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One of the core design premises behind the Zero Beta strategy is to construct a portfolio of liquid alternative 
positions that yields a return stream typically uncorrelated to the equity market.  
 
As such, we have benchmarked our strategy against two indices that track investment products that produce a source 
of returns with low exposure to the market: Credit Suisse’s Liquid Alternative Beta Index (CSLAB) and Morningstar’s 
Diversified Alternatives Index (DIVALTT). If we measure Zero Beta’s market exposure on a monthly basis since the 
strategy’s inception in 2014, its equity market beta is approximately 0.18, compared to 0.35 and 0.21 for the CSLAB 
and the DIVALTT, respectively. Over the same period, Zero Beta has returned 3.5% annualized while the CSLAB has 
returned 2.4% annualized and the DIVALTT 0.1% annualized. Further investigation into the beta of the strategy and its 
benchmarks provides insight into two key questions: 1) Does Zero Beta maintain low beta at all times? 2) Does Zero 
Beta only invest in positions with zero market exposure? 
 
To answer the first question, we compute rolling 1-month betas (calculated by comparing daily Zero Beta and 
benchmark returns with S&P 500 Index returns) and plot the time series for Zero Beta, CSLAB and DIVALTT.  Though 
we report equity market beta (currently at 0.18) for the Zero Beta strategy using the live track record, the rolling beta 
analysis uses a static blend of recent Zero Beta allocations for consistency. 
 

   
Graph 1; Source (NorthCoast, Bloomberg) 
 
The data in Graph 1 above reveals that the beta of all three series does not remain low at all times. Month-over-
month, it fluctuates with peaks and troughs of positive and negative sensitivity. Despite these extremes, Graph 1 
illustrates that Zero Beta and its indices remain within a reasonably tight range for the majority of the time-frame 
with Zero Beta sitting slightly below its indices as the lower beta of 0.18 over the entire period indicates. 
 
To further demonstrate the low correlation of Zero Beta, let’s dissect the data from a different angle. Rather than 
looking for extreme beta readings a month at a time, what if we went back and looked at the entire history of Zero 
Beta and compare the strategy’s daily returns against the daily returns of the equity market (S&P 500 Index)?  
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Let’s classify daily equity returns and split them into four distinct categories. The first category contains days when 
the S&P moves lower by more than -1% (<-1.0%); the second is days ending with moves between 0% and -1% 
(<0.0%); the third is moves between 0% and +1% (>0.0%); the fourth is moves greater than +1% (>1.0%). We take the 
average return of the index within each category and compare Zero Beta’s average return across these same days. 
 
 
On days when the S&P 500 Index dropped below -1.0% (<-1.0%) the average return of the index was -1.7%. In 
contrast, the average daily return of the Zero Beta strategy on those days was -0.06%. And on days when the market 
jumped over +1.0%, the index closed on average +1.5%. On those days, Zero Beta returned an average 0.05%. On 
both extreme sides of daily equity market movements, Zero Beta was relatively flat.  
 
 
 

Graph 2; Source (NorthCoast, Bloomberg).  “Avg Return” is an equally weighted average of returns for each sub 
strategy of Zero Beta, while “WAvg Return” uses actual Zero Beta allocations to those sub strategies.  
 
 
 
 
This leads to our second question - does Zero Beta only invest in positions with zero market exposure? While Zero 
Beta explicitly utilizes positions with low average beta, producing a rolling beta reveals fluctuations and periods of 
significant equity market sensitivity for each individual position. 
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1-Month Rolling Beta vs. S&P 500  
5/1/2014 – 3/31/2018 

 

Zero Beta Component Minimum Maximum   Median 
Cat Bonds -1.62 5.73 0.00 
Volatility Premia -0.69 0.81 0.05 
Alternative Lending -0.12 0.08 0.00 
Market Neutral -0.78 0.46 0.03 
Style Premia -0.51 0.67 0.05 
Managed Futures -0.76 1.31 0.18 
Merger Arbitrage -0.10 0.85 0.16 
Floating Rate -0.07 0.16 0.02 
MBS/Credit -0.18 0.22 0.00 
Zero Beta (Weighted Avg) -0.26 0.52 0.06 
Table 1; Source (NorthCoast, Bloomberg).  “Zero Beta (Weighted Avg)” is the weighted average return of all 
sub-strategies of Zero Beta, using Zero Beta allocations as weights. 

