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Absolute Insight
The Half-Year Report Card: Bonds Must Try Harder

Over the last month or so, seemingly every other article in the financial press has found some way to
crowbar in a tenuous reference to football — and we briefly toyed with doing the same.

Something along the lines of equities as the flashy centre-forward grabbing all the headlines; gilts as
the ageing, unreliable midfielder, permanently under pressure and lacking any vision, and short
duration bonds as the goalkeeper, whose main job is standing still and hoping nothing happens. We
considered it. We decided against it, mostly out of mercy.

Instead, here's a better way to mark the half-year: a school report card. Which, in fairness, is exactly
the same trick with a different uniform on. We said we wouldn't shoehorn the investment universe
into a laboured conceit, then spent the next 1,800 words doing precisely that with exercise books
instead of football boots.

No apologies. It works better. Because if you sat the whole "lower risk" investment universe down at
a desk for six months and graded the homework, you'd end up with two very different classes.

One class all sat at the front, did exactly as asked, caused no trouble, and handed in work
indistinguishable from the kid next to them. The other class was messier. A few genuine
troublemakers, a couple who clearly didn't do the reading, and, tucked among them, some properly
gifted pupils who did brilliantly because they were actually made to think for themselves.

The first class is bonds, led by Mr Lacklustre, the ageing teacher stuck in his ways with an unexciting
style. The second is absolute return, taught by the impressive Mr Maverick, who lets his kids think for
themselves and focus on their areas of expertise. Only one of them is being taught anything.

Word in the staff room, incidentally, is that Mr Lacklustre has taken quite a shine to Miss Inflation,
the notorious troublemaker two doors down. Given his track record of handling anything remotely
difficult, that's not a romance anyone should be rooting for.

Attendance: Excellent. Effort: Not Required.

Anyway, let's start with the front row. Over the first half of 2026, the IA Sterling Corporate Bond
sector delivered a median return of 1.13%. The best fund managed 2.69%. The worst lost 0.48%. Top
to bottom, the entire sector, every manager, every process, every research team, spans about three
percentage points.

Three points. That's not a spread of outcomes. That's a rounding error dressed up as an industry.

Ask yourself what you're actually paying for there. If every fund in a sector produces nearly identical
results regardless of who's running it, the manager isn't adding anything a spreadsheet couldn't. You
could replace the entire sector with a low-cost short-duration tracker and nobody, including the
people currently paying active fees for it, would notice the difference in their statements.

That's not a criticism of the individuals involved. Plenty of talented people work in fixed income. It's a
criticism of what the asset class currently allows them to do, which is precisely nothing. When every
fund is riding the same rates and the same spreads, there is no meaningful decision left to make. Sit
still, keep duration short, keep costs down, hand in homework identical to the desk next to you. Must
try harder isn't really fair. There's no harder to try.
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These five-year numbers are simply startling. Investors and fund selectors remain wedded to an asse
class that's going nowhere, and one whose outlook has arguably deteriorated since the start of the
year, with inflation ticking back up and interest rates refusing to follow the downward path everyone
expected, read: hoped for. A bond sector that can't beat cash over five years is not a subject anyone
should be getting a passing grade in. It means the risk taken, and the fee charged for taking it,
delivered less than doing nothing at all. If a pupil handed in five years of work that underperformed
simply staying at home, you wouldn't call them steady. You'd call the head of department.

Ten Years, Two Detentions (One Barely Counts)

Sceptics will say five years is skewed by 2022. Fine, go back further. Across the ten calendar years
from 2016 to 2025, the IA Targeted Absolute Return sector posted a negative year on two occasions,
a modest 2.81% dip in 2018 and a flat, essentially rounding-error 0.37% in 2022. Call it two
detentions in a decade, one of which barely registers.

Compare that to the year in question. 2022 was the year gilts fell 23.87% and the Bloomberg Global
Aggregate fell 16.25%, the worst year on record for the "safe and dependable" asset class. Absolute
return, in the same twelve months, was essentially flat. That's not a rival storyline. That's barely a
footnote next to it.

And the gap holds up even once you average across every bad year each asset class has had. On its
two down years, absolute return lost an average of 1.59%. Gilts, across their three down years, lost
an average of 10.99%, nearly seven times as much. The Bloomberg Global Aggregate, across four
down years, averaged a 5.96% loss, almost four times as much. It's not just that bonds get sent to
detention more often. When they do go, they go considerably harder.

One Kid Isn't the Whole Class

The other mistake worth naming directly: judging absolute return by a single fund and drawing
conclusions about the whole subject. Nobody assesses an entire school year group by picking one
pupil at random and extrapolating. You look at the class, the spread, the average, the consistency
over multiple terms.

Prospect theory teaches us that investors feel losses far more acutely than equivalent gains, and |
have some sympathy with that instinct. See the label "absolute return" sat next to a 9% loss over six
months and the emotional reaction lands before the analytical one gets a look in. But as we've
discussed many times, the answer isn't to fixate on the individual. Build a diversified team of
managers, each with their own idiosyncrasies, and those idiosyncrasies contribute to and offset each
other over time. That's the real strength of this asset class, and the key to using it properly. Patience
and diversity win. Reading one bad headline number and running scared back into the meagre
returns of short-duration bonds does not.

