
1© 2021 Envestnet, Inc. For investment professional use only. Not based on actual client data - for illustrative purposes only.
© 2021 Envestnet, Inc. For investment professional use only. 

Hedged Equity
& The New Modern Portfolio
PRESENTED BY



2© 2021 Envestnet, Inc. For investment professional use only. Not based on actual client data - for illustrative purposes only.
© 2021 Envestnet, Inc. For investment professional use only. Not based on actual client data - for illustrative purposes only.

Marc Odo, CFA®, FRM®, CAIA, CIPM®, CFP®

Marc is responsible for helping investors gain a detailed understanding of
hedged equity strategies, including how these solutions fit into an overall
investment strategy. His responsibilities also include producing most of Swan’s
thought leadership content.

Prior to joining Swan, Odo was Director of Research for 11 years at Zephyr
Associates, a leading provider of investment analysis software. He was
responsible for developing next generation risk analytics. Prior to that he was
a portfolio manager with Accessor Capital Management, a mutual fund
company; and part of the investment analytics team at Pacific Portfolio
Consulting, an RIA catering to high net worth individuals and ERISA plans.
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The Dual Dilemma

State of Bond Markets
 Bond bull market appears out of gas

 Traditional role of bonds in peril

 Low Yields, High Duration Risk

 QE Forever? 

 Inflation concerns rising

State of Equity Markets
 US equity markets near all-time highs

 Valuations appear rich

 “Irrational Exuberance II: The Sequel”?

 Long-term return expectations are 
muted
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Relationship Between 10-Year Treasury Yields and Subsequent Returns on Barclay's U.S. Aggregate Bond Index

10-Year Treasury Yield Subsequent 10-Year Annualized Return on Barclay's Agg

Source: Swan Global Investments, Zephyr StyleADVISOR

Yield: Driver of Bond Returns
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Two Drivers of Inflation

Supply Side
 Bottlenecks in global supply chains

 Lingering effect of trade wars

Demand Side
 Pent-up demand from a year of lock-down

 $1.9tn in stimulus, with talk of trillions more

Limited supply + increased demand 
= higher prices

= inflationary pressures
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Sensing Inflation Pressure?

Short-Term Pressures
 Post-COVID demand surge

 Supply chain bottlenecks

 Dovish monetary policy

Longer-Term Pressures
 Pro-labor / Anti-business regulations 

& laws

 Poorly skilled labor

 De-globalization

 Massive increase in debt & deficits
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Source: Swan Global Investments, Morningstar Direct, www.treasury.gov 

Periods of Rising Rates
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1994 Surprise

10 Yr Yield BarcAgg
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10 Yr Yield BarcAgg
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Market Valuations Appear Rich
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Equity Valuation as of 12/31/2020

Source: Swan Global Investments, Crescat Capital LLC
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How Are Investors Responding?

Conservative
 Piling into cash

 More structured products

 Traditional havens like gold

Aggressive
 Increasing stock allocations, 

chasing “winners” in NASDAQ

 Bonds: Chasing yield by 
increasing credit & duration risk

 Speculative bets like 
cryptocurrency, NFTs, SPACs

Vs.
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Need a ‘Hedge’ for Both Tails

Market Crisis (COVID-19)
Large Loss

Long Recovery

Under-allocate to Equities
Miss Out on Potential 

Returns

Left Tail Risk Right Tail Risk
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Hedged Equity Managers – Since 1997

 Leader in Hedging & Options-Based 
Solutions

 Disciplined, Innovative Outcome-Oriented 
Approach, Launched in 1997

 Committed to Help Investors Achieve 
Long-Term Goals
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Always Invested, Always Hedged

Hedge
Seek to  

Mitigate Risk

Equity
Seek 

Growth

Swan 
DRS

Options
Seek                          

Additional Return
A HEDGE IS NOT INSURANCE AGAINST LOSSES 

Note - The effectiveness of the hedge and degree of downside risk mitigation varies with market conditions. The DRS can and does have periods of losses.
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Defined Risk Strategy:
Distinct, Time-Tested Process

A HEDGE IS NOT INSURANCE AGAINST LOSSES 

Note - The effectiveness of the hedge and degree of downside risk mitigation varies with market conditions. The DRS can and does have periods of losses.

