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A brief history of alternative risk premia
Academic research has been identifying alternative risk premia for decades…
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 Hedge Funds, are generally market leaders in identifying and exploiting new sources of return – alternative risk premia

 However ARP have historically only been available in packages that also include other traditional market risk factors, such as equity beta, and that are expensive 

 Recent developments now enable investors to isolate and access alternative risk premia on their own in a cost efficient and liquid investment format

Efficient Frontier Markowitz (1952) 
 Apart from discounted expected returns, risk and correlation play a role in portfolio selection
 Introduced diversification and identified a ‘market portfolio’ as the optimal portfolio a rational investor 

should hold

The Capital Asset Pricing Model (CAPM); 
Treynor (1962) 
Sharpe (1964),
Lintner (1965)

 The model, forming the foundation of modern portfolio theory, outlines the two types of investment risk :
− Systematic Risk (market risks that cannot be diversified away ) and 
− Idiosyncratic Risk (specific risk to an investment, can be diversified away) 

 Systematic risk is the covariance between the excess returns of Markowitz “market portfolio” and the asset 
in question

Margin CAPM; 
Black (1972)

 Exploitable risk premia arise from constraints used by investors in their portfolio construction. Showed that 
low beta assets tend to perform better than higher beta ones on a risk adjusted basis

Arbitrage Pricing Theory (APT); 
Ross (1976) 

 Ross showed that under certain assumptions a finite number of factors are sufficient to explain the returns 
of a well-diversified portfolio

The Three Factor Model;          
Fama and French (1993) 

 Three-factor model of market, small-cap and value factors would explain more than 90% of diversified 
portfolio returns, which significantly improves the explanatory power of a single-factor model (e.g. CAPM)

Momentum; 
Jegadeesh-Titman (1993) 

 Momentum as another common equity risk factor, due to the persistency in the relative performance of 
past winners and past losers

Liquidity; 
Pastor-Stambaugh (2003)  Found that stocks that are less liquid tend to outperform over the long term more liquid stock

… However ARP have only recently become available in a pure investable form

For illustration purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.



5Copyright © 2015 Gottex Fund Management. All rights reserved.

Isolating risk premia

Ongoing Search for Portfolio Return Drivers…
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In the beginning, before capitalisation-weighted equity indices, return attribution was difficult and all portfolio returns were 
considered “alpha”
The emergence of capitalisation-weighted equity indices (e.g. S&P 500) helped in explaining returns. Alpha remains the 
unexplained component
Investors started to realise that the alpha provided by their managers could be explained by additional long-only alternative risk 
factors, which can be systematically created (e.g. Equity value, growth, momentum etc.) 
Recent developments and discoveries have significantly enhanced our understanding and availability of alternative risk factors 
including long/short factors. These discoveries have further reduced the unexplained (alpha) component of portfolio returns

For illustration purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.
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The origin of Alternative Risk Premia

Specific Risk 
Events Liquidity Non-economically 

Motivated Players Investor Constraints Underreaction to 
Information

Overreaction
To Information

Potential 
compensation for 
insuring against 
events with a small 
probability of 
happening and large 
negative outcomes

Potential compensation 
for holding assets 
which:
 Trade infrequently
 Are privately held
 Do not have 

transparent markets
 Trades have a large 

impact

Potential compensation 
for providing service to 
non-economic agents 
such as: 
 Commodity 

producers
 Corporates
 Central Banks

Potential compensation 
for holding assets or 
taking risks that 
marginal investors 
cannot (or do not want 
to) hold

Potential compensation 
for reacting faster to 
price changes, news, 
analysts changes, 
fundamentals than the 
marginal investor

Potential compensation 
for extrapolating recent 
price changes, news, 
fundamentals into the 
future

Equity Value

FX Carry Term Premium Low Beta Momentum

Put Selling Size Commodity Carry Credit Ratings Analyst Revision Quality

Merger Arbitrage Liquidity

Source: Goldman Sachs Securities Division. This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be
construed as research or investment advice. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of
this information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.

Information Processing
Behavioral:

Potential compensation for processing 
information better

Risk Sharing
Traditional:

Potential compensation for bearing risks 
or insuring against risks

Structural Constraints
Structural: 

Potential compensation for having fewer 
investment constraints
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What are Alternative Risk Premia ?

Asset Classes

Equities Commodities FX Rates Credit
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For illustration purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.

 Risk factors are the fundamental drivers of investment returns
 Investors are potentially rewarded for taking risk factor exposure by receiving risk premia
 Risk premia may collectively generate a portfolio’s excess return
 Alternative risk premia are those that are not derived from traditional market-cap weighted exposures
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Alternative Risk Premia investing – a new paradigm

…with further allocations expected

Post 2011, 
the growth 
accelerated In 10 years, 

market 
volume has 
grown from 
0 to $290bn

State Street Global Advisors, 2014. Beyond Active and Passive: Advanced Beta Comes of Age. 
http://www.ssga.com/library/resh/674831_Beyond_Active_and_Passive_Advanced_Beta_Comes_of
_AgeCCRI1391091364.pdf

 Many of the world’s most sophisticated investors have invested in risk premia, or are considering an allocation
 They have acknowledged the flaws of a purely asset based approach to diversification
 The low cost and liquid nature of risk premia makes them a compelling complement or alternative to hedge funds

The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views
expressed constitute judgements as of the date of this presentation and may change any time.

