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I.  INTRODUCTION 

 
We start our analysis of Portable Alpha with a clear definition of the term.  A specific definition is needed because our 
industry has successfully muddled and confused what is and is not Portable Alpha.  We then proceed to identify the 
causality underlying Portable Alpha’s birth in the 1980s and subsequent rapid growth over the following 20 years.  
Next, this paper addresses the significant pain and disappointment experienced by a number of Portable Alpha 
adopters over the last twelve months.  We identify the specific causality that drove their recent disillusionment with 
the structure.  Finally, we end with a discussion of Portable Alpha’s eventual rebirth and inevitable dominant position 
as the commonplace, traditional structure by which all institutional investors will arrange and manage their portfolios. 
 
 
II.  PORTABLE  ALPHA  DEFINED 

 
Institutional investors (pensions, foundations, endowments, family offices, and sovereign wealth funds) have a host of 
high-level needs.  These needs can be dichotomized along three primary dimensions:  market exposure (betas), 
outperformance (alpha), and liquidity.   

Betas.  With respect to market exposures (betas), institutions generally prefer precise definition and tight 
tracking to pre-specified exposures.  Moreover, they prefer to obtain their market exposures at di minimis 
cost and to retain the ability to make exposure adjustments within the shortest possible time periods.   

Alpha.  With respect to outperformance (alpha), institutions desire larger, more consistent, and longer-lasting 
(more durable) alphas.   

Liquidity.  Finally, virtually all institutional investors have liquidity needs, whether they are driven by well-
defined, precisely parameterized prospective needs or by preparedness for unexpected idiosyncratic future 
surprises.  Their preference is to maintain the desired level of liquidity (size and time-to-liquefy) at minimal 
cost. 

To best serve these three primary needs, institutions adopt a specific organizational structure that serves as the 
blueprint for the design and management of their respective asset pools.  This organizational structure directs the 
investor as to what component pieces and tools will be drawn from the broad-based investments industry and how 
they will be assembled and applied into a coherent aggregate portfolio so as to attain the desired result.   
 
An analogy can be found in the home building industry.  Two primary alternative organizational structures exist:  
craftsman and manufactured.  In the U.S., the vast majority of homes are constructed using the craftsman model 
whereas in Japan the dominant model is manufactured.  Under the craftsman organizational structure, each 
individual micro component part of a home arrives at the building site and is assembled there by craft-specialists into 



 

the finished home.  In contrast, under the manufactured organizational structure, the components of a home arrive 
at a central manufacturing facility where they are assembled by assembly-line workers into a small number of macro 
house-parts which are then assembled at the local building site.  As a consequence, different components and 
assembly techniques are utilized under the craftsman and manufactured organizational structures – resulting in 
powerful differences with respect to the cost, features, durability, and customization-level of the finished home. 
 
A commonplace organizational structure within the institutional investor world is Core & Satellite.  Under this 
structure, exposure to each major asset category is built-out using a traditional vanilla, long-only manager (generally 
index or extremely high tracking to an index) who occupies a clear majority of that asset category’s allocation in a so-
called “core” position.  This so-called core manager is then surrounded by a series of traditional specialist managers 
(the satellites, each of whom receives a small allocation) under the presumption that these specialist managers will 
deliver the desired outperformance (but not undermine the desired market exposure).  The Core & Satellite 
organizational structure is ostensibly intended to serve the exposure, outperformance, and liquidity needs identified 
above. 
 
Portable Alpha is an alternative organizational structure by which institutional investors (pensions, foundations, 
endowments, family offices, and sovereign wealth funds) can select, arrange, and manage the component parts that 
comprise their aggregate portfolios.  The design characteristics of Portable Alpha that differentiate it from alternative 
organizational structures such as Core & Satellite are three: 

Hire the best – Ignore the rest.  Hire the very best managers you can find.  Hire those managers with the 
largest alpha (outperformance), the most consistent alpha, and the longest lasting and most durable alpha. 

Hire managers without regard to their asset class exposures.  Completely ignore each manager’s asset 
category.  Ignore whatever markets that they provide exposure to.  Ignore their betas.  The objective in hiring 
managers is to obtain alpha (relative outperformance). 

Apply derivatives to complete the solution.  When measured in the aggregate, the collection of active 
managers selected as indicated above won’t have the desired asset allocation.  Use derivatives to bring the 
resulting asset mix back to your intended “Policy Asset Allocation.” 

