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The following report provides in-depth analysis into the objective, investment process, benchmarking, mechanics as 
wells as the successes and challenges of the strategy throughout 2017.  

 
 Objective 

Zero Beta is a separate account strategy designed to produce long-term capital appreciation through the active 
management of securities that are typically not correlated to the general equity and fixed-income markets. The 
strategy consists of positions in Exchange Traded Products (ETPs) and mutual funds that collectively aim to produce 
a positive return stream with zero, or near zero, beta to the equity market. 

 
 Investment Process 

As the diagram below illustrates, investment strategies can be evaluated on a spectrum of capacity, strategy risk, 
and fee schedule.  The base of the diagram is what most investors are typically familiar with: traditional beta 
(investing in general index products based off the S&P 500 or the Bond Aggregate Index). These investment options 
have high capacity, low strategy risk, and low fees. This is the set of strategies that Zero Beta is seeking to 
differentiate from and will generally allocate very little to this segment. 

Moving up the pyramid, the next generation of investment vehicles (smart beta, scientific beta and risk parity) that 
have gained acceptance over the past decade and often overlooked in traditional portfolios - these have sizable 
capacity, low strategy risk, medium fees and can add value to investors. 

At the top of the spectrum (alpha, risk premia and exotic beta) are the more sophisticated hedge fund strategies 
which constrain capacity, bear significant manager risk and charge higher fees. These strategies carry the 
expectation of providing significant added value beyond the previous categories. 
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Zero Beta aims to provide an optimal mix of the top two sets of investment vehicles to achieve a broadly diversified 
product (from the perspective of risk factors and investment styles) with superior long-term risk-adjusted returns. 
Relying on our collective experience and knowledge of both spaces as well as our portfolio construction 
methodology, we have outlined the following three steps. 

1. Selection of Risk Premia Strategies: Zero Beta aims to gain exposure to some asset classes or standardized 
strategies that earn a risk premium over the long term. (Equities, Bonds, Reinsurance, Short Volatility, Etc.…). 
In this space, we seek to identify efficient vehicles to gain exposure to those Risk Premia with strategy 
transparency and low fees. 
 

2. Selection of Alpha Strategies: Zero Beta also aims to gain exposure to strategies that produce consistent 
superior returns that are uncorrelated to general markets and to the Risk Premia considered above. 
Strategies in this pool tend to be less transparent and command higher fees; hence we conduct a very careful 
analysis of a strategy’s historical returns and process to substantiate the rationale and sustainability of the 
alpha. Risk management at the strategy level as well as the firm level are additional elements we take into 
account in this step. 

 
3. Allocating strategically and dynamically: The capital allocated to the above set of strategies evolves 

according to the environment, risk dynamics, and manager-specific circumstances. Here we recognize the 
multi-faceted nature of risk: drawdown, tail-risk consideration, correlation structure dynamics, convexity, 
allocation sensitivity, investment style sensitivity and a strategy’s contribution to the overall portfolio risk.  
Conversely, our allocation decisions are not driven by recent performance trends and are designed to 
present a strategically diversified portfolio with a long-term superior risk-return profile rather than a 
performance chasing one.   

 

 Benchmarking 

To achieve these outcomes, we need to understand the liquid alternative options in today’s marketplace. We’ve 
presented a few index options for comparing and contrasting our liquid alternatives strategy, Zero Beta.  The first 
index is the Credit Suisse Liquid Alternative Beta Index (CSLAB) which reflects the combined returns of several 
systematic investment strategy indices: Long/Short Equity, Event Driven, Merger Arbitrage, Managed Futures and 
Global Strategies.  The second index is the Morningstar Diversified Alternatives Index (DIVALTT) which combines a 
diversified set of alternative ETFs from ProShares: Hedge Fund replication, Long/Short RAFI, Merger Arbitrage, 
Managed Futures, Listed Private Equity, and Break Even Inflation. For comparative purposes, we also included the 
more conservative Barclays U.S. Aggregate Bond Index (AGG).  

 Zero Beta 
U.S. Bond Index 

(AGG)  
Liquid Alt Index 

(CSLAB) 
Diversified Alt Index 

(DIVALTT) 
Annualized Return 4.3% 2.7% 3.0% 0.7% 

Standard Deviation 3.5% 2.7% 3.6% 3.3% 

Sharpe Ratio 1.04 0.74 0.62 0.01 

Maximum Drawdown -3.1% -3.3% -5.1% -6.3% 

Sources: NorthCoast estimates, Bloomberg. PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS. 

While quite different from the S&P500, these indices exhibit a high correlation to the S&P500 (above 70%), and a 
significant Beta (above 0.3). In a bull market this will provide a tailwind, but in a bear market, the true nature of 
those indices will not be able to provide the diversification role intended by the allocator.   
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 Strategy Information 
 

Inception Date:  May, 2014 

Source: Bloomberg, NorthCoast Asset Management.  

PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS. 

 
 Portfolio Performance: 2017 Review 

The year was marked by geopolitical tensions, natural disasters and a U.S. stock market that seemed to be 
impervious to any concerns. Zero Beta finished the year well within our expectations, comfortably outperforming 
both of our chosen benchmarks and with most of our position allocations contributing positively to the strategy.  
Conversely, geopolitical tensions and natural disasters did impact the portfolio through our exposure to volatility 
premia, timing strategies and catastrophe bond funds.  While some of our individual allocations may have sustained 
losses, our strategic approach to fund and style allocation proved robust and Zero Beta performance was steady 
and avoided significant drawdowns.   

