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ABOUT RISK ASSIST SERIES 
The Risk Assist Series of Freedom Dynamic® is designed to protect your portfolio against catastrophic losses through an 
algorithmic risk mitigation process that monitors markets daily for signals that may pose significant risk and dynamically 
manages portfolio risk levels based on these signals.  

PERFORMANCE 
The second quarter of 2022 was another challenging one for global financial markets as rising interest rates, stubbornly high 
inflation, concerns about slowing economic activity, a hawkish Federal Reserve, and the ongoing conflict in Ukraine weighed 
on investors. Although both stock and bond markets broadly posted losses, the Risk Assist strategies proved relatively resilient 
due to the dynamic risk mitigation overlay that has aggressively de-risked the portfolios during the year’s first half. The 
following asset classes either contributed to or detracted from performance on a relative basis for the quarter: 
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• U.S. value stocks declined during the quarter but 

significantly outperformed their U.S. growth 
counterparts. The health care, consumer staples, 
and energy sectors all contributed to the relative 
outperformance of value stocks.  

• Emerging markets were also relative 
outperformers and were buoyed by resilient 
performance in Chinese equities, which was the 
only equity market that was positive during 2Q22. 
 

• U.S. growth stocks struggled again this past 
quarter due to rising interest rates further 
pressuring valuations and concerns about slowing 
economic growth impacting confidence about 
future profits. While declines were broad-based in 
growth stocks, unprofitable companies with the 
highest valuation multiples suffered the most 
significant declines, especially companies in the 
technology, communication services, and 
consumer discretionary sectors.  

• U.S. small- and mid-cap stocks were also relative 
underperformers last quarter. As concerns about 
slowing economic growth became more prevalent, 
investors seemed to favor the relative safety of 
larger companies, which often have more resilient 
balance sheets and business models that can 
withstand challenging economic periods.   

FIXED INCOME ALLOCATION FIXED INCOME ALLOCATION 
 

• Amid a historically challenging period for fixed 
income investors, shorter duration and higher 
quality bonds were relative outperformers. 
Shorter-term bonds proved resilient as rising 
interest rates pressured prices of longer-term 
bonds. Investors also favored the safety of U.S. 
Treasuries amid growing concerns of slowing 
economic growth.   

• Municipal bonds also declined less than the 
broader fixed income markets as states and 
municipalities generally are in a healthy financial 
position and investors continue to seek tax-
advantaged sources of income.    
 

 
• Emerging market bonds declined for the fourth 

quarter in a row and were the worst performing 
fixed income sector in 2Q22 as geopolitical 
tensions remained elevated and a strengthening 
U.S. dollar continued to pressure developing 
economies. 

• U.S. high-yield corporate bonds, often seen as one 
of the riskier segments of fixed income markets, 
underperformed during the quarter. High-yield bond 
prices declined meaningfully as credit spreads 
widened in response to concerns of rising 
recession risk and the potential for an increase in 
defaults. 
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POSITIONING 
Below is a breakdown of our positioning as of quarter-end: 
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The Risk Assist strategies significantly de-risked during the quarter in response to the sell-off across equity and fixed income 
markets. At the end of Q2, all Risk Assist strategies were 60% de-risked, meaning 60% of the portfolios were allocated to 
lower risk, cash-like investments, namely short-term U.S. Treasury bond funds. As mentioned earlier, the significant allocation 
to these lower-risk holdings due to the Risk Assist hedging overlay being engaged was a key contributor last quarter as these 
positions held their value despite broad declines in stock and bond markets.  

Within the equity allocation, we entered the second quarter with increased exposure to higher quality and dividend paying 
stocks to build resilience amid a challenging market backdrop of elevated inflation, rising interest rates, and concerns of 
slowing economic growth. This defensive positioning proved beneficial during the quarter as our quality- and dividend-focused 
holding, namely the SPDR® S&P Dividend ETF, was a notable relative outperformer. We also maintained overweight exposure 
to U.S. value and emerging market equities, and corresponding underweight exposure to U.S. growth and developed 
international equities. This positioning also benefitted the strategies last quarter as U.S. value and emerging market equities 
were relative outperformers in Q2, as detailed in the table above.    

Within fixed income, we entered the quarter with a lower duration profile than broader bond markets, as measured by the 
Bloomberg U.S. Aggregate Bond Index, in order to reduce our exposure to rising interest rates. As noted in the table above, 
this positioning was beneficial to the portfolios as interest rates continued to rise in response to persistent inflationary 
pressures and tightening monetary policy from central banks. In this environment, short-term bond holding iShares Core 1-5 
Year USD Bond ETF proved resilient. Although our actively managed bond funds struggled on a relative basis last quarter due 
to the challenges in credit markets discussed in the table above, we continue to prefer actively managed fixed income funds 
with flexible investment mandates that can opportunistically manage interest rate and credit risk during an historically volatile 
environment for bond investors. 
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