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ABOUT  
PANTHERA SOLUTIONS 

Panthera Solutions – based in the 
Principality of Monaco – is an advisory 
company offering independent analyses 
for professional investors, based on 
sound proprietary research and 
methodologies. 

ABOUT US 
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We offer strategic asset allocation intelligence 
and investment process optimization for the 
management of multi-asset-portfolios. Our 
solutions are based on third generation asset 
allocation principles, reasoned by applied 
behavioral finance.   
 
We are a team of internationally renowned 
specialists in different fields. Our assignments 
and publications have proven us to be 
innovation leaders in Europe. 

OUR SERVICES 
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MARKUS SCHULLER 
Markus Schuller has 15+ years experience in trading, 
structuring and managing standard and alternative 
investment products. Prior to Panthera Solutions, Markus 
worked in executive roles for a Long/Short Equity Hedge Fund 
for which he developed the trading algorithm. He was one of 

KEYNOTE SAMPLES 

ABOUT  
THE FOUNDER 

“Let me thank you for your excellent keynote speech on “Third Generation Asset 
Allocation”, which I utmost enjoyed. It received strongly positive feedback from 
the audience and was definitely one of the highlights of the conference."  
 

Prof. Mag. Otto Lucius, EFA®, CFP®, President of the Austrian Association of 
Financial Planners, organizer of the FINANZPLANER FORUM ´14 

the first in Europe to fit hedge fund strategies into UCITS III – compliant structures. Markus started his career 
by working for renowned banks as Equity/Derivatives Trader and Macro Analyst. Markus founded Panthera 
Solutions in 2009 in the Principality of Monaco, using his extensive sell-side know how for now advising 
professional investors. He is a regular speaker at international investment conferences on Asset Allocation and 
Risk Management topics. Markus acts as a regular commentary contributor to German/Austrian/Swiss quality 
media as financial markets expert. His co-authored book "Portfoliomanagement in Unternehmen" (Springer 
Verlag, 2014) received strong review scores beyond the investment community. His OECD Insights articles are 
regularly cited in international publications. Since 2009 Markus teaches the courses „Portfolio Theory & 
Alternative Assets“ and „Investment Banking“ at the International University of Monaco, the latter also at the 
Danube University in Austria. 
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YOUR BACKGROUND & INTEREST 
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HOW TO  
REACH ME 

panthera_s https://www.linkedin.com/in/mhschuller mhschuller@panthera.mc 
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ACADEMIC 
CATEGORIZATION 



8 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

BACKGROUND COLOR OF A & B? 
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PROFESSIONAL TENNIS = A WINNERS GAME 
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INSTITUTIONAL INVESTING 
= A LOSER´s GAME 
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PARTNER VON  
WARREN BUFFETT 

„It is remarkable how much long-term advantage people like us 
have gotten by trying to be consistently not stupid, instead of trying 

to be very intelligent.“ 

Charlie Munger 
Berkshire Hathaway 
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ASSET ALLOCATION 
GENERATIONEN 

1GEN 2GEN 3GEN 

Ein-Faktoren / Ein-
Perioden Modelle 
Traditionelles Aktien-
Anleihen-Beta 

Mehr-Faktoren / 
Mehr-Perioden Modelle 
Multi-Asset-Diversifikation und 
Globalisierung der Allokation 

Applied Behavioral  
Finance Methoden 
Dynamisierung der Multi-Asset-Diversifikation, 
Allokation nach Risikofaktoren und proaktive 
Reduktion des Behavior Gaps 

1950-2000  

2000-2010 

2010 -  



13 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

INTRODUCTION TO  
THIRD GENERATION ASSET ALLOCATION 

TIME TOPIC DESCRIPTION 
09.00 –  
10.30 

SEMINAR INTRODUCTION 
 
 
SINGLE-FACTOR 
MODELS (1GEN) 

§  Asset Allocation History – a general overview of asset allocation and risk management 
techniques 