  

Net 
Returns Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year 

2014     1.5% 0.3% -0.8% 1.1% -1.7% 1.3% 0.4% 0.1% 2.2% 

2015 -0.1% 0.7% 1.7% 0.1% 1.6% -2.0% 1.8% -2.9% 2.4% 0.5% 0.0% 0.2% 3.9% 

2016 0.6% -0.2% -0.2% -0.3% 0.9% -0.7% 0.6% 0.0% 0.7% 0.3% 1.1% 0.9% 3.6% 

2017 0.6% 1.2% 0.0% 0.1% 0.4% 0.1% 1.2% 0.8% -0.9% 1.3% 0.5% 0.8% 6.1% 

Net Returns Q4 2017 ITD (Annualized) Volatility Correlation Beta 
Zero Beta 2.6% 6.1% 4.3% 3.5%  0.14 

CS Liquid Alts Beta 1.8% 4.2% 3.1% 3.6% 50% 0.33 

Morning Star Div Alt 0.6% 2.7% 0.8% 3.3% 19% 0.20 

Current Strategy Allocation 

Style Premia 15% 

Cat Bonds 14% 

Market Neutral 11% 

Merger Arbitrage 10% 

Floating Rate 10% 

Managed Futures 9% 

MBS/Credit 10% 

Volatility Premia 8% 

Alternative Lending 10% 

Volatility Timing 2% 

Cash 0% 
$90,000

$95,000

$100,000

$105,000

$110,000

$115,000

$120,000

2014 2015 2016 2017

NorthCoast Zero Beta 
Hypothetical Growth of $100,000:    4/30/2014 - 12/31/2017



4 
 

 

 

 

 

 

 

 

 

 

  

Performance Attribution by Strategy for 2017 

Strategy % Average Weight (Estimate) Total Return (%) 
% Contribution to Return 

(Estimate) 
Volatility Timing 2.1 165.9 2.21 

Style Premia 15.1 12.0 1.69 

Volatility Premia 7.9 10.5 0.82 

Market Neutral 11.4 5.8 0.67 

MBS/Credit 6.6 8.0 0.61 

Merger Arbitrage 10 5.5 0.55 

Alternative Lending 7.5 6.4 0.48 

Floating Rate 9.9 4.5 0.45 

Managed Futures 8.8 -1.5 -0.16 

Cat Bonds 14.3 -8.5 -1.25 

Cash 6.5 0.0 0.00 

Total 100  6.07 
Sources: NorthCoast estimates, Bloomberg. PAST PERFORMANCE DOES NOT GUARANTEE OR INDICATE FUTURE RESULTS. 

 

Volatility 
Timing   

The underlying fund, XIV, had a very strong year on the back of a consistently sizable contango 
relationship in the volatility futures space.  Even though several significant volatility spikes did occur 
during the year, they proved to be short lived and our in-house volatility timing model helped 
mitigate some of the risk by reducing exposure to XIV in a timely fashion. 

Style 
Premia 

Despite a flat first quarter, the fund performed well in the subsequent three quarters to finish the 
year in the green. 

Volatility 
Premia   
 

This year’s performance again demonstrated both benefits and perils of investing in volatility 
premia: despite generating significant losses around Brazil’s political crisis in May as well as 
President Trump’s war of words with the North Korean leader around end of June, the fund spent 
the majority of the year producing a steady return finishing the year well into the positive territory. 

Market 
Neutral 
 

A solid year for market neutral strategies, despite a sizable drawdown occurring from May to June 
around the VIX spike.  The position was able to rebound and finish the year positive, in line with the 
category average (HFRI Market Neutral). 

MBS / 
Credit 

A new allocation for 2017, the position performed admirably and well within expectations, providing 
a stable return stream throughout the year. 

Merger 
Arbitrage 

Our merger arbitrage allocation had another strong year, providing a smooth return stream 
throughout most of 2017.  

Alternative 
Lending 

The fund performed well within our expectation, providing a steady income stream throughout the 
year. 

Floating 
Rate 

Credit Suisse’s floating rate fund provided a level return stream, contributing moderately to our 
overall performance.   

Managed 
Futures   

This year was not known for its strong and sustained trends, and, as a result, our managed futures 
allocation struggled.  Despite a strong December, the allocation finished the year in slightly negative 
territory, making it one of only two allocations that detracted from Zero Beta.  

Cat Bonds 

Between several hurricanes, subsequent floods, and California wild fires, this category took a 
significant hit.  We anticipated these drawdowns in our original allocation decision and our exposure 
was sized accordingly.  As a result, the impact on the overall portfolio was modest and was more 
than offset by other, uncorrelated allocations.   
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 Points to Consider into 2018…  
 

 When seeking non-correlated strategies in today’s marketplace, consider a multi-manager solution. There are many 
attractive investment opportunities coupled with more diversification benefits to potentially improve your portfolio.  

 Investing in liquid alternatives requires a thorough understanding of Risk Premia and active management strategies, 
with particular attention to unwanted risk exposure to offer a truly non-correlated strategy.  

 Markets and most money managers are dynamic, which requires one to stay vigilant and re-assess constantly to 
determine the proper course of action.  

 

 

 

Important Disclosure Information  

 

*Credit Suisse Liquid Alternative Beta Index *Morningstar Diversified Alternatives Index 

The Credit Suisse Liquid Alternative Beta Index 
reflects the returns of a dynamic basket of liquid, 
investable market factors selected and weighted 
in accordance with an algorithm that aims to 
approximate the aggregate returns of the 
diversified universe of hedge fund strategies. 

The Morningstar Diversified Alternatives Index is designed to 
provide diversified exposure to alternative asset classes in 
order to enhance risk-adjusted portfolio returns when 
combined with a range of traditional investments. It 
allocates among a comprehensive set of ETFs that employ 
alternative and nontraditional strategies such as long/short, 
market neutral, managed futures. 

 

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.  
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