Exhibit 1 provides an over-simplified example.  In this example, the institution hires two managers because it believes 
that they have the best prospects for delivering larger, more consistent, and longer lasting alpha (outperformance), 
i.e., a single small cap manager and a single hedge fund manager.  The institution’s assets are allocated in a 50/50 split 
between these two alpha generators.  Unfortunately, the market exposures (betas) delivered by these two managers 
do not match the institution’s intended “Policy Asset Allocation.”  To correct this deficiency, a derivative overlay is 
applied that when combined with the underlying manager market exposures, results in total portfolio exposures that 
precisely match the intended “Policy Asset Allocation.”  As a quick side note, observe how when all of the derivative 
exposure adjustments are summed together, they add to zero.  For every 1% increase in one asset category, there is 
an offsetting 1% decrease in another asset class.  In no case has the aggregate portfolio become levered (relative to 
Policy) to any asset category. 
 
 
 



 

 
 
 
 
 
To put it simply, Portable Alpha is an organizational structure designed to allow one the luxury of fishing only in those 
select ponds with the most and easiest to catch fish.  However, the motivations for adopting the Portable Alpha 
organizational structure have additional attractive benefits.  It is this range of benefits that led to Portable Alpha’s 
original birth back in the 1980s at the well-regarded Amoco corporate pension plan (now British Petroleum) under the 
investment leadership of Chief Investment Officer Marv Damsma. 
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BEST managers MANAGERS’ asset 
mix

DERIVATIVES to adjust 
managers’ asset exposures

NET resulting 
asset mix

POLICY asset 
allocation

50% small 
cap manager

50% hedge 
fund manager

47% small cap 
stocks

3% cash

30% cash

5% small cap 
stocks

10% 
international 
stocks

5% high 
yield bonds

30% large cap 
stocks

10% small cap 
stocks

20% 
international 
stocks

2% cash

35% 
investment 
grade bonds

3% high yield 
bonds

30% large cap 
stocks

10% small cap 
stocks

20% 
international 
stocks

2% cash

35% 
investment 
grade bonds

3% high yield 
bonds

+ 30% large 
cap stocks

- 42% small 
cap stocks

+ 10% 
international 
stocks

- 31% cash

+ 35% 
investment 
grade bonds

- 2% high 
yield bonds

Exhibit 1

Highly stylized example of a Portable Alpha implementation

Observe how the 
derivative exposures sum 
to zero.  The derivatives 

neither increase nor 
decrease the aggregate 
exposures.  Instead, they 
just reallocate the already 

existing exposures.



 

III.  BIRTH 
 
Organizational structures come into existence for robust, well-defined reasons.  In the case of Portable Alpha, its birth 
as an organizational structure was engendered by a primary and a secondary causality.  The primary causality could 
be summed up as “all alpha sources aren’t created equal.”  The secondary causality results from the fact that 
derivatives have numerous advantages over physicals.  We explore each of these in turn. 
 
PRIMARY – ALL ALPHA SOURCES AREN’T CREATED EQUAL.  There are many different sources of alpha 
(outperformance) that differ tremendously, one from the next.  Alpha is large in some areas, small or even non-
existent in others.  Alpha changes over time.  It is always in the process of either growing larger or smaller – it is 
virtually never static.  Moreover, new sources of alpha come into existence, while old ones disappear altogether.  The 
inherent instability and ever-changing nature of alpha is a fundamental consequence of the processes that first 
establish the alpha opportunity and then second, capture it.  Exhibit 2 identifies the three phenomena that collectively 
determine alpha. 

The first is marketplace inefficiency or mispricings.  Without flaws in the perfection of marketplace pricing, 
there can be no relative outperformance (alpha capture).  An example would be closed-end funds trading at 
25% discounts to net asset value where the underlying assets can be both adequately identified and hedged 
away.   

The second determinant of alpha is the investment manager’s investment process for identifying and 
capturing an inefficiency (relative mispricing) within the marketplace.  Three questions define this issue: 

 Is this manager’s investment process well-aligned to the marketplace mispricings? 

 Does it capture a large portion of the mispricing on a consistent basis? 

 Is its edge durable and long-lasting?   