2 Hedge the Equities

 Always Hedged – Actively managing 
long-term put options (LEAPs), generally 
one to two years to expiration, initially

 Purchased at, or near-the-money

3 Seek Additional Return

 Actively managing shorter-
term  options portfolio

 Utilizing a disciplined, rules-
based approach

1 Invest in Equities

 Always Invested – Passive position 
in low-cost equity index ETFs

 No market timing or stock 
selection 

WHY?  
To participate in equity markets.

WHY? 
To mitigate risks of bear markets.

WHY? 
To offset the cost of the hedge.

1

12

2

Transparent Disciplined Repeatable
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Define Risk, Improve Outcomes – Investing Redefined®
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The graphs above show an investment of $100,000 over fourteen successive, 10-year investment periods. The first period is 1/1998 to 12/2007; the last period is 1/2011 to 12/2020.
All but two of these periods contain at least one bull market and one bear market (1/2009 to 12/2018 and 1/2010 to 12/2019).
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The S&P 500 Index produced 
very different outcomes for the 

successive 10-year periods. 
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The Swan DRS U.S. Large Cap 
Composite produced more consistent 

outcomes over the same 10-year
periods.

Source: Zephyr StyleADVISOR and Swan Global Investments. All S&P 500 data based on historical performance of the S&P Total Return Index. The S&P 500 Index is an unmanaged index
and cannot be invested into directly. All historical performance of the Swan Defined Risk U.S. Large Cap Composite is net of fees. Prior performance is not a guarantee of future results.
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Hedged Equity Solutions – Available on Envestnet

Building 
Blocks

Open-End Mutual 
Funds

Separately Managed 
Accounts

 U.S. Large Cap (S&P 500)
 U.S. Large Cap Growth (S&P 500)
 U.S. Small Cap (Russell 2000) 
 Foreign (MSCI EAFE)
 Emerging Markets (MSCI EM)

 U.S. Large Cap
 U.S. Large Cap Growth
 U.S. Large Cap Prime 
 U.S. Small Cap
 Foreign Developed
 Emerging Markets

Pacer-Swan 
SOS ETF Series

 SOS FLEX
 SOS Moderate
 SOS Conservative
 SOS Fund of Funds

Exchange Traded 
Funds

 U.S. Large Cap (ticker: HEGD)

Active Hedge Management Passive Hedge Management

 SOS Shield® FLEX
 SOS Shield® Moderate
 SOS Shield® Conservative

Swan SOS Shield®

SMA Series

Overlays Hedged Equity 
Overlays*

Custom Portfolio 
Overlays*

Concentrated Equity Holdings,
Low-Cost Basis Equity

Single or Multi-Asset 
Equity Portfolio Overlays
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Portfolio Implementation 
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Hedged Equity Applications

1. Bond Surrogate:  Provide equity-fueled 
returns while mitigating risk; reduce credit and 
interest rate risks 

2. Equity Supplement: Reduce risk in 
equity portfolios and capitalize on full market 
cycles

3. Cash Off sidelines:  Re-enter equity 
markets while mitigating risk versus long-only 
equity investments
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A ‘New’ Balanced Modern Portfolio

Hedged Equity – Strategic Allocation as Bond Surrogate

60 / 30 /  10

Equities Bonds Hedged Equity

• Prevent Over-Allocation to 
Long-Only Equities

• Reduce Interest Rate Risk
• Reduce Credit Risk

Reduce Right Tail Risk

• Capitalize on strength of 
equity markets

• Benefit from fed monetary 
& fiscal policy

• Reduce allocation to low 
yield bonds

• Get cash off sidelines

Reduce Left Tail Risk
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Impacts on Portfolio Risk/Return
Summary Statistics:

July 1, 1997 – March 31, 2021
Return

Beta 

vs. SP 500 
Standard 
Deviation Sharpe Ratio

60% S&P 500 

40% Barclays US Agg
7.44% 0.60 9.27% 0.59

60% S&P 500 

30% Barclays US Agg 

10% Swan DRS Hedged Equity

7.72% 0.63 9.78% 0.59

60% S&P 500 

20% Barclays US Agg 

20% Swan DRS Hedged Equity

7.98% 0.66 10.35% 0.58

60% S&P 500 

10% Barclays US Agg 

30% Swan DRS Hedged Equity

8.23% 0.70 10.98% 0.57

Source: Zephyr StyleADVISOR and Swan Global Investments; the S&P 500 Index and the Bloomberg Barclays US Aggregate Bond Index are an unmanaged index and cannot be invested into directly. 
Swan DRS Hedged Equity refers to the Swan Defined Risk US Large Cap Composite results, displayed herein net of fees, as of 3/31/2021. Past performance is no guarantee of future results. 
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More on Hedged Equity & 
Options-Based Strategies