 
THE TRIUMVIRATE 
§  Modern Portfolio Theory (MPT) 
§  Capital Asset Pricing Model (CAPM) 
§  Efficient Market Hypothesis (EMH) 

10.45 – 
12.15 

MULTI-FACTOR 
MODELS (2GEN) 
 
 
 

STRATEGIES INTENDING TO IMPROVE 1GEN MODELS 
§  Extending the Asset Class Universe 
§  Multiple-Regression Analysis 
§  Forecasting Models 
§  Barra / ARCH/ GARCH / Copula 

12.30 – 
14.00  

2GEN EXAMPLE 
MULTI-ASSET-CONCEPTS (MAC) 

GOING BEYOND VOLA-BASED RISK PARAMETERS 
§  Asset Allocation Analysis of  Yale & Harvard Endowment Plans and selected Sovereign 

Wealth Funds   

15.30 – 
17.00 

LIMITS OF TRADITIONAL ASSET 
ALLOCATION 
(1GEN + 2GEN) 
 
CRISES INSIGHTS / LESSONS LEARNED 

Popular Asset Allocation myths are deconstructed: 
Normal Distribution / Rational Investors / Efficient Markets / VaR / Constant CORR / Market 
Timing / etc. 

TWO DAY SEMINAR / DAY ONE 
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INTRODUCTION TO  
THIRD GENERATION ASSET ALLOCATION 

TWO DAY SEMINAR / DAY TWO 

TIME TOPIC DESCRIPTION 
09.00 –  
10.30 

THIRD GENERATION (3GEN) – NEW 
BASIC HYPOTHESIS 

Basic assumptions of the third asset allocation generation are introduced, distinguishing it 
from the previous ones. 

10.45 – 
12.15 

3GEN BUILDING BLOCK I 
GLOBAL TRANSFORMATION PROCESSES 
 
 
 
3GEN BUILDING BLOCK II 
RISK FACTOR DIVERSIFICATION 
 

THE STARTING POINT 
§  Market Timing Limitations 
§  The search for a robust starting point in Strategic Asset Allocation 
§  Coverage of global transformation processes 

§  Asset Class VS Risk Factor Diversification 
§  What are Risk Factors? 
§  How to isolate and analyze Risk Factors? 
§  How to invest in/via Risk Factors? 

12.30 – 
14.00  

3GEN BUILDING BLOCK III 
ANIMAL SPIRITS MANAGEMENT 
 
 
 
3GEN BUILDING BLOCK IV 
PRODUCT & JURISDICTION 
AGNOSTICISM 

BEHAVIORAL ASPECTS IN INVESTMENT DECISIONS 
§  Behavioral Finance Update 
§  Cultural aspects in investment decision making 
§  Corporate Governance structure 
§  High Performance Investment Teams ©  

§  Active VS Passive Investing 
§  Alpha VS Beta Investing 
§  MAC & Risk Parity 

15.30 – 
17.00 

3GEN BUILDING BLOCK V 
RULE-BASED DSAA PROCESS 

§  Anti-cyclicality  
§  Rebalancing 
§  How to create a rule-book and how to commit to it? 
§  How to combine the 3GEN building blocks to a coherent asset allocation process? 
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DAY ONE 
CAPITAL MARKET DIMENSIONS / THE PLAYGROUND 



16 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

CAPITAL MARKET 
DIMENSIONS 
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ICI Factbook 2015 

CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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Hedge Fund industry growth over the years 

CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 



25 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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CAPITAL MARKET 
DIMENSIONS 
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FLIGHT CONNECTIONS 
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EVERYONE FEELS TO BE BETTER 
THAN THE AVERAGE 
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ASSET ALLOCATION GENERATIONS 
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ASSET ALLOCATION 
GENERATIONS 