Continuing the previous closed-end fund example, such an investment process would require:  (a) adequately 
identifying the attributes and composition of the closed-end fund’s internal portfolio, (b) correctly pricing the 
individual securities comprising this internal portfolio, (c) cost-effectively trading the closed-end fund, and (d) 
assembling an economical short position with sufficiently similar portfolio attributes. 

The third determinant of alpha is competition.  How many competitors are present in the marketplace 
seeking the same relative mispricing (market imperfection)?  Continuing our previous example, if only one 
manager seeks to exploit mispricings in the discounts to net asset value of closed-end funds, then their 
results will likely be quite attractive.  On the other hand, if 100 managers are seeking this same opportunity, 
it is likely that no manager will realize a cost-effective alpha (outperformance) no matter how robust their 
process. 

 



 

 
 
 
Alpha is realized when the relative mispricings in the marketplace (inefficiencies) are large, when an investment 
manager has an investment process remarkably well-aligned with the market imperfection, and when there exists 
limited competition for this same mispricing.  Alpha is rarely realized when markets are relatively efficient (e.g., U.S. 
Treasury bonds or the S&P 100), when investment processes are poorly aligned to the explicit capture of a specific 
relative mispricing (e.g., GARP – Growth At a Reasonable Price), and when significant competition exists for the same 
marketplace imperfection (e.g., domestic large cap core managers all attempting to outperform the S&P 500 while 
staying within its definitional boundaries). 
 
Given that alpha’s realization is determined collectively by these three specific factors, it immediately follows that the 
various sources of alpha will differ along three primary dimensions:  Size, Change, and Diversification. 

Size.  Alpha is larger in some areas and smaller in others.  Alpha is altogether nonexistent in many areas. 

Change.  Alpha’s availability is never constant.  It is in a continual state of flux – either growing or shrinking.  
Its status is evolutionary, or in the case of 2008, it was revolutionary. 

Diversification.  Some alpha sources are almost perfectly correlated, i.e., under- and outperforming at the 
same time.  Other alpha sources are potentially uncorrelated. 

Differentiation among the sources of alpha along these three dimensions leads immediately to a series of potent 
policy implications – also tied to the Size, Change, and Diversification dimensions. 

 POLICY IMPLICATIONS 

Size.  Hire only those managers with the largest, most consistent, and most durable (longest lasting) 
alphas (outperformance).  Practical success with this policy implication requires that managers are 

Manager out-

performance, 

i.e., alpha

Inefficiency in 

the marketplace, 

i.e., mispricings

Investment 

process for 

capturing the 

inefficiency Number of 
competitors 

attempting to 
capture the same 

inefficiency

Exhibit 2

Alpha has three very specific determinants



 

selected without regard to their underlying market exposures (betas) – this is the very essence of the 
Portable Alpha organizational structure. 

Change.  Replace a manager when his forward-looking alpha opportunity becomes smaller or 
disappears.  Replace a manager when another manager comes along who has a more attractive 
forward-looking alpha opportunity. 

Diversification.  Build a well-diversified portfolio of different alpha sources.  This requires a 
sufficiently large number of relatively uncorrelated alpha sources.  Diversification across different 
alpha sources is an absolute free ride. 

Portable Alpha came into existence (was born) because an organizational structure was needed that would make best 
use of these three critical policy implications.  Portable Alpha’s comparative advantage over other organizational 
structures was its inherent flexibility, adaptability, and most importantly how it breaks the stifling linkage between 
alpha and beta (between outperformance and market exposure).  Other organizational structures preserve the highly 
restrictive alpha/beta linkage.  For example, an institution may have a “Policy Asset Allocation” requiring 50% 
exposure to large cap U.S. equities.  Under other organizational structures, the institution would be required to hire 
managers operating within the large cap U.S. equity space – an area devoid of alpha.  As a consequence, half their 
portfolio operates without the benefit of outperformance. 
 
Other organizational structures, such as Core & Satellite, directly undermine or inhibit best execution of these three 
policy implications.  Core & Satellite directly prevents an institution from hiring the highest alpha managers because it 
requires the institution to hire managers in asset categories with little or no alpha available.  Core & Satellite directly 
inhibits the flexible, adaptive replacement of one manager with another as alpha opportunities migrate, since the 
majority of each major asset category is locked up in some index or high-tracking-to-index semi-active core manager.  
Core & Satellite potently undermines the robust diversification across numerous uncorrelated alpha sources since 
managers can only be selected with the desired market exposures (betas), thus radically limiting the opportunity set. 
 