Substantial inflows into risk premia / smart Beta..

Source: Financial Times

http://www.ssga.com/library/resh/674831_Beyond_Active_and_Passive_Advanced_Beta_Comes_of_AgeCCRI1391091364.pdf


I. Introduction to Alternative Risk Premia
Examples and Case Studies



12Copyright © 2015 Gottex Fund Management. All rights reserved.

Sample hypothetical alternative risk premia – Equity Low Beta

Overview of Key Statistics – in USD

For illustrative purposes only. Past actual performance or hypothetical back-tested performance is no guarantee of future results. Source: Goldman Sachs Securities Division, as of Jan 2015. The
information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views
expressed constitute judgements as of the date of this presentation and may change any time.

Sep 2004 – Dec 2014 Equity Low Beta

Annualised Excess Return 2.5%
Annualised Volatility 2.7%
Sharpe Ratio 0.93x
Max Drawdown -4.4%
Worst Month -1.8%
Best Month 2.5%
% Positive Monthly Returns 66%

Rationale
This factor attempts to capture the risk adjusted outperformance of stocks with low beta to the market index vs those with 
higher beta. Investors with long-only and leverage constraints generally prefer higher beta stocks, as it is often the only 
way to beat a trending benchmark

Construction From the selected universe of stocks, each stock’s beta to the market is calculated. The target portfolio goes long the low 
beta stocks and short the high beta stocks on a beta adjusted basis

Characteristics This strategy tends to display a low volatility, a negative correlation with Value and a positive correlation with Quality

Academic Literature
 Black 1972 - “Capital Market Equilibrium with Restricted Borrowing”

 Frazzini & Pedersen, 2010 – “Betting against Beta” 

Risk Factors
Due to its negative correlation with the cyclical equity market, we would expect the low beta risk premium strategy to 
underperform during prolonged periods of bull markets, as low beta stocks underperform both high beta stocks and the 
overall market

Back tested Performance
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Opportunities and risks

Risk-return analysis

Dependencies and multi-strategy context

Carry
Credit, Spread Carry

Source: Gottex, Bank of America Merrill Lynch, Citigroup, Barclays, JP Morgan. May 2015. All data is from March 2005 to April 2015. 1. Total returns are based on volatility-scaled (6% annualized) risk premium index. 2. Return distribution is based on bandwidth parameter h 
= 30bps. The excess spread is calculated as option-adjusted spread (OAS) minus actual default losses and therefore is based on a forward- and a backward-looking measure. The chart shows the actual default rate lagged by 6 months.

Strategy: The strategy is long a high yield CDS index and short an investment grade CDS index. 
The short leg is weighted based on the beta of IG vs. HY and, thus, should provide ex ante 
immunity to uniform spread changes. The strategy is available for U.S. and European credit 
markets.

Rationale: Many institutional investors are constrained as to which ratings they can buy, thus, 
leaving high yield credit risk premiums at a systematic discount relative to investment grade rate 
bonds. This strategy is long the under-valued asset and short the over-valued asset.

Risks: The strategy is exposed to disproportionate spread widening in high yield vs. investment 
grade obligors. Such a scenario could materialize in an environment of high risk aversion.

Persistency: The risk premium has proven to be highly persistent over time. Several trends, such 
as the institutionalization of high yield as an asset class, have narrowed the exploitable risk 
premium.

Description

 High yield fundamentals remain solid with 
leverage and interest rate coverage ratios 
remaining contained. Defaults are low and 
the environment with ample liquidity is 
supportive for low defaults going forward.

 One key risk for the strategy sustainability 
and persistency is the compression of the 
excess spread. Recall that only the excess 
spread, defined as option-adjusted spread 
minus actual default losses, can be 
exploited in this strategy. The level of default 
losses has narrowed off the back of the 
economic recovery while the excess spread 
has narrowed moderately due to a) central 
banks that have removed tail risk, and b) 
due to inflows into the asset class.

 Note that the strategy by construction is long 
positive as IG comes with larger negative 
convexity than HY (widens proportionately 
more than HY), as illustrated in the chart. 
This is only true for very adverse tail 
scenarios (e.g. systemic problems in 
financials).

 This embedded tail protection is valuable as 
it provides a natural risk diversifier. 
Nonetheless, this is one of the highest beta 
strategies in the proposed product. 
Typically, high yield will underperform in 
market corrections as investors reduce risk 
and allocate to “bonds” (IG).
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Opportunities and risks

Risk-return analysis

Dependencies and multi-strategy context

Source: Gottex, Credit Suisse, Citigroup, JP Morgan. May 2015. All data is from February 1999 to April 2015. 1. Total returns are based on volatility-scaled (6% annualized) risk premium index. 2. Return distribution is based on bandwidth parameter h = 25bps.

Carry
Interest Rates, Volatility carry

Strategy: The strategy sells short-dated interest rate options (puts and calls) on bond futures 
contracts and delta-hedges the options with underlying futures within a certain delta band. The 
strategy is available for U.S. Treasury, German Bunds, and Japanese government bonds markets.

Rationale: Market participants command a risk premium for the stochastic nature of interest rate 
volatility (the uncertainty about the ultimate level of realized volatility). The goal of this strategy is to 
monetize this premium over time.

