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Modern Portfolio Theory
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What is a risk asset?
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Another way to think about alpha and beta
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Alternative beta & “Smart” Beta

Equities:
Fundamental Indexation;
Adaptive Cap;
Infrastructure

Trading Strategies:

Hedge funds;
Active management;

Credit:

Max cap.;
Buy & hold;
Screened

Physical Assets:

Property;
Secure income;
Commodities;
Land

Alternative Beta:

Reinsurance;
Alpha as beta;
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What do we mean by Alternative Betas?
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Can be across markets (with derivatives) or across stocks
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The attraction — diversifying, especially during market stress

Taper Tantrum

Eurozone Crisis

Lehmans

Sub-prime / Bear Stearns
Quant Crunch

2002 Recession / Worldcom
9/11

Tech Bust

LTCM / Russia Default

-50% -40% -30% -20% -10% 0% 10% 20% 30%

mEquity Reinsurance = Momentum = Merger Arbitrage ® MA Volatility Premium ® MA Value Premium mMA Carry

Sources: Various managers, MSCI, UK IPD, Barclays Capital
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