 
Table 1 above reveals several takeaways:  

• Variability in betas among individual components is even greater than the strategy as a whole with extremes 
being much more pronounced than the Zero Beta strategy. Diversifying and properly weighting these 
positions when determining the strategy’s allocation effectively lowers overall market sensitivity. 

• Regardless of position sizing, when one holding’s beta increases or decreases significantly, there is an impact 
on the beta of the overall strategy. One example of this impact is the Cat bond component listed above. The 
beta peaked at 5.73 in late September of 2017 impacting Zero Beta’s weighted average beta despite no 
other holding hitting their peaks at this time. This impact is illustrated in Graph 1. 

• 7/9 components listed above have median betas at or below 0.05. Therefore, the occurrence of major 
changes in the holdings’ betas affecting the strategy’s beta are reasonably rare. 
 

Diversification and properly researched portfolio construction are the keys to managing the strategy’s beta. Most 
importantly, incorporating holdings with exposures to assets that are uncorrelated to each other significantly 
mitigates the risk that any number of holdings will go through concurrent peaks of market sensitivity. Even still, the 
strategy as a whole does experience fluctuations in beta and is, at times, more sensitive to the equity market as seen 
in Graph 1. 
 
Though correlations among the holdings are kept reasonably low, they are not constant. It is a well-known 
phenomenon that extreme volatility and market dislocations tend to spike cross-asset correlations, which decreases 
the effectiveness of portfolio diversification. During such events, any outsized holding’s return could have greater 
influence on the overall portfolio’s performance. Though it is difficult to avoid this occurrence without explicitly 
purchasing protection or otherwise limiting the portfolio’s upside, proper portfolio construction should provision for 
these periods. This is traditionally done by testing the portfolio’s response to hypothetically elevated, crisis-level 
volatilities and correlations in addition to historical crises to test the competence of the portfolio allocation. 
 
As a result, Zero Beta’s allocations are sized in such a way as to strike balance between taking on enough risk to 
achieve its upside potential and being able to withstand temporary periods of market dislocation with elevated cross 
asset correlations. Rebalancing of allocations is kept dynamic and not periodic in order to adjust based on market 
conditions and further mitigate the risk of higher market sensitivity. 
 
Conclusion 
We believe that achieving a stream of positive returns with low correlation to markets requires selecting assets with 
embedded risk premia, low correlation to equity markets, low correlation to each other, adequate risk budgeting to 
size those positions, daily monitoring and dynamic rebalancing to adapt to changing conditions. We incorporate all of 
these requirements into the management of Zero Beta.  
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As of 4/16/2018. Data provided by Bloomberg, NorthCoast Asset Management.  
 
The information contained herein has been prepared by NorthCoast Asset Management LLC (“NorthCoast”) on 
the basis of publicly available information, internally developed data and other third party sources believed to be 
reliable. NorthCoast has not sought to independently verify information obtained from public and third party 
sources and makes no representations or warranties as to accuracy, completeness or reliability of such 
information. All opinions and views constitute judgments as of the date of writing without regard to the date on 
which the reader may receive or access the information, and are subject to change at any time without notice 
and with no obligation to update. This material is for informational and illustrative purposes only and is intended 
solely for the information of those to whom it is distributed by NorthCoast. No part of this material may be 
reproduced or retransmitted in any manner without the prior written permission of NorthCoast. NorthCoast does 
not represent, warrant or guarantee that this information is suitable for any investment purpose and it should not 
be used as a basis for investment decisions.  
 
PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS.  
 
This material should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell 
any securities or investment products or to adopt any investment strategy. The reader should not assume that 
any investments in companies, securities, sectors, strategies and/or markets identified or described herein were 
or will be profitable and no representation is made that any investor will or is likely to achieve results comparable 
to those shown or will make any profit or will be able to avoid incurring substantial losses. Performance differences 
for certain investors may occur due to various factors, including timing of investment.  Investment return will 
fluctuate and may be volatile, especially over short time horizons.  
 
INVESTING ENTAILS RISKS, INCLUDING POSSIBLE LOSS OF SOME OR ALL OF THE INVESTOR'S PRINCIPAL.  
 
The investment views and market opinions/analyses expressed herein may not reflect those of NorthCoast as a 
whole and different views may be expressed based on different investment styles, objectives, views or 
philosophies. To the extent that these materials contain statements about the future, such statements are 
forward looking and subject to a number of risks and uncertainties. 
 
 
 
 