Risks: Major risks to the strategy are the exposure to Vega (implied vol) and Gamma (implied vs. 
realized volatility). Short-dated options limit the Vega effect, but increases in realized volatility can 
cause the strategy to lose money.

Persistency: The risk factor has been persistent, albeit monetary policy in the U.S. and Europe 
have reduced IR volatility, thereby reducing the opportunity set.

Description

 Interest rate volatility in USD has been compressed due to the large 
scale asset purchase programs by the Fed. Implied volatility has been 
suppressed because the Fed was the ultimate liquidity provider in the 
market, thereby greatly reducing uncertainty. Realized volatility has been 
low, too, as the Fed has increased transparency in communication and 
forward guidance. As a result, the volatility carry strategy has performed 
less well in the last few years. About six months ago though, IR volatility 
has picked up meaningfully and we believe that the strategy in USD rates 
has become more attractive. The opposite is true for Euro and Japan 
rates.

 Other than the secular trends caused by monetary policy, there are 
various idiosyncratic and tactical trading opportunities and risks. As an 
example, volatility on the ultra-long end of the curve (30-year) has 
increased disproportionately in early 2015 as various accounts sought to 
roll ahead of the March / June contract roll which entailed a large 
duration extension. Accordingly, March was a poor month for the strategy 
(-1.8%).

 Interest rate volatility has proven to be correlated with other volatility carry 
strategies, such as equity volatility carry, in the past. Examples are 
September 2008 or May 2010 (“Flash crash”). This is based on the fact 
that Treasury bonds are a safe haven asset and will exhibit greater price 
volatility in market environments of higher risk aversion. This shows up in 
the distribution of the risk factor which is moderately leptokurtic.

 Correlation with other volatility carry strategies can be high if market 
disruptions emanate from such a market (e.g. from commodity markets). 
The correlation with other interest rates strategies in the portfolio is likely 
low, particularly the EoM strategy, the forward rate bias strategy, or the 
municipal bond carry strategy.
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Opportunities and risks

Risk-return analysis

Dependencies and multi-strategy context

Source: Gottex, Barclays, Citigroup. May 2015. All data is from July 1997 to April 2015. 1. Total returns are based on volatility-scaled (6% annualized) risk premium index. 2. Return distribution is based on bandwidth parameter h = 30bps

Strategy: The strategy captures a short-term term premium on the short-end of the curve. The 
strategy is long the 4th Eurodollar futures and short the 2nd ED futures contract in USD, EUR, and 
GBP.

Rationale: The risk premium is based on the fact that forward rates as expectations of future spot 
rates are systematically over-estimating future spot rates.

Risks: The strategy is exposed to a curve steepening in the 2nd to 4th ED futures segment of the 
yield curve. The risk factor can be decomposed further into the Treasury yield curve component and 
the swap spread component. The spread position reduces directionality, albeit there is a directional 
duration component.

Persistency: The risk factor has been persistent over time but is cyclical. Typically, the front-end of 
the yield curve is flat during recessions which compresses the risk premium.

Description

 The opportunity set is driven mostly by central bank expectations. As the 
Fed has provided forward guidance and committed to ZIRP (zero interest 
rate policy) for the last few years, the exploitable risk premium has been 
low and as a result the strategy returns not very attractive. One key risk to 
the strategy is the higher transparency in central bank communication. 
This has led to less uncertainty about monetary policy and on the margin 
will lead to a smaller risk premium.

 The directionality of the risk premium strategy is low, albeit not zero. The 
strategy is exposed to changes in the steepness of the curve segment. 
The duration can be decomposed into a risk-free duration (sensitivity to 
the Treasury or OIS curve) and the swap spread duration (sensitivity to 
changes in spreads over Treasury or Libor-OIS spreads). While the front-
end risk-free curve is a function of central bank policy and funding risk, 
short-dated swap spreads are a function of different variables, including 
money market fund purchase activity or cross-currency funding.

 The risk premium is counter-cyclical to the extent that it tends to perform 
well in interest rate rallies. This provides a natural offset to some of the 
more directional strategies in the portfolio, such as the EQ volatility carry 
strategy.

 This strategy is also conceptually related to the municipal bond “forward 
rate bias” strategy, albeit the fundamental drivers behind the two strategies 
are different. The muni risk premium is based on a preferred habitat 
observation while the Eurodollar forward rate bias strategy is based on 
biased market expectations with respect to future spot rates.
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0%

1%

2%

3%

4%

5%

6%

7%

8%

9%

10%

1991 1995 1999 2003 2007 2011 2015

Forward rate bias in USD Libor

-6.0% -4.2% -2.4% -0.6% 1.2% 3.0% 4.8%

IR FRA Bias
Fit. Norm

800

1,000

1,200

1,400

1,600

1,800

2,000

2,200

2,400

2,600

1997 2000 2002 2005 2007 2010 2013

IR FRA Bias

Total return index (Jul 1997 = 1000) 1

Value
Interest Rates, Forward rate bias
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Benefits of ARP
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Main benefits of Risk Premia solutions

 Low cost
 Daily liquidity
 Low correlation to traditional investments, particularly in periods of market stress
 Attractive risk-adjusted returns
 Position-level transparency and risk management
 Greater scope for top-down alpha generation through factor tilts

The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views
expressed constitute judgements as of the date of this presentation and may change any time.
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A truly diversified investment

The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views
expressed constitute judgements as of the date of this presentation and may change any time.