1GEN 2GEN 3GEN 

Single-Factor / Single 
Period Models 
Traditional Equity-Fixed 
Income Beta 

Multi-Factor / 
Multi-Period Models 
Multi-Asset-Diversification and 
globalisation of asset allocation 

Applied Behavioral  
Finance Methoden 
Dynamisation of Multi-Asset-Diversification, 
Risk factor diversification and pro-active 
reduction of behavior gab 

1950-2000  

2000-2010 

2010 -  
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REPRESENTATIVE PORTFOLIO STRATEGIES 
GENERATION ONE 

01 

LONG-ONLY 
PORTFOLIO 

02 03 04 

BUY & HOLD 
PORTFOLIO 

PERMANENT 
PORTFOLIO 

BALANCED 
PORTFOLIO 
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REPRESENTATIVE PORTFOLIO STRATEGIES 
GENERATION TWO 

01 

RISK PARITY 
PORTFOLIO 

02 03 04 

ENDOWMENT 
PORTFOLIO 

MOST DIVERSIFIED 
PORTFOLIO 

BEST-OF-TWO 
PORTFOLIO 
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ACADEMIC BUILDING BLOCKS OF THIRD 
GENERATION ASSET ALLOCATION 

1950er	 1960er	 1970er	 1980er	 1990er	 2000er	 2010er	

MPT	

Time	

Asset	
Allocation	
Model-	
Evolution	

CAPM	
Alpha	

Option	Pricing	
Financial	
Futures	
EMH	

APT	
	

Prospect-		
Theory	

Behavioural	
Finance	

AMH	

Tracker	Products	
State	Preference	

Model	

SINGLE-FACTOR MODEL 
SINGLE-PERIOD MODEL 

MULTI-FACTOR MODEL 
MULTI-PERIOD MODEL APPLIED BEHAVIORAL FINANCE 

Multi-Factor	
Return	Models	Portfolio-	

Insurance	

Structured	
Products	

Risk	Factor	
Investing	

GENERATION 1 GENERATION 2 GENERATION 3 
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GENERATIONS 1 & 2 
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NO CONSPIRACY  
AT WORK 
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TRADITIONAL ASSET ALLOCATION 
THE TRIUMVIRATE 

MPT 

EMH 

CAPM 
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MODERN PORTFOLIO THEORY 
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MODERN PORTFOLIO THEORY 

Harry M. Markowitz  
§  Father of MPT 
§  PhD-Publicationen 1952 („Portfolio Selection“)  
§  1959 („Portfolio Selection: Efficient Diversification of Investments“)   
§  1990 Nobel Laureate   
 
2 GOALS 
 
§  To academically reason and quantify an investor´s allocation decision 
§  To understand, which and how many securities should be added to a portfolio 

THE BEGINNING
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MODERN PORTFOLIO THEORY 

MPT	on	Diversi-ication	
	
Systematic	Risk		
=	non-diversiMiable	market	risk	
	
Unsystematic	Risk		
=	diversiMiable/speciMic	risk	
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MODERN PORTFOLIO THEORY 
ASSUMPTIONS 

NORMAL	DISTRIBUTION	OF	RETURNS											A	

CONSTANT	CORRELATION	BETWEEN	SECURITIES											B	

ALL	INVESTORS	OPTIMIZE	THEIR	UTILITY	FUNCTION	(MAX	MONEY,	NO	ALT)											C	

ALL	INVESTORS	ACT	RATIONAL	AND	RISK	AVERSE	(=MPT)											D	

ALL	INVESTORS	HAVE	ACCESS	TO	ALL	INFORMATION	AT	ANY	TIME											E	

NO	CONSIDERATION	OF	TRANSACTION	COSTS	AND	TAXES											F	

ALL	INVESTORS	ARE	PRICE	TAKERS											G	

ALL	INVESTORS	CAN	BORROW	UNLIMITED	AT	RISK	FREE	RATE										H	

ALL	SECURITIES	CAN	BE	TRADED	IN	ANY	FRACTIONS											I	
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Expected Return E(r) 

