the ´ar¬et for treasury bills issued by the ]S govern´ent with ti´e to ´aturity between Ĉ and Ċ ´onths.


loo´�er� ]S ���re�ate 
ond (ndeç is an index that covers the broad ].S. invest´ent gradeĝ ]S dollarĲdeno´inatedĝ fixedĲrate taxable bond ´ar¬et.

#old ĬĹn�]ĺĭ represents one troy ounce of goldĝ functioning as an ISA 4ĉĈĎ currency code for trading gold against the ]S dollar (nA]/]SD) in forex ´ar¬ets.

SŲL Čćć (ndeç is an abbreviation for the Standard Ų Poorļs 500ĝ a ´ar¬etĲcapitaliîationĲweighted index of 500 leading publicly traded co´panies in the ].S.

Soci�t� #�n�rale Trend (ndeç is designed to trac¬ the largest trend following co´´odity trading advisors (Ĺ�YAsĺ) in the ´anaged futures space net of underlying 

fees. Yhe index does not represent the entire universe of all �YAs.  Actual rates of return ´ay be significantly different and ´ore volatile than those of the index.

LivotalLat  �vent DrivenĞ  ;er�er �r�itra�e (ndeçŊis an eÇual weighted index which co´prises funds that typically purchase shares in one co´pany and short sell 

the assets in another. Yhe strategy is generally used in the expectation of a pending announce´ent of a co´pany ta¬eoverĝ where the fund will ta¬e a long position 

in the target fir´ and a short position in the acÇuiring fir´. Yhe Index trac¬s the ´onthly perfor´anceĝ net of fees in ]SDĝ of its constituents with a ´ini´u´ fund 

trac¬ record of Ĉď ´onths and a ´ini´u´ fund A]M of Ŏ50´´. Yhe constituents are fixed at the end of each calendar year for the following calendar year.

LivotalLat  ;ana�ed "ÖtÖres (ndeç is an eÇual weighted index of funds that typically forecast ´ar¬et trends and deter´ine whether to invest long or short in 

futures contracts across ´etalsĝ grainsĝ eÇuity indices and soft co´´oditiesĝ as well as foreign currency and ].S. govern´ent bond futures. Yhe Index trac¬s the 

´onthly perfor´anceĝ net of fees in ]SDĝ of its constituents and is representative of funds with a ´ini´u´ fund trac¬ record of Ĉď ´onths and a ´ini´u´ fund A]M 

of Ŏ50´´. Yhe constituents are fixed at the end of each calendar year for the following calendar year.

#eneral DisclosÖres

Yhe infor´ation set forth in this docu´ent has been obtained or derived fro´ sources believed by <ewfound Oesearch 55� (Ĺ<ewfoundĺ) and/or OeSolve Asset 

Manage´ent �ay´an (SEu�) (ĹOeSolve Globalĺ) to be reliable. 'oweverĝ <ewfound and OeSolve Global do not ´a¬e any representation or warrantyĝ express or 

i´pliedĝ as to the infor´ationļs accuracy or co´pletenessĝ nor do they reco´´end that the infor´ation serve as the basis of any invest´ent decision.

�ertain infor´ation contained in this docu´ent constitutes ĹforwardĲloo¬ing state´entsĝĺ which can be identified by the use of forwardĲloo¬ing ter´inology such 

as Ĺ´ayĝĺ Ĺwillĝĺ Ĺshouldĝĺ Ĺexpectĝĺ Ĺanticipateĝĺ Ĺpro«ectĝĺ Ĺesti´ateĝĺ Ĺintendĝĺ Ĺcontinueĝĺ or Ĺbelieveĝĺ or the negatives thereof or other variations or co´parable 

ter´inology. Due to various ris¬s and uncertaintiesĝ actual events or results or the actual perfor´ance of an invest´ent ´anaged using any of the invest´ent 

strategies or styles described in this docu´ent ´ay differ ´aterially fro´ those reăected in such forwardĲloo¬ing state´ents. Yhe infor´ation in this docu´ent is 

´ade available on an Ĺas isĝĺ without representation or warranty basis.

Yhere can be no assurance that any invest´ent strategy or style will achieve any level of perfor´anceĝ and invest´ent results ´ay vary substantially fro´ year to 

year or even fro´ ´onth to ´onth. An investor could lose all or substantially all of his or her invest´ent. 
oth the use of a single adviser and the focus on a single 

invest´ent strategy could result in the lac¬ of diversification and conseÇuentlyĝ higher ris¬. Yhe infor´ation herein is not intended to provideĝ and should not be 

relied upon forĝ accountingĝ legal or tax advice or invest´ent reco´´endations. Any invest´ent strategy and the´es discussed herein ´ay be unsuitable for 

investors depending on their specific invest´ent ob«ectives and financial situation. You should consult your invest´ent adviserĝ taxĝ legalĝ accounting or other 

advisors about the ´atters discussed herein. Yhese ´aterials represent an assess´ent of the ´ar¬et environ´ent at specific points in ti´e and are intended 

neither to be a guarantee of future events nor as a pri´ary basis for invest´ent decisions. Past perfor´ance is not indicative of future perfor´ance and invest´ents 

in eÇuity securities do present ris¬ of loss.

Investors should understand that while perfor´ance results ´ay show a general rising trend at ti´esĝ there is no assurance that any such trends will continue. 

If such trends are bro¬enĝ then investors ´ay experience real losses. Yhe infor´ation included in this presentation reăects the different assu´ptionsĝ views and 

analytical ́ ethods of <ewfound and OeSolve Global as of the date of this docu´ent. Yhe views expressed reăect the current views as of the date hereof and neither 

the author nor <ewfound or OeSolve Global underta¬es to advise you of any changes in the views expressed herein.

Yhis presentation has been provided solely for infor´ational purposes and does not constitute a current or past reco´´endation or an offer or solicitation of an 

offerĝ or any advice or reco´´endationĝ to purchase any securities or other financial instru´entsĝ and ´ay not be construed as such. Yhis presentation should not 

be considered as invest´ent advice or a reco´´endation of any particular securityĝ strategy or invest´ent product.

Oeturn stac¬ing ´ay involve the use of derivativesĝ leverageĝ and short sellingĝ each of which ´ay increase potential losses and ris¬.

<o part of this docu´ent ´ay be reproduced in any for´ĝ or referred to in any other publicationĝ without express written per´ission fro´ <ewfound Oesearch or 

OeSolve Global.
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