 Given the dynamic nature of investments, achieving consistent diversification can be 
challenging
 Traditional investors spend a lot of time understanding their factor exposures – these 

change continuously and often unpredictably
 ARP investors choose the factors they want exposure to, rather than guessing the factors 

they have exposure to
 ARP exhibit a number of properties that greatly assist with the construction and ongoing 

management of a diversified portfolio:
– ARP are good diversifiers
– ARP have low correlation amongst both themselves and other assets
– ARP are systematic sources of return
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The impact of cross-asset correlation on diversification

Hypothetical calculation in the table is provided by Goldman Sachs. The hypothetical alternative risk premia portfolio used in the example above is provided for illustration purposes only. The information on
this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. Past performance is not indicative of future
results. All information and views expressed constitute judgements as of the date of this presentation and may change any time. Past performance is not indicative of future results.

 Cross-asset correlation and diversification are linked
 Even moderate correlation between portfolio assets will adversely impact their diversification benefits
 In times of crisis, so-called auto-correlation of assets is one of the reasons that diversification breaks down
 The results are as follows:

– More diversification leads to higher Sharpe ratios
– The lower the correlation between the assets, the greater the effect

The table above assumes that each asset in the hypothetical portfolio has an excess return of 1% per
annum and a volatility of 3.5%, with a resultant Sharpe ratio of 0.29

Cross-correlation assumption 5 Assets 10 Assets 20 Assets

0.00 0.65 0.91 1.29
0.25 0.46 0.51 0.54
0.50 0.37 0.39 0.40
0.75 0.32 0.33 0.33
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DM EQ 100 89 29 63 52 66 -15 -90 29 -3 -18 -16 -11 -11 -25 -78 69 -4 2 31 24 12 20 23
EM EQ 86 100 29 54 54 71 -9 -87 33 -2 -24 -24 -14 -22 -32 -78 77 4 3 36 23 17 25 30
Bonds 18 19 100 9 18 8 28 -18 1 -16 35 19 13 7 2 -33 -3 36 34 39 -7 -2 1 22
HY 60 57 15 100 40 66 31 -27 36 18 15 8 14 3 -16 -21 28 -2 -5 36 21 10 25 31
Co 47 46 16 31 100 52 -18 -43 32 -3 -25 -13 -9 -17 -14 -47 54 -10 -19 7 4 6 7 17
HF 73 75 6 59 41 100 18 -66 35 13 -11 -6 -21 -20 -45 -50 64 18 3 41 45 21 35 38
EQ ARP -3 4 27 13 -1 17 100 14 19 16 33 44 38 21 -17 0 -13 33 12 18 2 9 13 1
EQ Trend 18 16 -8 2 -1 34 10 100 -33 -7 26 29 20 11 36 45 -67 4 7 -28 -31 -7 -35 -31
CR Curve 39 38 12 28 34 37 2 -7 100 15 -14 -25 7 -7 -26 -32 41 8 22 11 24 12 32 24
CR Carry 22 22 -7 24 19 32 2 10 15 100 2 5 -7 -11 -13 -1 26 14 28 16 -5 -42 17 -3
IR Mom -24 -18 28 3 -18 -9 25 2 -17 -12 100 29 44 18 8 11 -42 7 10 22 -8 12 -6 -14
IR Spread -22 -18 42 0 -12 -13 17 -12 -18 -2 42 100 56 29 6 17 -25 -1 -13 -4 -16 13 5 8
IR Curve -10 -9 32 1 -3 -15 4 -5 1 -5 27 57 100 11 13 6 -26 -22 -17 1 -13 33 10 1
IR Cal -7 -7 15 9 -2 -3 3 2 -7 -3 15 18 11 100 2 13 -11 -10 13 21 -14 -4 -1 -15
FX Value -18 -27 -13 -13 -13 -29 -9 -2 -11 -9 -2 0 5 -3 100 5 -55 -35 -5 -34 -24 -6 -20 -7
FX Mom 11 14 23 0 10 29 15 38 -1 6 7 2 2 2 -23 100 -32 -4 7 10 -7 4 -14 -23
FX Carry 57 68 -2 20 32 58 -5 12 25 13 -18 -15 -14 -7 -40 16 100 2 -1 21 24 8 31 35
Co Mom 3 7 7 -4 14 15 11 9 3 -4 6 -2 -5 -2 -8 10 4 100 42 39 2 -6 4 -5
Co Carry 4 8 4 -2 2 10 6 7 2 1 1 -7 -7 4 2 7 5 42 100 34 -1 -20 -3 -12
Co Curve 20 27 15 12 9 25 9 6 5 -1 1 -7 0 8 -12 20 18 17 15 100 18 -1 21 13
EQ Vol Carry 37 31 -5 16 10 43 10 19 22 7 -9 -14 -12 -11 -13 11 26 9 6 6 100 26 23 43
Credit Vol 7 9 4 1 1 10 4 2 15 -12 -2 -7 7 1 1 10 7 13 8 5 30 100 19 16
IR Vol 21 21 4 14 3 25 12 3 20 11 3 -3 -1 -13 -9 7 21 3 3 9 31 28 100 33
Co Vol 24 26 5 17 15 25 2 4 20 7 -5 -1 -1 -6 -1 3 17 6 4 6 28 16 22 100

Alternative risk premia – a source of uncorrelated returns

Source: Goldman Sachs Securities Division. Data from May-03 to Sep-14. For illustration purposes only. Past performance is not indicative of future returns. The results are based on back tested
strategies. DM EQ = MSCI World; EM EQ = MSCI EM; Bonds = JP Global Aggregate Bond Index; HY = CS High Yield Index; Co = S&P GSCI Index; HF = HFRX Global Hedge Fund Index. The information
on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views expressed
constitute judgements as of the date of this presentation and may change any time.
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Multiple statistical factors drive ARPs returns

Statistical evidence of diversification potential

Average correlations across ARPs remains low 
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indicative of future returns. The results are based on back tested strategies. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy,
completeness and reasonableness of this information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.