SECONDARY – DERIVATIVES HAVE NUMEROUS ADVANTAGES OVER PHYSICALS.  Portable Alpha came into existence 
for a second reason.  It facilitated the use of derivatives which have the ability (if properly executed) to provide 
superior implementation of the desired market exposures and intended liquidity level.  Specifically, derivatives have 
implementation advantages over physicals along the following four dimensions:  Cost, Precision, Timing, and Liquidity. 

Cost.  In well-developed market segments such as developed country equities, treasuries, currencies, and 
commodities, derivatives generally are cheaper than physicals to establish the desired exposure level.  
Moreover, it is far cheaper to adjust such exposures as time passes. 

Precision.  Derivatives are defined relative to popular, well-defined public indices.  As a matter of definition, 
they provide a level of precision and tracking that far exceeds almost any implementation of underlying 
physicals.   

Timing.  Market exposures can generally be adjusted in a meaningfully shorter time period when derivatives 
are used instead of physicals. 

Liquidity.  The use of derivatives facilitates the construction of an underlying liquidity pool to serve both 
defined future needs and/or to meet unexpected idiosyncratic future surprises.  The underlying liquidity pool 
(e.g., U.S. Treasuries, cash equivalents, or S&P 500) is overlaid with derivates to attain the desired asset class 
exposures.  The use of derivatives minimizes what would otherwise be an asset allocation drag on the 
aggregate portfolio of maintaining such a liquidity pool. 

It is the inherent heterogeneity of alpha sources in combination with derivative’s advantages over physicals that 
established the basis for Portable Alpha’s birth and rapid growth over the last 20 years.  Exhibit 3 summarizes the 
relative advantages of Portable Alpha over other organizational structures available to institutional investors.  It is 



 

because of these specific advantages that Portable Alpha first came into existence during the 1980s and grew to such 
prominence and visibility over the last several years. 

 
 

 
 

 
 
IV.  DEATH 
 
Portable Alpha gained tremendous visibility and widespread acceptance since its initial birth two decades earlier.  But 
in 2008, many adopters experienced significant disappointment with their implementations.  The severity of this 
disappointment and the number of organizations affected, resulted in the term “Portable Alpha” becoming something 
of a pejorative.  Some have concluded that Portable Alpha was a mistake and an ill conceived organizational structure 
for use by mainstream institutional investors.  Some have suggested that we are better served by older and more 
traditional organizational structures such as Core & Satellite.  Such conclusions are incorrect and are based on 
insufficient understandings of what was implemented and what transpired in 2008. 
 
Portable Alpha’s implementation entails several key elements.  A successful execution of this organizational structure 
can only be attained if four critical areas have been adequately addressed: 

Hire active managers (the alpha generators), 

Evaluate each manager’s embedded market exposures (betas), 

Define and structure each manager’s liquidity requirements, and 

Alpha (out-
performance)

• Larger

• More consistent

• Longer lasting and 
more durable

Beta (market 
exposure)

• Tighter fit to your 
“Policy Asset 
Allocation”

• More precise
• More accurate
• More consistent

• Cheaper
• To establish
• To adjust

• Quicker
• To adjust

Liquidity

• Enables virtually 
any level of desired 
liquidity

Exhibit 3

Portable Alpha came into existence because it delivers the following relative advantages 
over other organizational structures



 

Structure technical terms of derivative contracts. 

Some Portable Alpha adopters experienced disappointment in 2008 because they had implementation gaps in one or 
more of these four critical areas.  An examination spanning a wide cross-section of institutions experiencing 2008 
disappointment reveals six primary implementation gaps.  Two of these gaps were associated with the hiring of 
managers, two with the evaluation of embedded betas, and one each with respect to liquidity requirements and 
derivative terms.  We deal with each of these in turn. 
 
HIRE ACTIVE MANAGERS (THE ALPHA GENERATORS).  Two implementation gaps appeared in this area:  (a) the 
amount of alpha and (b) the diversity of the alpha sources. 

GAP #1 – The amount of alpha. 

Implementation.  Some Portable Alpha adopters misunderstood how much alpha they had dialed 
into their portfolios. 