Standard Deviation σ(r) 

Increasing Utility 

E (rp) 

SD (rp) 

P 

MODERN PORTFOLIO THEORY 
EXAMPLE – ASSUMPTION C 

ALL	INVESTORS	OPTIMIZE	THEIR	UTILITY	FUNCTION	(MAX	MONEY,	NO	ALT)											C	
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1	

2	 3	
4	

Expected	Return	

Standard	Deviation	

v  2	over	1;	higher	E(r)		
v  2	over	3;	lower	SD	
v  4	ove	3;	higher	E(r)	

MODERN PORTFOLIO THEORY 
EXAMPLE – ASSUMPTION D 

ALL	INVESTORS	ACT	RATIONAL	AND	RISK	AVERSE	(=MPT)											D	
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MODERN PORTFOLIO THEORY 
RISK MEASURE – STANDARD DEVIATION 

BABABABBAAp wwww σσρσσσ ,
2222 2++=
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MODERN PORTFOLIO THEORY 
IT SUPPORT TOOLS 



55 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

MODERN PORTFOLIO THEORY 
EFFICIENT FRONTIER 

Exxon Mobil 

Coca Cola 

Standard Deviation 

Expected Return (%) 

40% in Coca Cola 
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MODERN PORTFOLIO THEORY 
MEAN VS MINIMUM VARIANCE 

Volatility (SD) 

E (r) 
(Expected Return) 

Single Securities 

Efficient Frontier 

CAL 
(Capital Asset Line) 

Rf 
(risk-free return) 

ORP Optimal Risky Portfolio 
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MODERN PORTFOLIO THEORY 
UTILITY FUNCTION 

Return 

Risk 

Low Risk 

High Return 

High Risk 

High Return 

Low Risk 

Low Return 

High Risk 

Low Return 
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TRADITIONAL ASSET ALLOCATION 
THE TRIUMVIRATE 

OPTIMAL RISKY PORTFOLIO 

MPT	|	MEAN	VS	MINIMUM	VARIANCE	
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CAPITAL ASSET PRICING MODEL 
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CAPM 

CAPM is an equilibrium model.  
Are expected return and real return 

in balance? 

It is categorized as single-factor 
model as the SML-slope only 

depends on one risk parameter - 
BETA. 

It is still heavily used in corporate 
finance and expected return 

estimations. 
CAPM does not indicate a price, 

only a risk/return profile. 
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CAPM 

CONVERSION	FROM	MPT	TO	CAPM	

. 

rf 

Risk Free  

Return     = 

Market Portfolio 

Market Return = rm  

BETA 1.0 

E(r)  
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CAPM 

 E(r) = rf + β ( rm - rf ) 

CAPM 
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VALUE AT RISK 
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VALUE AT RISK 

VaR answers the question: „How much can I lose?“ 
 

Value at Risk represents the maximum loss, given a certain holding period 
and a confidence interval. 

 
VaR was introduced early 1990s and increased its dominance ever since: 

§  Group of Thirty „Derivatives: Practices and Principles“ 
§  J.P. Morgan Risk MetricsTM 
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VALUE AT RISK 
EXCURSION – CONFIDENCE INTERVAL 
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VALUE AT RISK 
CALCULATION METHOD 
HISTORICAL SIMULATION 
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VALUE AT RISK 
CALCULATION METHOD 
HISTORICAL SIMULATION 

Pros 

•  Intuitive 
•  No assumption on return distribution required 
•  Applicable for non-linear instruments 

Cons 

•  Portfolio can change over time 
•  Last 100d might be non-representative 
•  All portfolio instruments require daily re-valuation 
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VALUE AT RISK 
CALCULATION METHOD 
VAR-COVAR 

Assumes	normal	distribution	of	returns.		
Requires	assumptions	on	E(r)	and	SD	of	a	security.		
	

