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άΧIn timesof trouble,marketsbecomemore
closely linked, and seemingly unrelated
assetsrise and fall in tandemέ(DavidW Mullins,Partner,

LongTermCapitalManagement; Lowenstein,2000)

Diversification Failed
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A Path Is Sought for States to 

Escape Their Debt Burdens
By MARY WILLIAMS WALSH

Published: January 20, 2011

New York Times
ésome states are so burdened that the only feasible way out 

may be bankruptcy, giving Illinois, for example, the opportunity 

to do what General Motors did with the federal governmentôs 

aid. 

Beyond their short-term budget gaps, some states have deep 

structural problems, like insolvent pension funds, that are 

diverting money from essential public services like education 

and health care. Some members of Congress fear that it is just 

a matter of time before a state seeks a bailout

http://topics.nytimes.com/top/reference/timestopics/people/w/mary_williams_walsh/index.html?inline=nyt-per
http://topics.nytimes.com/top/news/business/companies/general_motors_corporation/index.html?inline=nyt-org
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Buy and Hope
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ñA study of one hundred large pension funds and 

their experience with market timing found that 

while they all had engaged in at least some market 

timing, not one had improved its rate of return 

as a result. In fact, 89 of the 100 lost as a result of 

their efforts, and their losses averaged an incredible 

4.5% over the five-year period.[i] ñ

1. The Portable MBA in Investing, Edited by Peter Bernstein

[i] 100 large pension plans

Tactical Asset Allocation
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Market Risk:

The day-to-day potential for an investor to experience

losses from fluctuations in securities prices. This risk

cannot be diversified away. Also referred to as

"systematicrisk". Systematicrisk canbe mitigated only

by beinghedged.

Source: Investopedia
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άIn 2008 the NasdaqIndex (QQQ) experienced a 
drawdown of about 50% from peak to trough. 
Many other asset classes which are generally 
considered effective equity diversifiers also faced 
significant losses. 

This type of contagion across asset classes 
suggests that in times of major systematic stress, 
direct hedges through protective option 
strategies may provide equity portfolios with 
greater downside risk protection than standard 
multi-asset diversification programs. ά

CǊƻƳ ά[ƻƻǎŜƴƛƴƎ ¸ƻǳǊ /ƻƭƭŀǊΥ  !ƭǘŜǊƴŀǘƛǾŜ 
LƳǇƭŜƳŜƴǘŀǘƛƻƴǎ ƻŦ vvv /ƻƭƭŀǊǎέ
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Collaring the Cube
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ñépension funds and other institutional

investors écan no longer rely solely on macro-

economic analysis to adjust portfolios. They

have to be cognizant of tail risk and risk

management on an ongoing basis. The idea of

tail risk, essentially that the unexpected will

happen from time to time, is one of the key

traits of the modern stock marketò.
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How to Collar a Black Swan
By STEVEN M. SEARS
No one expects a market correction in 2011, and that's why using 
options to manage the risk of a downturn may be a good idea.
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