Discussion.  Alpha comes in different intensity or potency levels.  As an analogy, think of prescription 
penicillin tablets.  A single tablet could come in almost any potency level, from the most dilute to the 
most potent.  The same is true of alpha.  $100 invested in an “enhanced index fund manager” 
provides an extremely low level or intensity of alpha; whereas that same $100 invested with a hedge 
fund manager would provide a far higher level or intensity of alpha.  Or to place the discussion in a 
statistical framework, perhaps the hedge fund offers an expected alpha return of 8% with an 
associated alpha standard deviation of 10%.  Whereas the enhanced index fund manager offers an 
expected alpha return of 0.5% with an associated alpha standard deviation of 2%.  Because alphas 
also have standard deviations, bad things can and will happen.  If an institution has dialed in more 
alpha than they realized, then they will have dialed in more alpha standard deviation than they 
understood.  As a consequence, the downside will be worse than they had anticipated – potentially 
at a very significant level. 

Result.  Some Portable Alpha adopters dialed in far higher intensity (potency) alpha than they 
realized.  This hurt them when virtually all active management generated large negative alpha during 
the last seven months of 2008. 

Bottom line.  Alpha comes in radically different intensity/potency levels.  Failure to take this into 
account will inevitably result in disappointment. 

GAP #2 – The diversity of the alpha sources. 

Implementation.  Some Portable Alpha adopters misunderstood just how positively correlated their 
different alpha sources were, i.e., they misunderstood the diversification properties. 

Discussion.  As much as we might like to conclude that different alpha sources are fully uncorrelated, 
one from the next, and that the full benefits from diversification are therefore achieved after 
inclusion of a relatively small number of alpha sources – this is absolutely not the case in the real 
world.  One frequently identifies two alpha sources with unusually high correlations.  Such managers 
are likely to deliver out- and underperformance at the same points in time (think of two managers 
operating in the same asset category and attempting to exploit the exact same marketplace relative 
mispricing, using the same investment process, e.g., two convertible arbitrage managers).  Similarly, 
many alpha sources exist with near 0.0 correlations (think of two managers operating in two 
different and non-overlapping asset categories each of whom is attempting to exploit entirely 
different and unrelated marketplace inefficiencies).  In the last seven months of 2008, fundamental 
value-based alpha engines tended to do poorly, while momentum-based alpha engines performed 



 

well.  The lack of diversification across alpha sources can be a remarkably painful source of 
unrewarded risk. 

Result.  Some Portable Alpha adopters constructed portfolios with quite limited alpha source 
diversification.  They used too few alpha sources and/or they used insufficiently uncorrelated alpha 
sources.  As a result, their experience during 2008 was significantly worse than would otherwise 
have been the case when alpha turned negative during the last seven months of 2008, i.e., they had 
little in the way of alpha diversification to help mitigate the 2008 environment. 

Bottom line.  Failure to diversify among alpha sources is an unrewarded risk, and markets inevitably 
punish such flawed implementations. 

EVALUATE EACH MANAGER’S ENBEDDED MARKET EXPOSURES (BETAS).  Two implementation gaps appeared in this 
area:  (a) admitting that virtually all managers have embedded market exposures and (b) correctly calculating the 
embedded exposures in a timely fashion. 

GAP #3 – Admitting that virtually all managers have embedded market exposures. 

Implementation.  Some Portable Alpha adopters misunderstood that their alpha sources all had 
embedded betas (market exposures). 

Discussion.  Almost every manager has one or more embedded betas, i.e., they provide exposure to 
multiple market segments.  It is quite rare to find an alpha source that doesn’t carry with it 
significant and highly measureable beta components. 

Result.  Some Portable Alpha adopters constructed portfolios without taking into account the betas 
(market exposures) that were already embedded within their alpha sources.  As a result, they had 
levered portfolios.  In other words, they were more than 100% exposed to markets – without 
knowing it.  This “felt” great when markets were going up, however, became problematic when 
markets fell in 2008. 

Bottom line.  Failure to recognize manager embedded beta results in unaccounted for leverage 
within the portfolio – a very bad thing. 

GAP #4 – Correctly calculating the embedded exposures in a timely fashion. 

Implementation.  Some Portable Alpha adopters were unable to calculate the size and/or type of 
embedded betas with sufficient accuracy and/or timeliness. 