Example	(QQQ)	
The	advantage	of	a	normal	distribution	is	to	automatically	
know	where	to	Mind	the	worst	1%	or	5%	of	daily	returns.	
Namely	at	z-scores	of	2,33,	respectively	1,65.		
	
	
	
	
SD	of	QQQ	during	observation	period	at	2,64%.		
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VALUE AT RISK 
CALCULATION METHOD 
VAR-COVAR 

PROS 

•  Simple calculation 
•  Risk Metrics has been improved significantly since – optionalities/

return assumptions 

CONS 

•  Problems with non-linearity or return distributions beyond normal 
•  Assumption of static variance and covariance 
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VALUE AT RISK 
CALCULATION METHOD 
MONTE CARLO SIMULATION 

PROS 

•  Flexible approach 
•  Any distribution can be assumed 
•  High number of scenarios can be created 

CONS 

•  Garbage in – Garbage out! 
•  Significant computer power needed 
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VALUE AT RISK 
ADVANCED VERSIONS 

Conditional Value at Risk | CVaR 
Das Conditional Value at Risk (CVaR), auch als Expected 
Shortfall (ES) bzw. Expected Tail Loss (ETL) bezeichnet , wird 
immer häufiger als Alternative zum VaR angewandt.  
 
Der CVaR gibt an, welche Abweichung bei Eintritt des 
Extremfalls, d.h. bei Überschreitung des VaR, zu erwarten ist.  
 
 
 
Modified Value at Risk | MVaR 
Um die Schwäche des VaR (Var/Kov) Modells, nämlich der 
Annahme einer Normalverteilung, zu eliminieren,  basiert das 
MVaR auf keiner speziellen Verteilung, sondern auf einer non-
parametrischen Schätzung des historischen VaR.  
 
Hierzu wir die Cornish-Fisher-Methode (nach E. A. Cornish and 
Ronald Aylmer Fisher) verwendet.  

LITERATURE	BOX	
“Robustness	of	CVaR	when	measuring	market	
risk	across	different	asset	classes“	Letmark,	2010		

„ModiMied	Value-at-Risk“,	Finanalytics,	2010	
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2GEN METHODS 
MULTI-FACTOR-RETURN-MODELS 
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ACADEMIC BUILDING BLOCKS OF THIRD 
GENERATION ASSET ALLOCATION 

1950er	 1960er	 1970er	 1980er	 1990er	 2000er	 2010er	

MPT	

Time	

Asset	
Allocation	
Model-	
Evolution	

CAPM	
Alpha	

Option	Pricing	
Financial	
Futures	
EMH	

APT	
	

Prospect-		
Theory	

Behavioural	
Finance	

AMH	

Tracker	Products	
State	Preference	

Model	

SINGLE-FACTOR MODEL 
SINGLE-PERIOD MODEL 

MULTI-FACTOR MODEL 
MULTI-PERIOD MODEL APPLIED BEHAVIORAL FINANCE 

Multi-Factor	
Return	Models	Portfolio-	

Insurance	

Structured	
Products	

Risk	Factor	
Investing	

GENERATION 1 GENERATION 2 GENERATION 3 
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2GEN METHOD  
MULTIPLE REGRESSION ANALYSIS 

EXMAMPLE	
Deutschen	Bank	Shares	(1998	–	2008)	



75 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

2GEN METHOD  
MULTIPLE REGRESSION ANALYSIS 
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2GEN METHOD  
ARCH-GARCH MODELS 

The	random	walk	hypothesis	follows	the	assumption	that	
stock	prices	move	randomly	over	time.	As	a	consequence,	
they	cannot	be	predicted	(conMirming	EMH).		
	

Originally	mentioned	by	Jules	Regnault	(1863)	and	
academically	postulated	by	Louis	Bachelier	(“The	Theory	of	
Speculation”,	1900).	Paul	Cootner,	MIT	Professor,	conMirmed	
the	assumption	in	1964	in	his	publication:	“The	Random	
Character	of	Stock	Market	Prices.”		
	