Low correlations and 
high diversification 
results in an ARP 

portfolio that has a 
higher expected 

Sharpe ratio vs. the 
individual ARP

Average Sharpe Ratio = 0.86



II. Investing in Alternative Risk Premia
Portfolio Construction
Systematic Allocation
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State of play – track based asset allocation methodologies

 ARPs provide very rich quantitative possibilities
– Daily “track records” dating back 10+ years (how fitted are they?)
– Low correlation between groups of ARP
– Known rebalancing costs

 Most allocation methods are systematic
– Many Risk Parity implementations, all seem to work fine (fit??)
– Few discretionary approaches, although Global Macro funds are largely active ARP portfolios

 Track-based risk management 
– Using distribution based measures (Volatility, CVaR)
– Factor analysis
– On fitted tracks?

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.
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Limitations

Risk parity portfolio – Volatility

Methodology

 Performance history is required to estimate parameters 
 Risk premia returns are not normally distributed
 Takes time to adapt to changes in market or portfolio
 Correlations explode in extreme scenarios 
 No consideration to forward-looking expectations

For illustration purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views expressed constitute judgments as of the 
date of this presentation and may change any time.

 Risk allocated equally among portfolio components
 Historical volatility is the most popular risk measure
 Passive management
 Portfolio components are assumed to be uncorrelated
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Cumulative Return

Risk parity portfolio – CVaR 

Historical performances

RP CVaR MSCI World HFRX
HFRI FoF 

Composite
Currency USD USD USD USD
Start date Jan-05 Jan-05 Jan-05 Jan-05
2005 8.9% 7.6% 2.7% 7.5%
2006 13.3% 18.0% 9.3% 10.4%
2007 2.3% 7.1% 4.2% 10.3%
2008 6.0% -42.1% -23.3% -21.4%
2009 13.1% 27.0% 13.4% 11.5%
2010 5.6% 9.6% 5.2% 5.7%
2011 7.0% -7.6% -8.9% -5.7%
2012 15.8% 13.2% 3.6% 4.8%
2013 4.1% 24.1% 6.7% 9.0%
2014 10.1% 2.9% -0.6% 3.4%
YTD Sep 2015 -2.5% -7.5% -3.0% -1.2%
Annualised return 7.7% 2.9% 0.4% 2.7%
Annualised volatility 4.4% 15.8% 5.9% 5.4%
Maximum drawdown -3.7% -55.4% -25.2% -22.2%

Length of max drawdown
10

(recovered)
77

(recovered)
95

(ongoing)
79

(recovered)
Sharpe Ratio 1.3 0.1 -0.2 0.2
Beta (vs MSCI World) 0.1 1.0 0.3 0.3

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time. The hypothetical portfolio was constructed using a Risk Parity
methodology using CVaR as the risk indicator, with a look back period of 6 months of weekly data. The performance presented is gross of fees. Source: Gottex, MSCI, HFR.

Carry Trend Value Equity Event

FX Carry FX FX Momentum Dividends

Equity Vol Carry Commodities Muni / Libor Quality

Rates Implied / 
Realised volatility Rates Value

50

70

90

110

130

150

170

190

210

230

250

D
ec

-0
4

Ju
n-

05

D
ec

-0
5

Ju
n-

06

D
ec

-0
6

Ju
n-

07

D
ec

-0
7

Ju
n-

08

D
ec

-0
8

Ju
n-

09

D
ec

-0
9

Ju
n-

10

D
ec

-1
0

Ju
n-

11

D
ec

-1
1

Ju
n-

12

D
ec

-1
2

Ju
n-

13

D
ec

-1
3

Ju
n-

14

D
ec

-1
4

Ju
n-

15

RP CVaR MSCI World HFRX Global HFRI FoF



40Copyright © 2015 Gottex Fund Management. All rights reserved.

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

4.0%

0 5 10 15 20 25 30

Po
rtf

ol
io

 A
nn

ua
liz

ed
 V

ol
at

ilit
y

Number of Assets

0% 20% 40% 60%

Over-diversification is an unusual risk that needs to be actively monitored

Pair-wise correlation between Assets:

Adding uncorrelated assets decreases portfolio volatility

 The analysis on the left illustrates the volatility of a
hypothetical portfolio with different numbers of assets, and
with different pair-wise correlation between assets

 Each of the assets has an annualised excess return of 1%
p.a. and annualised volatility of 3.5%. The pair-wise
correlation between assets varies from 0% to 60%

 As correlation between assets drops from 60% to 0%, the
volatility of a portfolio of 30 assets drops by more than
75%. Adding more assets would decrease volatility even
further

Due to the general low correlation of alternative risk premia between themselves, dynamic exposure gearing at the portfolio 
level is employed to precisely achieve the stated volatility objective

The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views
expressed constitute judgements as of the date of this presentation and may change any time.