Discussion.  To properly take embedded market exposures into account requires that they are 
adequately parameterized.  Quantifying both the size and type of embedded betas (or factor 
exposures) is a difficult task that requires significant resources, data, systems, and extensive 
experienced talent.  Moreover, embedded market exposures change over time – sometimes very 
quickly.  The process of estimating these betas must therefore operate in real-time. 

Result.  Some Portable Alpha adopters used beta estimation processes that lacked sufficient 
accuracy and/or timeliness.  As a consequence, they misestimated their embedded betas and 
experienced unexpected adverse performance in 2008 as a consequence of their realized betas 
being different than they intended. 

Bottom line.  Estimating each manager’s embedded betas requires significant experience, deep 
technical training, and extensive resources. 



 

DEFINE AND STRUCTURE EACH MANAGER’S LIQUIDITY REQUIREMENTS.  One implementation gap appeared in this 
area, i.e., preserving adequate liquidity. 

GAP #5 – Preserving adequate liquidity. 

Implementation.  Some Portable Alpha adopters misunderstood how much liquidity their derivative 
positions could demand in the event that markets moved counter to these positions. 

Discussion.  Derivatives exist within a Portable Alpha organizational structure in order to bring the 
alpha managers’ asset mix into perfect alignment with the institution’s “Policy Asset Allocation.”  If 
markets move against these derivative positions, then capital (liquidity) is demanded to settle-up.  
Using an over-simplified example, if the 6-month return on the “Policy Asset Allocation” is -30% and 
if the derivative positions are net 50% long (relative to cash and in alignment with policy), then 15% 
of the portfolio must be fully liquid within this same 6-month time period in order to feed the 
derivative contracts. 

Result.  Some Portable Alpha adopters constructed portfolios with insufficient liquidity to feed their 
net long (relative to cash) derivative positions when markets fell in 2008.  As a consequence, these 
adopters were forced to pay large liquidity penalties in order to raise the required cash to make up 
for their lack of adequate pre-existing liquidity. 

Bottom line.  The use of derivatives enables and facilitates organizational structures with higher 
liquidity capacity at lower cost.  But derivatives, themselves, are also a consumer of significant 
liquidity and the importance of this aspect cannot be overemphasized. 

STRUCTURE TECHNICAL TERMS OF DERIVATIVE CONTRACTS.  One implementation gap appeared in this area, i.e., 
counterparty terms. 

GAP #6 – Counterparty terms. 

Implementation.  Some Portable Alpha adopters misunderstood how counterparty risk could be 
minimized. 

Discussion.  All derivative contracts have counterparties, i.e., someone is on the other side of the 
contract who promises to make good on their side of the instrument.  A risk exists if that 
counterparty owes you money (because markets moved in favor of your derivative position) and is 
unable to pay.  Generally, this is only a concern when two events occur at the same point in time:  
(1) security markets move by a very large percentage in favor of your derivative contract and (2) the 
counterparty experiences extreme financial distress.  If you are short the S&P 500 through a swap, 
then a problem could exist if U.S. stocks fell by a significant percentage at the same time that your 
S&P swap counterparty experienced extreme financial distress (more likely).  Alternately, if you are 
long the S&P 500 through a swap, then a problem could exist if U.S. stocks rose by a significant 
percentage at the same time that your S&P swap counterparty experienced extreme financial 
distress (less likely). 

Result.  Some Portable Alpha adopters established swap contracts with infrequent (or long duration) 
settlement provisions with a small number of counterparties.  As a consequence, when the 2008 
financial crises hit, they felt significantly exposed to counterparty risk. 

Bottom line.  Counterparty risk can be readily mitigated through a variety of straightforward 
techniques. 



 

Disappointment with Portable Alpha over the last year has been the result of very specific implementation gaps.  
Exhibit 4 identifies these six execution deficiencies.  Two of the gaps relate to alpha management, two relate to beta 
management, one is associated with liquidity, and the final one concerns counterparty risk. 
 
 
 
 

 
 
 
 
 
 
In essence, Portable Alpha died as a result of poor implementation along six critical dimensions.  The crisis 
environment of 2008/09 was abnormal (in an historical frequency sense) in regards to the severity with which it 
punished implementation gaps in these six areas.  But rarity of the 2008 environment cannot be taken as an excuse for 
incomplete implementations. 