The	RWH	celebrated	a	breakthrough	in1973	thanks	to	
Princeton	Professor	Burton	Malkiel´s	famous	book:	“A	
Random	Walk	Down	Wall	Street”.		
	

Infobox:	BEHAVIOURAL	FINANCE	
BF	marked	a	RWT	counter-movement	–	see	
Andrew	Lo´s	„A	NON-RANDOM	WALK	DOWN	
WALL	STREET“	
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2GEN METHOD  
ARCH-GARCH MODELS 

	
HETEROSKEDASTICITY	
=	changing	dispersion	to	trend-line	in	a	time	series	
(weather)	

	

	

	

	

	

	

	HOMOSKEDASTICITY	
=	constant	dispersion	to	trend-line	in	a	time	series	

ARCH	=	AutoRegressive	Conditional	Heteroskedasticity		
(Engle,	1982,	Nobel	Price)	

GARCH	=	Generalized	AutorRegressive	Conditional	
Heteroskedasticity	(Bollerslev,	1986)	
	
Some	more:	NGARCH,	IGARCH,	EGARCH,	QGARCH	
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2GEN METHODS 
MULTI-ASSET-CONCEPT 

THE YALE ENDOWMENT PLAN 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 

Abstract:      
This paper examines the illiquidity premium in stock 
markets in 45 countries. The premium is the excess return 
on high-illiquidity stocks minus low-illiquidity stocks 
across volatility portfolios, after controlling for volatility.  
 
The average monthly premium is 0.95% (0.44%) for 
equally-weighted (value-weighted) portfolio return. After 
controlling for six common global and regional risk factors, 
the monthly alpha is 1.04% (0.54%).  
 
The premium is much higher for emerging markets 
than it is for developed ones and it is lower in countries 
with better disclosure and legal\governance rules. We 
document significant comovement of country illiquidity 
premium with both the global and regional average 
illiquidity premiums.  
 
Source 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 

LITERATURE	BOX	
”Yale Endowment Report“,	2015		
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 
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MULTI-ASSET-CONCEPT 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 

 

In June 2009 Yale´s Investment Committee voted for 
a significant SAA change: 

v  „The Committee approved an increase in the private equity target from 
21 percent to 26 percent to accommodate anticipated growth in 
private equity.” 

v  “For similar reasons, the University increased the real assets 
allocation from 29 percent to 37 percent exposure.“ 

v  “The increases in the illiquid asset classes were funded by a 6 
percentage point decrease in the absolute return target allocation to 15 
percent, a 5 percentage point decrease in the foreign equity target 
allocation to 10 percent, and a 2.5 percentage.” 

HIGH PERFORMANCE 
INVESTMENT TEAM 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 
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MULTI-ASSET-CONCEPT 
YALE ENDOWMENT PLAN 

2013 Yale Endowment Report 
Warning not to copy Yale if you don´t have 

the capacities 
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LET´S DECONSTRUCT SOME MYTHS 
OF 1GEN & 2GEN MODELS 
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ASSET ALLOCATION 
GENERATIONEN CONGRATULATIONS. YOU ARE FULLY RATIONAL. 
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1GEN & 2GEN 
ASSET ALLOCATION MYHTS 

