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Alpha

Modern Portfolio Theory

Source: Wikipedia

Quoted equity?

What is a risk asset?



Another way to think about alpha and beta
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HighManager skill Low
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Alternative beta & “Smart” Beta
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Equities:
Fundamental Indexation;

Adaptive Cap;
Infrastructure

Credit:
Max cap.;

Buy & hold;
Screened

Physical Assets:
Property;

Secure income;
Commodities;

Land
Trading Strategies:

Hedge funds;
Active management;

Alternative Beta:
Reinsurance;

Alpha as beta;



But what if you can wait…
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But what if you can wait…
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2 year horizon
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But what if you can wait…

3 year horizon
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But what if you can wait…

4 year horizon
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But what if you can wait…

5 year horizon
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…things get better…

6 year horizon
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…things get better…

7 year horizon
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…things get better…

8 year horizon
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…things get better…

9 year horizon
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…things get better…

10 year horizon

-5%

0%

5%

10%

Value Low Volatility Momentum

A
n

n
u

a
li
s

e
d

 R
e

la
ti

v
e

 R
e

tu
rn

(I
n

te
r-

q
u

a
rt

il
e

 r
a

n
g

e
)

Source: Style Research, Willis Towers Watson



…it takes time for smart betas to work

11 year horizon
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…it takes time for smart betas to work

12 year horizon
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…it takes time for smart betas to work

13 year horizon
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…it takes time for smart betas to work

14 year horizon
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…it takes time for smart betas to work

15 year horizon
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What do we mean by Alternative Betas? 
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Expected 
returns

Trend

Small vs large 
cap

Merger Arb

Volatility 
premium

Low volatility

Value Momentum

Carry

Can be across markets (with derivatives) or across stocks 

Reinsurance

WHAT DO WE MEAN BY ALT BETA?



The attraction – diversifying, especially during market stress
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Sources: Various managers, MSCI, UK IPD, Barclays Capital