 
 
 
  

Exhibit 4

Disappointment with Portable Alpha was the direct result of six very 
specific implementation gaps
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V.  REBIRTH 
 
Portable Alpha came into existence because a new organizational structure was needed to make better use of alpha 
opportunities and to a somewhat lesser extent to take advantage of derivative’s advantages over physicals.  We would 
conjecture that the forward-looking environment is meaningfully different from the past.  It is our view that forward-
looking alpha opportunities have experienced a seismic shift, while at the same time the uncertainty/certainty level of 
the future reward to beta has also been meaningfully altered. 
 
Instead of diminishing the motivation and need for Portable Alpha, these changes will have the opposite impact – 
serving to strengthen the imperative need for this new organizational structure by which institutional investors can 
arrange the building blocks of their aggregate portfolios.  We believe that forward-looking alpha opportunities are 
likely to be the largest in our professional careers.  Moreover, the high and long-lasting uncertainty that has been 
injected into the global capital market and macroeconomy establishes an environment where the rewards to future 
betas are more uncertain than the historic norm.  This coincidence of factors significantly increases the need for 
optimal alpha capture and lower cost beta delivery.  Therefore, the environment ahead reinforces the already existing 
need for Portable Alpha as an organizational structure. 
 
But before institutional investors return to their prior adoption of the Portable Alpha as the preferred organizational 
structure, they must first close the six implementation gaps identified above.  Fortunately, repair of these deficiencies 
is a relatively straightforward process.  Exhibit 5 summarizes what is required. 
 
 
 
 

 
 
 
 
In each case, the remedy is readily addressed.  However, the need for thoughtful and adequately resourced 
implementation will never diminish and to the extent that shortcuts are taken, disappointment will result.  The 

Exhibit 5

Portable Alpha will once again become the organizational structure of choice after 
six prior implementation gaps have been adequately addressed

Alpha source intensity 
(potency)

• Analytically specify how potent you 
want your alpha sources

• Match your portfolio of alpha 
sources to this intensity tolerance 
limit

Alpha source diversification

• Heavily diversify across alpha 
sources

• Using uncorrelated strategies

Liquidity

• Analytically specify how much 
liquidity you require and within what 
time period

• Maintain alpha sources that support 
this liquidity tolerance limit

Embedded market 
exposures (betas)

• Admit that virtually all managers 
bring some market exposures (betas) 
to the table

Accuracy / timeliness of 
beta estimates

• Develop adequate internal or 
outsource the quantitative / 
qualitative real-time work of 
accurately estimating the multiple 
market exposures of each alpha 
source

Counterparty risk
• Determine what risks are of concern 

(perhaps long S&P 500 isn’t a risk)

• Employ risk mitigation via: 

• Daily settlement

• Exchange-facing derivatives

• CDS on counterparties

• ISDA terms



 

successful mitigation of counterparty risk provides a relevant example.  Numerous technical elements comprise this 
risk-reduction effort; some of the more important are listed below: 

Differentiate your derivative positions into greater and lesser risk (long S&P 500 may not pose much of a risk, 
while short S&P could be deemed significant), so that attention can be more beneficially focused. 

Determine when exchange-facing contracts are superior to swaps. 

Select counterparties with superior credit quality and then monitor their vitality in real time (alphabetic 
credit ratings by the three primary rating-agencies do not provide a serious method for quantifying credit 
worthiness). 

Achieve adequate counterparty diversification. 

Consider the possible use of CDS during isolated, discontinuous crisis events. 

Negotiate prudent ISDA terms (settlement and termination provisions). 

THE FUTURE ORGANIZATIONAL STRUCTURE.  The long-run relative advantages of Portable Alpha as the 
organizational structure of choice apply equally to both large and small institutional investors.  However, Portable 
Alpha unlike other structures such as Core & Satellite requires a minimum portfolio size for cost-effective, adequately 
resourced implementation.  It may be that the relative advantages of Portable Alpha result in the meaningful 
commingling of smaller institutional portfolios so that they too can realize the benefits of this organizational 
structure.  
 
