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Recent years have demonstrated the flaws 
of a traditional 60/40 equity/bond portfolio. 
Such portfolios suffered one of their worst 
years on record in 2022, when accelerating 
inflation and rapidly rising interest rates 
proved a hostile environment for both global 
equities and global bonds.  1Whilst the asset 
class mix arguably still serves well as a 
starting point in portfolio construction, we 
have long pursued greater diversification 
than that which a simple 60/40 portfolio 
composition offers. 

In equities, we focus on complementary 
factors (value, growth, momentum etc) and 
seek boutique equity managers that invest in 
portfolios with high active share i.e. portfolios 
that differ substantially from regional or 
global benchmark indices. In addition, 
we have used alternative asset classes, 
such as infrastructure, property, royalties 
and specialist lending to avoid too much 
concentration in bonds. And even within our 
bond exposure, we have invested in niche 
strategies, such as short duration high yield, 
non-rated bonds and asset backed securities. 

One more recent investment provides 
exposure to a hidden asset that many may 
not have contemplated before - volatility. Its 
adjective is often used to describe markets, 
particularly during periods of market stress 
and equity market declines, but seldom do 
people realise that it is also an investible 
asset class in itself. 

Many investors have probably read or heard 
about the VIX, often referred to as the ‘Fear 
Gauge’. VIX is effectively a measure of how 
volatile traders expect the S&P 500 to be over 
the next 30 days. The figure is actually reverse 
engineered from quoted option prices on the 
S&P 500. 

Futures contracts are tradable on the VIX 
enabling investors to gain direct exposure 
to volatility. The beauty of having exposure 
to VIX is that it typically does the opposite to 
equity markets i.e. when equity markets fall, 
VIX usually rises and often spikes. Its inverse 
correlation to equity markets is what makes 
it a useful diversifier in multi-asset portfolios. 

The problem with using VIX futures, however, 
is that there is a significant cost to holding the 
position. This is because VIX futures typically 
trade at a premium to VIX itself. VIX today 
trades at 13.2, whilst the futures contract 
expiring 18 June trades at 14.7 i.e. an 11% 
premium.  2If VIX doesn’t move between now 
and when the June contract expires on the 
18th, then the futures contract will expire at 
13.2 i.e. 10% below the level paid for it (14.7). 
That’s a heavy loss to incur in just a little over 
five weeks and an expensive “cost of carry” 

which requires very good timing to ever make 
money!   

We have found a strategy that has the benefit 
of providing exposure to volatility but without 
suffering an expensive cost of carry. The 
Alpha Volatility strategy is run by German-
based Assenagon Asset Management S.A. 
and is essentially a dispersion strategy. What 
is dispersion when it comes to the stock 
market, I hear you ask. Dispersion is the 
average absolute difference between the 
return of each individual stock in a basket of 
stocks and the return of that basket of stocks 
as a whole. 

Imagine a basket of 10 equally weighted 
stocks. If all 10 stocks are up 10% in one 
month’s time, then the overall basket will 
have returned 10%, however, the dispersion 
of returns will be 0%. This is because each 
individual stock has returned the same as the 
overall basket – 10%. However, now imagine 
that 5 of those stocks rallied 10% and 5 fell 
10%. In this instance, the overall basket has 
returned nothing, however, the dispersion of 
returns is 10%. This is because the absolute 
difference between each individual stock’s 
return and the return of the overall basket is 
10%. 

Now imagine that 5 of the stocks fell 10% and 
5 of the stocks fell 30%. The overall basket will 
have fallen 20% but the dispersion of returns 
will still have been 10%. This is because the 
absolute difference between each individual 
stock return and the basket return is 10%. 
Some stocks fell 10% and some fell 30% but, in 
both cases, the absolute difference between 
the negative return of the stock and the 
basket’s return of -20% is 10%. 

So, what we have observed is that the 
dispersion of returns can actually be positive 
when markets fall (when the basket fell 20%, 
the dispersion of returns was +10%) making 
it a great diversifier. The strategy employed 
by Assenagon has been actively managed 
since 2011 using a proprietary database and 
trading platform. It essentially takes positions 
in individual stocks that enable it to benefit 
when the dispersion of returns between those 
stocks is greater than what the market was 
expecting. 

Whilst we do not wish investors to suffer 
volatile markets, it’s useful to know that there 
are strategies out there that typically benefit 
from such market environments and offer 
investors a useful way to further diversify 
portfolios.

Hidden assets
Mark Wright, CFA Portfolio Manager

1  Momentum Global Investment Management, 60% MSCI World, 40% US Treasuries,   
  USD TR, 1977-2022
2 Bloomberg Finance LP, 9 May 2024
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For more information, please contact your adviser or alternatively contact:

Belvest Investment Services Limited
研富投資服務有限公司
9th Floor, Centre Mark II
305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest 
Investment Services Limited and/or 
Belvest related companies (collectively, 
and individually Belvest) solely to its 
clients, qualified prospective clients or 
institutional and professional investors. 
Unless stated otherwise, any opinions or 
views expressed in this communication do 
not represent those of Belvest. Opinions or 
views of any Belvest company expressed 
in this communication may differ from 
those of other departments or companies 
within Belvest, including any opinions or 
views expressed in any research issued by 
Belvest. Belvest may deal as Distributor or 
Agent, or have interests, in any financial 
product referred to in this email. Belvest 
has policies designed to negate conflicts of 
interest. Unless otherwise stated, this e-mail 
is solely for information purposes.

This message may contain confidential 
information. Any use, dissemination, 
distribution or reproduction of this 
information outside the original recipients 
of this message is strictly prohibited. If 
you receive this message by mistake, 
please notify the sender by reply email 
immediately.

Unless specifically stated, neither the 
information nor any opinion contained 
herein constitutes as an advertisement, an 
invitation, a solicitation, a recommendation 
or advise to buy or sell any products, 
services, securities, futures, options, other 
financial instruments or provide any 
investment advice or service by Belvest.

No representation or warranty is given as 
to the accuracy, likelihood of achievement 
or reasonableness of any figures, forecasts, 
prospects or return (if any) contained in the 
message. Such figures, forecasts, prospects 
or returns are by their nature subject to 
significant uncertainties and contingencies. 
The assumptions and parameters used 
by Belvest are not the only ones that 
might reasonably have been selected 
and therefor Belvest does not guarantee 
the sequence, accuracy, completeness 
or timeliness of the information provided 
herein. None of Belvest, its group members 
or any of their employees or directors shall 
be held liable, in any way, for any claims, 
mistakes, errors or otherwise arising out 
of or in connection with the content of this 
e-mail.

This e-mail and any accompanying 
attachments are not encrypted and cannot 
be guaranteed to be secure, complete or 
error-free as electronic communications 
may be intercepted, corrupted, lost, 
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore 
does not accept any liability for any 
interception, corruption, loss, destruction, 
incompleteness, viruses, errors, omissions 
or delays in relation to this electronic 
communication. If verification is required 
please request a hard-copy version. 
Electronic communication carried within 
the Belvest system may be monitored.
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