1. Visit swanglobalinvestments.com/advisor

2. Access more Swan Research & CE Content:  Options Education 
Materials 

 Portfolio Construction 
& Implementation

 Insights & Market 
Commentary
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Disclosure

Swan DRS US Large Cap Composite
S&P 500 ("The 
Benchmark")

60% S&P 500/40% 
Barclays Aggregate

Year Net-of-Fee 
Return

Composite 
Dispersion

Composite 
Assets (No. of 

Accounts / 
AUM in 
Millions)

Firm Assets 
in Millions

3-Yr 
Annualized 
Standard 
Deviation

Return

3-Yr 
Annualized 
Standard 
Deviation

Return

3-Yr 
Annualized 
Standard 
Deviation

1997+ 19.17% - 1 / .22 $0.22 - 10.58% - 9.01% -
1998 11.55% - 1 / .32 $0.32 - 28.58% - 20.98% -

1999 12.26% - 2 / .72 $0.72 - 21.04% - 12.00% -

2000 3.17% - 3 / .92 $0.92 - -9.10% - -0.99% -
2001 7.46% - 3 / 1.66 $1.66 7.23% -11.89% 16.71% -3.71% 9.99%
2002 12.22% - 3 / 1.97 $1.97 10.20% -22.10% 18.55% -9.82% 10.77%
2003 -0.65% 5.68% 6 / 3.74 $3.74 10.11% 28.68% 18.07% 18.48% 10.26%
2004 11.76% 5.80% 8 / 4.66 $4.66 9.89% 10.88% 14.86% 8.30% 8.49%
2005 6.69% 2.66% 8 / 4.98 $4.98 6.12% 4.91% 9.04% 4.00% 5.61%
2006 17.26% 3.71% 12 / 7.69 $7.69 4.52% 15.79% 6.82% 11.12% 4.33%
2007 8.39% 3.79% 14 / 9.40 $9.40 5.92% 5.49% 7.68% 6.22% 4.56%
2008 -4.57% 5.00% 17/ 15.65 $15.65 9.34% -37.00% 15.08% -22.06% 9.48%
2009 22.63% 4.18% 73 / 55.78 $55.78 10.70% 26.46% 19.63% 18.40% 12.40%
2010 7.88% 2.21% 105 / 97.90 $97.90 10.57% 15.06% 21.85% 12.13% 13.56%
2011 -4.59% 3.16% 146 / 59.44 $59.44 9.21% 2.11% 18.71% 4.69% 11.28%
2012 8.29% 1.44% 436 / 129.08 $386.76 7.45% 16.00% 15.09% 11.31% 8.64%
2013 14.21% 1.56% 423 / 309.7 $1,052.99 6.62% 32.39% 11.94% 17.56% 7.00%
2014 6.23% 0.65% 599 / 434.3 $1,810.04 4.75% 13.69% 8.97% 10.62% 5.48%
2015 -2.11% 1.36% 766 / 473.21 $2,446.11 5.79% 1.38% 10.47% 1.28% 6.37%
2016 9.08% 0.90% 1,207 / 675.64 $3,620.08 5.38% 11.96% 10.59% 8.31% 6.33%
2017 11.51% 0.78% 1,630 / 982.45 $4,975.33 4.99% 21.83% 9.92% 14.21% 5.85%
2018 -6.83% 1.13% 1,292 / 756.36 $4,063.88 6.23% -4.38% 10.80% -2.35% 6.38%
2019 14.93% 1.15% 1,144 / 638.36 $3,065.24 7.01% 31.49% 11.93% 22.18% 10.09%

Swan Global Investments, LLC. is a SEC registered Investment Advisor that specializes in
managing money using the proprietary Defined Risk Strategy (DRS). Please note that registration
of the Advisor does not imply a certain level of skill or training. Further information may be
obtained by contacting the company directly at 970-382-8901 or
www.swanglobalinvestments.com. Swan Global Investments, LLC, Swan Global Management,
LLC, Swan Capital Management, LLC, and Swan Wealth Advisors, LLC are affiliated entities.
Sources: Swan Global Investments, Zephyr StyleADVISOR, and Morningstar; all information is
provided “as is” without warranty of any kind. Swan assumes no responsibility for typographical
errors, inaccuracies or other errors which may occur.