Held individually, the fund that lost 9% this half year looks like a disaster and a reason to avoid the
whole category. Held as one name within a properly diversified spread across genuinely different
strategies, that same fund is simply one data point offset by others making entirely different calls for
entirely different reasons. That's not a weakness to manage around. That's the mechanism that
delivers the 2.61% average in the first place, and with genuine manager selection rather than a
random pick, there's a reasonable case for doing considerably better than average.

The Homework Bonds Never Had to Do

The usual objection at this point is fees, and it's worth answering honestly rather than waving away.
Absolute return costs more than a passive bond tracker. That's true.
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But a corporate bond fund charging an active management fee to underperform cash, with a 229
drawdown along the way, isn't cheap. It's expensive for what it delivered, which was less than a
savings account would have handed you for a fraction of the price, for free, with no fund manager
involved at all. Price is what you pay. Return, adjusted for the risk and the fee, is what you get. Bonds
have been failing that test for years, quietly, while getting marked as though they'd passed.

So Why Is Only 2% of the Register Enrolled?

Here's the number that should actually embarrass the industry. Citywire MPS Monitor at end Q2
2026 puts alternative UCITS at roughly 3.5% of MPS allocations versus 42.8% in bonds in a
low/moderate risk portfolio. Three and a half percent, after a decade in which the sector comfortably
beat cash, a drawdown roughly an eighth the size of corporate bonds' worst period, and shrugged off
the worst year bonds have ever had while barely blinking, all while corporate bonds themselves
couldn't even keep pace with a savings account.

That's not caution. That's inertia wearing caution as a disguise. The excuses used to make sense a
decade ago, opaque strategies, illiquid structures, high minimums, genuine concern about single-
manager blow-ups. UCITS solved most of that. Daily liquidity, full transparency, proper regulatory
oversight. The excuses didn't get updated when the product did.

If your client's portfolio carries a 3% allocation to absolute return, and even that 3% sits in a single
fund, ask yourself honestly what you're actually protecting them from. Volatility they'd have to
explain at a review meeting, or genuine risk of loss. Because on the numbers, the class you've been
avoiding, and under-diversifying even on the rare occasion you do use it, has spent the last decade
outperforming the one you've been defaulting to, and doing it with less pain along the way.

Bonds will keep getting full marks for attendance. They've earned it, in the narrow sense that
showing up and doing nothing is exactly what's been asked of them. But a report card that says
nothing except "present" isn't one worth building a portfolio around. The other class had a rockier
year in places. It also had the pupils actually worth watching.

"Must try harder" is the classic line on every school report, but it only means something if trying
harder would actually change the result. Tell a bond fund to try harder and there's nothing left for it
to do differently, every manager in the sector is stuck riding the same rates and the same spreads,
whatever the effort put in. Tell an absolute return manager to try harder and it's a completely
different conversation, because skill, selection and genuine differentiation are the entire mechanism
by which that sector produces a result at all.

One class can't improve no matter what it does. The other improves precisely in proportion to how
much work you put in choosing who's in it.

Source: FE Analytics data to 30th June 2026 for year to date and five year figures. Discrete calendar
year data for 10 year figures to 31.12.25.

Please remember that the value of your investment may fall as well as rise and is not guaranteed.
You may not get back your initial investment. Past performance is not a reliable indicator of future
returns. Nothing in this document should be construed as investment advice. If you require
investment advice you should contact an authorised financial adviser.
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Absolute Vision: A Smarter, More Resilient Way to Invest

At Apollo Multi Asset Management, we believe in Absolute Vision—the ability to see beyond
short-term market noise and invest with clarity, conviction, and discipline. The financial world is
evolving, and traditional investment models are no longer fit for purpose. The once-reliable 60/40
portfolio—built on the assumption that bonds will always hedge equity risks—has failed to deliver
real returns in an era of inflation, rising interest rates, and geopolitical uncertainty.

Apollo stands apart as a firm built for the future. We are not bound by benchmarks or outdated
conventions. Instead, we take a forward-thinking, multi-asset approach alongside absolute return
investing—targeting consistent, risk-adjusted performance throughout the full market cycle.

Founded during the 2008 financial crisis, Apollo has consistently demonstrated the ability to
thrive in uncertainty—because we see what others don't.

For professional advisers only

Please remember that the value of your investment and any income arising may fall as well as rise
and investors may not get back the amount originally invested. Past performance is not a reliable
indicator of future results. Nothing in this document should be construed as investment advice.

The performance data presented prior to 3rd October 2025 refers to the Apollo UK Model Portfolio,
which follows the same strategy, investment process, and underlying investments as the Apollo
Diversified Multi Strategy Fund. Demonstrated with the solid line on the chart, the UCITS fund itself
launched on 3rd October 2025 and therefore has no performance history of its own.

The performance of the UK Model Portfolio is shown net of fees, adjusted to reflect the fees and
expenses applicable to the UCITS fund. Although the Model Portfolio has been managed pari passu
with the UCITS strategy, differences may arise due to fund structure, regulatory requirements, and
operating costs. The fund has no official benchmark, Bank of England SONIA is shown for
comparison only.

If you require investment advice you should contact an authorised financial adviser.

Apollo Multi Asset Management is authorised and regulated by the Financial Conduct Authority
(FCA Number: 487458).

Apollo Multi Asset Management LLP
Castle Court

41 London Road

Reigate

Surrey

RH2 9RJ

Tel: 0203 291 2916

Email: info@apollomam.co.uk
www.apollomam.co.uk
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