II. Investing in Alternative Risk Premia
Portfolio Construction
Dynamic Allocation
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Extracting value from dynamic ARP allocation – Cyclicality of ARP

The data in the above table is provided by Goldman Sachs Securities Division, based on weekly data from Mar 05 to Sep 14. Past performance is not indicative of future returns. The results are based on
back tested strategies. Returns of TR benchmarks are expressed as ER by subtracting 1m USD Libor. This analysis is based on unrevised Global Leading Indicators (GLI). GLI provide a timely reading on
the state of the global industrial cycle.

For details, see https://360.gs.com/gs/portal/research/macro/econ/econsubject/?action=viewpage&subjectid=6ad6db60fa5641d386726de50560b749&setPageSubTitle=Y. The information on this page has
been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views expressed constitute judgements as
of the date of this presentation and may change any time.

 Alternative risk premia returns are impacted by the economic cycle and dependent on market regimes of
volatility, growth and inflation, just like any other asset

 Active management allows top-down views to inform suitable ARP selection at different points of the cycle
 Both macro-economic insights and sophisticated modeling can be drawn upon to optimise the choice and

weighting of individual risk premia within the portfolio, at any point in time

EQ 
ARP EQ Vol CR 

Curve CO Carry CO 
Curve CO Mom CO Vol IR 

Spread IR Curve IR Mom TY Vol FX Carry FX Value FX Mom Frequ.

Recovery
Return 1.4% 4.1% -1.2% 14.7% 6.1% -4.3% 16.0% 1.6% 5.1% 11.7% -10.9% -5.4% 6.8% -5.0%

9%Std Dev 2.5% 14.6% 2.4% 8.8% 2.3% 13.3% 9.7% 0.8% 3.1% 5.5% 7.7% 6.0% 3.6% 5.1%
Sharpe 0.5 0.3 -0.5 1.7 2.6 -0.3 1.6 1.9 1.6 2.1 -1.4 -0.9 1.9 -1.0

Expansion
Return 1.9% 11.5% 0.7% 8.7% 5.6% 4.7% 15.9% 0.7% 1.3% 1.9% 4.1% 3.6% 0.6% 1.1%

35%Std Dev 2.1% 6.1% 1.2% 9.1% 2.6% 12.2% 8.4% 1.3% 2.7% 4.8% 3.7% 5.5% 3.2% 4.7%
Sharpe 0.9 1.9 0.6 1.0 2.1 0.4 1.9 0.6 0.5 0.4 1.1 0.7 0.2 0.2

Slowdown
Return 2.9% 5.2% 1.3% 2.2% 6.2% 5.9% 13.5% -0.1% -1.4% 0.7% 3.3% 7.3% -0.3% -0.5%

41%Std Dev 2.1% 5.2% 1.1% 8.1% 2.6% 9.5% 6.7% 1.0% 2.7% 4.3% 3.2% 4.5% 3.2% 4.6%
Sharpe 1.4 1.0 1.2 0.3 2.4 0.6 2.0 -0.1 -0.5 0.2 1.1 1.6 -0.1 -0.1

Contraction
Return 0.3% 1.3% -0.6% 12.0% 3.0% 0.7% 1.1% 0.1% 9.1% 8.0% 5.7% -1.9% 5.0% 9.8%

14%Std Dev 2.7% 8.9% 2.7% 8.2% 3.2% 9.7% 10.0% 1.3% 4.0% 5.1% 7.2% 8.9% 5.2% 6.2%
Sharpe 0.1 0.1 -0.2 1.5 0.9 0.1 0.1 0.0 2.3 1.6 0.8 -0.2 1.0 1.6

All Periods
Return 2.0% 6.8% 0.6% 7.0% 5.5% 3.8% 12.8% 0.4% 1.6% 3.2% 2.7% 3.5% 1.4% 1.2%

100%Std Dev 2.2% 7.4% 1.6% 8.6% 2.7% 10.9% 8.1% 1.1% 3.0% 4.7% 4.7% 5.8% 3.6% 5.0%
Sharpe 0.9 0.9 0.4 0.8 2.1 0.3 1.6 0.3 0.5 0.7 0.6 0.6 0.4 0.2

https://360.gs.com/gs/portal/research/macro/econ/econsubject/?action=viewpage&subjectid=6ad6db60fa5641d386726de50560b749&setPageSubTitle=Y
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Extracting value from dynamic ARP allocation – Equity Risk Premia
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ARP tend to be cyclical. 
Successful dynamic allocation may be 

used to extract additional value
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Source: Goldman Sachs Securities Division, Nov 14. Past performance is not indicative of future returns. The results are based on back tested strategies. The information on this page has been selected
by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views expressed constitute judgements as of the date of
this presentation and may change any time.
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Tactical allocation – example of an Indicator

Contrarian systematic factor: Yield Curve

For illustrative purposes only. The graphs above were constructed by classifying the 764 weeks falling between 1 January 2000 and 29 August 2013 into one of four yield-curve environments, defined by 
the shape and movement of the yield- curve that week, and cumulating the corresponding weekly ARP returns for each environment. The information on this page has been selected by Gottex Fund 
Management. No guarantee is given as to the accuracy, completeness and reasonableness of this information. All information and views expressed constitute judgements as of the date of this presentation 
and may change any time.
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 This family of risk premia strategies exploits the tendency of investors to prefer higher beta assets compared to 
lower beta assets. It results in higher risk-adjusted returns of lower beta assets. 