This presentation is for information purposes only and does not constitute any investment advice
or tax advice. All Swan products utilize the Defined Risk Strategy ("DRS"), but may vary by asset
class, regulatory offering type, etc. Accordingly, all Swan DRS product offerings will have
different performance results due to offering differences and comparing results among the Swan
products and composites may be of limited use. Economic factors, market conditions, and
investment strategies will affect the performance of any portfolio and there are no assurances that
it will match or outperform any particular benchmark.

The Swan Defined Risk Strategy or DRS as used in this document refer to the Swan Defined Risk US Large Cap Composite.

http://www.swanglobalinvestments.com/
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Disclosure
The Swan Defined Risk US Large Cap Composite demonstrates the performance of non-qualified assets managed by Swan Global Investments, LLC since inception. It includes
discretionary individual accounts whose account holders seek the upside potential of owning stock, and the desire to eliminate most of the risk associated with owning stock. The
Composite relies on LEAPS and other options to manage this risk. Individual accounts own S&P 500 exchange traded funds and LEAPS associated with the exchange traded funds
as well as multiple other option spreads that represent other indices that are widely traded. The Defined Risk Strategy was designed to protect investors from substantial market
declines, provide income in flat or choppy markets, and to benefit from market appreciation. Stock and options are the primary components of the strategy.

The benchmarks used for the Swan Defined Risk US Large Cap Composite are the S&P 500 Index, which consists of approximately 500 large cap stocks, and a 60/40 blended
composite, weighted 60% in the aforementioned S&P 500 Index and 40% in the Barclays US Aggregate Bond Index. The 60/40 is rebalanced monthly. The Barclays US Aggregate
Bond Index is a broad-based flagship benchmark that measures the investment grade, US dollar-denominated, fixed-rate taxable bond market. The index includes Treasuries,
government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS and CMBS (agency and non-agency). The S&P 500 Index is often used
as a proxy for the overall U.S. equity market. Indexes and other benchmarks used herein are generally unmanaged and have no fees or expenses. An investment cannot be made
directly in an index or some of these benchmarks. Swan’s investments may consist of securities which vary significantly from those in the benchmark indexes listed above and
performance calculation methods may not be entirely comparable. Accordingly, comparing results shown to those of such indexes and benchmarks may be of limited use.

The Swan Defined Risk Prime Strategy, Swan Prime, or DRS Prime as used in this document refer to the Swan Defined Risk US Large Cap Prime Strategy, a subset of the Swan
Defined Risk U.S. Large Cap Composite.

Swan offers and manages The Defined Risk Strategy (“DRS”) for its clients including individuals, institutions and other investment advisor firms. Swan Global Investments has
affiliated advisers including Swan Global Management, LLC, Swan Capital Management, LLC, and Swan Wealth Advisors, LLC. There are ten DRS Composites offered: 1) The DRS
U.S. Large Cap Sectors Select Composite which includes nonqualified separately managed accounts invested in S&P 500 equities. 2) The DRS U.S. Large Cap IRA Strategy
Composite which includes qualified separately managed accounts invested in S&P 500 equities. 3) The DRS U.S. Large Cap Strategy Composite which combines non-qualified and
qualified separately managed accounts invested in S&P 500 equities. 4) The DRS U.S. Large Cap Institutional Strategy Composite which includes high net-worth, non-qualified
separately managed accounts that utilize cash-settled, index-based options held at custodians that allow participation in Clearing Member Trade Agreement (CMTA) trades. 5) The
DRS U.S. Large Cap Fund Strategy Composite which includes mutual fund accounts invested in the S&P 500 equities. 6) The DRS Emerging Markets Strategy Composite which
includes separately managed account(s) and mutual fund accounts invested in emerging market equities; 7) The DRS Foreign Developed Markets Strategy Composite which includes
separately managed account(s) and mutual fund accounts invested in foreign developed market equities; 8) The DRS U.S. Small Cap Strategy Composite which includes separately
managed account(s) and mutual fund accounts invested in U.S. small cap equities; 9) The DRS U.S. Large Cap Growth Composite which includes separately managed accounts and
mutual fund accounts with a higher risk tolerance invested in S&P 500 equities; 10) The DRS Solutions Growth Composite (terminated) which includes all separately managed
accounts invested in multiple hedged asset classes and diversified into other asset classes with target allocations guided by a growth-oriented risk tolerance.
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Disclosure
Swan claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with GIPS. Swan’s compliance with
GIPS has been independently verified for the periods July 1, 1997 through December 31, 2019. The Spaulding Group conducted Swan’s verification. The three-year annualized
standard deviation measures the variability of the composite and the benchmarks over the preceding 36-month period. The dispersion of annual returns is measured by the standard
deviation of asset-weighted portfolio returns represented within the composite for the full year. For those periods with five or fewer portfolios included for the entire year, dispersion is
not presented. A copy of the verification report is available upon request. To receive copies of the report, please call (970) 382-8901 or email
operations@swanglobalinvestments.com. Verification assesses whether (1) the firm has complied with all the composite construction requirements of GIPS on a firm-wide basis, and
(2) the firm’s policies and procedures are designed to calculate and present performance in compliance with GIPS. Verification does not ensure the accuracy of any specific composite
presentation.