The three primary needs of institutional investors will not change.  They desire outperformance, precise economical 
exposure to pre-specified asset categories, and adequate cost-effective liquidity.  In an effort to address these needs, 
institutional investors adopt particular organizational structures to determine what investment building blocks to 
select from the broad-based investments industry and how best to fit them together.  Some organizational structures 
do a better job than others in meeting these needs.  Structures such as Core & Satellite make relatively poor and 
painfully suboptimal use of the available investment component parts.  In contrast, Portable Alpha, when properly 
implemented, dominates all other currently identified organizational structures.  Unless a new and superior 
alternative organizational structure comes along, it is inevitable that Portable Alpha will eventually become the 
traditional mainstream design by which virtually all institutional portfolios are managed.  As summarized in Exhibit 6, 
Portable Alpha as an organizational structure enhances an institution’s success with respect to each of its primary 
needs. 
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Greater Outperformance

• Hire the best managers – independent of the playing field on 
which they operate

“Policy Asset Allocation”

• Maintain resulting asset mix to your “Policy Asset Allocation” at 
lower cost and with greater precision

Liquidity

• Maintain a higher liquidity level to prepare for an unexpected 
future – but without beta cost or drag to the portfolio

Exhibit 6

Relative to other organizational structures, Portable Alpha enhances an institutional 
investor’s success with respect each of their three primary needs 
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Disclosures 
 
1) The Benchmark Plus Family of Funds.   Benchmark Plus Management, LLC manages the following funds: 

a) Benchmark Plus Partners LLC and its offshore feeder 
b) Benchmark Plus Institutional Partners LLC and its offshore feeder 
c) Benchmark Plus Long Short Partners LP and its offshore feeder 
d) Benchmark Plus Long Short Select Partners LP and its offshore feeder 
e) Aviva Alpha Optimum Fund (as sub-advisor) 

2) The funds are all managed using the same investment disciplines.  Portfolio composition, fees, expenses, and net return results are expected 
to differ for each fund.  Returns may vary due to manager availability, the timing and amounts of our allocations to managers, the success of 
risk management efforts and different fee schedules.  The returns presented herein are provided solely to illustrate Benchmark Plus 
Management’s prior investment activities within our various funds.  No representation is made that future returns of any particular 
Benchmark Plus fund will match or exceed past or future returns of that fund or any other Benchmark Plus fund.  

3) This White Paper is for informational purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any security 
mentioned herein.  Any offer to sell or solicitation of an offer to buy such a security may be made only by the delivery of the relevant 
Confidential Private Placement Memorandum or similar document (“PPM”) specifically addressed to the recipient thereof.  In the case of any 
inconsistency between the descriptions or terms in this presentation and the PPM, the PPM shall control.  No interest shall be offered or sold 
in any jurisdiction in which such offer, solicitation, or sale would be unlawful until the requirements of the laws of such jurisdiction have been 
satisfied. 

4) The information contained herein is not intended to be and does not constitute, and no person shall rely upon any such information as 
constituting, “investment advice.”*   Benchmark Plus Management, LLC shall not be considered a “fiduciary”* of any person solely by virtue of 
providing these materials (or any other activities in connection therewith). 

5) Risks:  An investment in any Benchmark Plus fund (the “Fund”) is speculative and involves a high degree of risk.  Opportunities for 
withdrawal/redemption and transferability of interests will be restricted, so investors may not have access to capital when it is needed.  There 
is no secondary market for the interests in the Fund, and none is expected to develop.  The portfolio is under the discretionary trading 
authority of Benchmark Plus Management LLC, which typically invests the Fund’s assets with managers (the “Fund Managers”) of other private 
investment funds.  The primary portfolios managed by the Fund Managers in which the Fund invests may not be diversified among a wide 
range of investments or types of securities.  This lack of diversification may result in higher risk.  Leverage is employed by the Fund and the 
Fund Managers; such leverage can increase the volatility of investment returns.  There is no guarantee that the investment objective of the 
Fund or the investment objective of the Fund Managers will be achieved.  An investor should not make an investment unless it is prepared to 
lose all or a substantial portion of its investment.  The fees and expenses charged in connection with this investment may be higher than the 
fees and expenses of other investment alternatives and may offset profits.  The Fund does not intend to register as investment company under 
the investment company act of 1940 (the “1940 Act”) and therefore the provisions of the 1940 Act will not be applicable to the Fund.  

6) Observations, beliefs, and data appearing in this communication are as of April 2, 2009. 
 
* The terms “investment advice” and “fiduciary” shall be interpreted broadly, but in any event, shall at least have the meaning given to such 
 terms in the Employee Retirement Income Security Act of 1974 (“ERISA”), as amended, or the Internal Revenue Code of 1986, as amended, as  
 applicable. 