 Risk premia is extracted by going long lower beta / lower yield assets and shorting higher beta / higher yield assets 
while maintaining beta neutrality

Risk Premia Family: “Bet Against Beta”

Sources: Gottex, Bloomberg

Strategy example Interest Rates Curve risk premia

Rationale Risk adjusted returns at the short end of the 
curve tend to be higher than at the long end

Implementation Long 5Y bond futures, short 10Y bond futures, 
maintain duration neutral position

Case study 1 
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 Risk Premia Factor: Carry / roll yield of long positions minus carry / roll yield of short positions adjusted for notional
 Market Risk Factor: The strategy will benefit from curve steepening and suffer from curve flattening. The market 

factors are derived from positioning of non-hedgers at the short end (bull steepening) and long end (bear 
steepening) of interest rates curve

Risk Premia: Interest rates curve

* Numbers in the table are arithmetic mean returns of a risk premia strategy for the specified value of a risk factor calculated with a weekly lags; if the conditional mean return is significantly below / above its long-term mean then the number is highlighted in red / green; 
significance level is set at 10%. Positioning factor is calculated using COT positioning reports . Sources: Gottex, Bloomberg. Period: Jan 2000 – Aug 2014

 Conditional mean returns are significantly different from the long term mean return of the strategy (p-values < 5%)
 Combination of carry and positioning risk factors provide best results
 The results are stable for different historical periods

Weeks lag 1-4 Curve Flattening Curve Steepening
Low Carry -0.02% 0.09%
High Carry -0.02% 0.12%

Weeks lag 5-8 Curve Flattening Curve Steepening
Low Carry -0.02% 0.05%
High Carry 0.01% 0.12%

Factor Carry / roll Positioning
Weekly lag Low Carry High Carry Flattening Steepening
Lag 1 0.04% 0.05% -0.02% 0.10%
Lag 2 0.00% 0.08% -0.02% 0.10%
Lag 3 0.00% 0.08% -0.02% 0.11%
Lag 4 0.02% 0.07% -0.02% 0.10%
Lag 5 0.00% 0.08% -0.02% 0.10%
Lag 6 0.01% 0.08% 0.00% 0.08%
Lag 7 0.01% 0.08% 0.00% 0.09%
Lag 8 0.01% 0.08% -0.01% 0.10%
Average net 0.01% 0.08% -0.01% 0.10%
Average return 0.04%

Case study 1 (continued) 
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 This family of risk premia strategies exploits the fact that the implied volatility tends to trade at a premium to 
subsequent realized volatility as investors demand a risk premium for selling optionality and being short volatility. 
The volatility risk premium exists in many capital markets. 

 Risk premia is extracted by systematically selling volatility while hedging delta exposure to the underlying asset

Risk Premia Family: “Volatility Carry”

Sources: Gottex, Bloomberg

Strategy example US Equity Volatility Carry risk premia

Rationale On average, implied volatility on S&P 500 
traded at a premium to realized volatility

Implementation Sell short-dated options (puts and calls) on 
S&P 500 and hedge underlying delta

Case study 2 
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 Risk Premia Factor: Theta (carry yield) of short options weighted by delta-adjusted notional
 Market Risk Factor: The strategy will lose money if realized volatility exceeds implied volatility and vice versa. The 

market factor is derived from the change in risk sentiment. Due to the risk clustering effect, the recent decrease / 
increase in risk sentiment will likely to have positive / negative impact on the future performance of the strategy

Risk Premia: “US Equity volatility carry”

* Numbers in the table are arithmetic mean returns of the risk premia strategy for the specified value of a risk factor calculated with a time lag; if the conditional mean return is significantly below / above its long-term mean then the number is highlighted in red / green; 
significance level is set at 10%. Sources: Gottex, Bloomberg. Period: Jan 2000 – Aug 2014

 Conditional mean returns are significantly different from the long term mean return of the strategy
 Combination of carry and risk sentiment change provide best results
 Change in Risk Sentiment is significant for about one month

Factor Theta Risk Sentiment
Weekly lag Low Theta High Theta Decrease Increase
Lag 1 0.10% 0.19% 0.26% 0.01%
Lag 2 0.09% 0.20% 0.21% 0.06%
Lag 3 0.07% 0.24% 0.20% 0.08%
Lag 4 0.06% 0.25% 0.16% 0.12%
Lag 5 0.06% 0.25% 0.16% 0.11%
Lag 6 0.04% 0.27% 0.12% 0.15%
Lag 7 0.07% 0.23% 0.16% 0.12%
Lag 8 0.07% 0.23% 0.15% 0.13%
Average net 0.07% 0.23% 0.18% 0.10%
Average return 0.14%

Two-factor Analysis
Weeks lag 1-4 RS Decrease RS Increase
Low Theta 0.09% 0.07%
High Theta 0.34% 0.06%

Weeks lag 5-8 RS Decrease RS Increase
Low Theta 0.03% 0.10%
High Theta 0.28% 0.19%

Case study 2 (continued) 



III. Risk Management
Track Record vs. Position Transparency
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TAA Factor

Advantages of position-level risk transparency

Advantages

 Since ARP strategies are dynamic, their track record is 
not an accurate basis for assessing the risk of current 
strategy positions
– Example: Positions of ARP FX Value