M
YT

HS
 

NORMAL DISTRIBUTION OF RETURNS 

DIVERSIFICATION VIA HISTORICAL CORRELATION 

DIVERSIFICATION VIA MPT  

VaR-BASED RISK MANAGEMENT  

DIVERSIFICATION VIA DEVELOPED/EMERGING MARKET 
ALLOCATION 

HIGHER RISK = HIGHER RETURN 

BUY & HOLD 

DIVERSIFICATION VIA TRADITIONAL ASSET CLASSES 

1 

5 

6 

7 

8 

2 

3 

4 



91 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

DECONSTRUCTION OF MYTHS 
MYTH A – NORMAL DISTRIBUTION OF RETURNS 

Benoit	Mandelbrot	-	“Misbehaviour	of	
Markets”,	2004	

1 
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DECONSTRUCTION OF MYTHS 
MYTH A – NORMAL DISTRIBUTION OF RETURNS 

Nassim	Taleb		

LITERATURE	BOX	
„Fooled	by	Randomness“	Taleb	2001/2006	

„The	Black	Swan“	Taleb,	2007/2010	

1 
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DECONSTRUCTION OF MYTHS 
MYTH A – NORMAL DISTRIBUTION OF RETURNS 

Nassim	Taleb		

LITERATURE	BOX	
„WSJ	Interview“	N.	Taleb	2013	

„We never see black swans coming, but when they do arrive, they profoundly shape 
our world: Think of World War I, 9/11, the Internet, the rise of Google, ... 
 

Some made the mistake of thinking that I hoped to see us develop better methods 
for predicting black swans. Others asked if we should just give up and throw our 
hands in the air: If we could not measure the risks of potential blowups, what were 
we to do?  
 

The answer is simple: We should try to create institutions that won't fall apart when 
we encounter black swans—or that might even gain from these unexpected 
events.“ 

1 
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DECONSTRUCTION OF MYTHS 
MYTH A – NORMAL DISTRIBUTION OF RETURNS 

Welton Investment Corp. 

Empirical Study - S&P 500 
 
S&P500-Index from 1960-2010 
Effective distributino of returns (quarterly) 
 
A multiple of 5,3x vs normal distribution. 

LITERATURE BOX 
“Tail Risk About 5x Wores Than You May 
Think“ Welton, 2010 

1 
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MYTH 
DIVERSIFICATION VIA HISTORICAL CORRELATION 

Dispositionseffekt 
Der Dispositionseffekt besagt, dass Anleger 
tendenziell dazu neigen kleine Gewinne zu <realisieren und 
Verluste zu vergrößern.  

Eine Fortschreibung historischer Korrelationen ist 
falsch. Und doch beeinflussen historische Daten 

das Gegenwartsverhalten von Investoren. 

Overconfidence 
Menschen neigen generell dazu ihre eigenen Fähigkeiten 
zu überschätzen<<<.   

2 
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MYTH 
DIVERSIFICATION VIA 
HISTORICAL CORRELATION 

2 
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DECONSTRUCTION OF MYTHS 
MPT et al = DIVERSIFICATION 

NORMAL	DISTRIBUTION	OF	RETURNS											A	

CONSTANT	CORRELATION	BETWEEN	SECURITIES											B	

ALL	INVESTORS	OPTIMIZE	THEIR	UTILITY	FUNCTION	(MAX	MONEY,	NO	ALT)											C	

ALL	INVESTORS	ACT	RATIONAL	AND	RISK	AVERSE	(=MPT)											D	

ALL	INVESTORS	HAVE	ACCESS	TO	ALL	INFORMATION	AT	ANY	TIME											E	

NO	CONSIDERATION	OF	TRANSACTION	COSTS	AND	TAXES											F	

ALL	INVESTORS	ARE	PRICE	TAKERS											G	

ALL	INVESTORS	CAN	BORROW	UNLIMITED	AT	RISK	FREE	RATE										H	

ALL	SECURITIES	CAN	BE	TRADED	IN	ANY	FRACTIONS											I	

LITERATURE	BOX	
“Is	Portfolio	Theory	Harming	Your	
Portfolio?“		Vincent,	2011		

3 
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DECONSTRUCTION OF MYTHS 
MPT et al = DIVERSIFICATION 

3 
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DECONSTRUCTION OF MYTHS 
MPT et al = DIVERSIFICATION 

3 
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PERFECT VS  
GOOD ENOUGH 

3 
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MYTH 
VaR BASED RISK MANAGEMENT 

 
David Einhorn (HF Manager, Greenlight Cap) 

“VaR is like an Airbag that works all the time, except when you have a car 
accident.” 