Swan Defined Risk US Large Cap Composite (DRS) performance results are presented in U.S. dollars and are net-of-actual-fees and trading expenses and reflect the reinvestment of
dividends and capital gains. Actual fees may vary based on, among other factors, account size and custodial relationship. No current or prospective client should assume future
performance of any specific investment strategy will be profitable or equal to past performance levels. All investment strategies have the potential for profit or loss. Changes in
investment strategies, contributions or withdrawals may cause the performance results of a client’s investment portfolio to differ materially from the reported composite performance.
Different types of investments involve varying degrees of risk and there can be no assurance that any specific investment will either be suitable or profitable for a client’s investment
portfolio. Historical performance results for market indices and/or categories generally do not reflect the deduction of transaction and/or custodial charges or the deduction of an
investment management fee, the incurrence of which would have the effect of decreasing historical performance results. Swan uses options in the DRS. Options carry additional risks
and are not suitable for all clients. Clients must read and understand the current options risk disclosure documents prior to entering into any options or other derivatives transactions.
Prior to implementing a call writing program or any of the strategies described herein, a client should further discuss this investment process with other financial, legal and/or tax
advisors. The options risk disclosure document is located at: http://optionsclearing.com/about/publications/character-risks.jsp not guarantee its reliability.

The charts and graphs contained herein should not serve as the sole determining factor for making investment decisions. To the extent that you have any questions regarding the
applicability of any specific issue presented or discussed, you are encouraged to consult with Swan Global Investments. All information, including that used to compile charts, is
obtained from sources believed to be reliable, but Swan Global Investments does not guarantee its reliability. 135-SGI-060821
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This document is designed for informational purposes only. The services and materials described herein are provided on an “as is” and “as available” basis, with all faults. Any
illustrations herein do not represent client information or actual investments. Envestnet disclaims all warranties, express or implied, including, without limitation, warranties of
merchantability or fitness for a particular purpose, title, non-infringement or compatibility. Envestnet makes no representation or warranties that access to and use of the internet
while utilizing the services as described herein will be uninterrupted or error-free, or free of viruses, unauthorized code or other harmful components. Envestnet reserves the right
to add to, change, or eliminate any of the services and/or service levels listed herein without prior notice.

The information, analysis, and opinions expressed herein are for general and educational purposes only. Nothing contained in this presentation is intended to constitute legal,
tax, accounting, securities, or investment advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type. All investments carry a certain
risk, and there is no assurance that an investment will provide positive performance over any period of time. Investment decisions should always be made based on the
investor's specific financial needs and objectives, goals, time horizon and risk tolerance.

Any graphical illustrations do not represent client information or actual investments; they are not being offered to assist any person in making his or her own decisions as to which
securities to buy, sell, or when to buy or sell. Investors should note that income from investments, if any, may fluctuate and that price or value of securities and investments may
increase or decrease. Accordingly, investors may lose some or all of the value of principal initially invested. Past performance is not a guarantee of future results.

Not for public distribution.

Disclosure
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