 Position transparency allows the creation of unique TAA 
and SAA factors, improving the portfolio construction 
process
– Example: Theta (time decay) of volatility strategies

 Portfolio-level position-based transparency allows 
monitoring and management of unintended risk 
concentration
– Example: Trend ARP strategies adopting the same positions 

as non-Trend ARP

The MOVE Index is the Merrill Option Volatility Estimate Index which was developed to reflect a market estimate of future Treasury bond yield volatility. The MOVE Index is a yield-curve-weighted average
implied volatility of a broad basket of 1-month options on 2, 5,10 and 30-year Treasuries. The graph represents the information ratio (annualized excess return / volatility) during weeks where the TAA
factor suggests a favorable environment (overweight scenario) for the strategy. Signal lag refers to the number of lag weeks where the TAA factor value was used prior to the weekly return of the ARP.
Sample period from 01/2000 to 08/2014. For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy,
completeness and reasonableness of this information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.
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ARP 30Y US Treasuries Vol Carry (TAA overweight scenario)
Position based TAA factor (Theta) vs. 

Market based TAA factor (MOVE Index) 

Position based TAA Factor
Market data based TAA Factor
Average Information Ratio  30Y US Treasuries Vol Carry

 Using factors derived from position transparency can 
improve risk-adjusted model returns. A market factor 
such as the MOVE Index, is not effective. The Theta 
factor, derived from the characteristics of actual 
underlying ARP components, is superior.
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 Exposures can be estimated 
through factor analysis
– Capital Asset Pricing Model
– Arbitrage Pricing Theory 

 Regression models
– Betas estimated from historical track 

records of risk premia
– Linear relationship between risk 

factor and risk premia

 Parametric or analytical VaR
 Historical VaR
 Monte-Carlo VaR

VaR estimated based on risk premia’s
return scenarios. The scenarios are 
simulated according to risk premia’s
empirical or parametric distributions

Does transparency change anything?

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time.

Value-at-Risk Sensitivity Exposure

 Monte-Carlo VaR
VaR is estimated using full re-pricing of 
current positions according to 
simulated market scenarios. Market 
scenarios are simulated based on the 
prevailing market structure

 Direct exposures are known due 
to position transparency

 In-direct exposures are estimated 
for the current allocation with the 
current market structure

 Sensitivities are calculated for 
each position 
– Full repricing
– Non-linear dependencies
– Asymmetric profiles
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Result

Exposure information: example of the CHF in FX Carry Premia

CHF Exposure

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time. Source: LumRisk, Gottex, Bloomberg. Analysis period:Jan-13 to Jan-
15.
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d  Track based analysis may ESTIMATE how much 
exposure has been historically in the portfolio

 The regression results can be very misleading due to 
dynamics in market structure, multicollinearity (e.g. 
strong historical correlation between EUR and CHF), 
and changes in portfolio allocation

 With position transparency we KNOW our direct 
exposures at any point in time
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Non-linear asymmetric profile

Sensitivities: example of an “uncorrelated” premia

Linear symmetric profile

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time. Source: LumRisk, Gottex, Bloomberg.
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 While sensitivities of risk premia with linear symmetric profile and static allocation can be estimated fairly well with a 
time-series analysis, risk premia with non-linear asymmetric profiles (most of them are) require full position 
transparency
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Portfolio case study

Sensitivities

Scenario Analysis

Value-at-Risk

Conclusion

 Transparency offers the ex-ante risk control approach 
for the management of risk premia portfolios as:
– exposures are known (not estimated)
– composition changes or market structure are immediately 

adapted
– asymmetric and non-linear profiles can be accurately modeled

 Investment managers can take pro-active steps to 
control risks rather than only react to losses

For illustrative purposes only. The information on this page has been selected by Gottex Fund Management. No guarantee is given as to the accuracy, completeness and reasonableness of this
information. All information and views expressed constitute judgements as of the date of this presentation and may change any time. Source: LumRisk, Gottex, Bloomberg, RiskMetrics.
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This presentation is for informational purposes only. This presentation is neither an offer to sell nor a solicitation of any offer to purchase any
securities, investment product or investment advisory services in any investment fund (the “Fund”) described herein. Any such offer will be made
pursuant to a formal offering memorandum to be furnished to prospective investors at a later date. The memorandum will contain more complete
information necessary to make an investment decision, including the risks associated with investing in the Fund, loss of the entire amount of principal
and/or lack of liquidity. A prospective investor considering a direct investment in a Fund should rely on such memorandum. Any investment in a Fund
involves a high degree of risk.

All opinions and views expressed constitute judgment as of the date of writing and may change at anytime without notice and without obligation to
update. Such information may be based on certain assumptions and involve elements of subjective judgment and analysis. Actual results may differ.
This material is intended for informational purposes only and does not constitute investment advice, or a recommendation or an offer or a solicitation
to purchase any Fund. There has been no independent review of the information presented in this presentation. This presentation is private and
confidential and is intended exclusively for the use of the person to whom it has been delivered by Gottex. This presentation does not constitute an
offer to sell or a solicitation to invest in any jurisdiction where the offer or sale would be prohibited or to any person not possessing the appropriate
qualifications. This presentation is not to be reproduced or redistributed to any other person without the prior written consent of Gottex.

Disclaimer
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