 
Nassim Taleb 

“VaR ignores 2500 years of experience in favor of untested models built by 
non-traders. It  claims to estimate the risk of rare events, which is 

impossible. As such it gave false confidence.“ 
 

Joe Nocera (NYT) 
“VaR was very useful to risk experts, but nevertheless exacerbated the 

crisis by giving false security to bank executives and regulators. It is easy to 
misunderstand and dangerous when being misunderstood.” 

 
 

4 
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MYTH 
VaR BASED RISK MANAGEMENT 

KILLING VaR 

4 



103 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

MYTH 
DIVERSIFICATION VIA DEVELOPED/EMERGING MARKET ALLOCATION 

5 
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MYTH 
DIVERSIFICATION VIA DEVELOPED/EMERGING MARKET ALLOCATION 

5 
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MYTH 
HIGHER RISK = HIGHER RETURN 

Source: ‘ Popular Delusions’, 
SocGen Oct2011 

6 
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MYTH 
BUY & HOLD 

7 
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MYTH 
DIVERSIFICATION VIA TRADITIONAL ASSET CLASSES 

SOURCE 

8 
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MYTH 
DIVERSIFICATION VIA TRADITIONAL ASSET CLASSES 

8 
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ASSET ALLOCATION 
TAKE AWAYS 

TA
KE

 A
W

AY
S 

QN & QL Factors to be considered in evaluating risks 

Traditional asset classes offer deteriorating diversification effects 

One optimal portfolio for all investors 
- via Optimal Risky Portfolio – does not exist 

Distinction between SAA & TAA did not survive empirical test 

Don´t get distracted by asset allocation myths 

Stay away from falsified models 
(MPT, CAPM, VaR, etc.) 

EMH is falsified 

Random Walk is falsified 
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THE THIRD GENERATION 
BUILDING BLOCK 1 
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THE STARTING POINT 
POLICY PORTFOLIO & TRANSFORMATION PROCESSES 



112 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

THE GLOBAL CAPITAL STOCK 
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Panthera Solutions © 

THE GLOBAL CAPITAL STOCK 

LEVEL ONE - Global Capital Stock 

LEVEL TWO - Policy Portfolio 

LEVEL THREE - Investable Policy Portfolio 

Public Equity Private Equity Public Debt 
Securities 

Financial 
Institutions 

Bonds 

Nonfinancial 
Corporate 

Bonds 
Money Market Cash Securitized 

Loans 

Nonsecuritized 
Loans Real Estate Land 
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THE GLOBAL CAPITAL STOCK 

Source: Panthera Solutions computations on McKinsey, Deutsche Bank, BIS, OECD, La Salle, data. 
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THE GLOBAL CAPITAL STOCK 

Source: Panthera Solutions computations on McKinsey, Deutsche Bank, BIS, OECD, La Salle, data. 
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SCHUMPETER CYCLES AS STARTING POINT
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THE GLOBAL CAPITAL STOCK 
TRANSFORMATION PROCESSES 

KONDRATIEV WAVES 
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THE GLOBAL CAPITAL STOCK 
TRANSFORMATION PROCESSES 
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THE GLOBAL CAPITAL STOCK 
TRANSFORMATION PROCESSES 

BETWEEN KONDRATIEV AND BUSINESS CYCLES WE FIND THE  
 

SCHUMPETER WAVES = TRANSFORMATION PROCESSES = MEGATRENDS 
 

10-15Y / CREATIVE DESTRUCTION 
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REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 
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REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 
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REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 
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REAL ECONOMIC TRANSFORMATION 
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REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 



125 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 
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REAL ECONOMIC TRANSFORMATION 
PROCESSES AT WORK 

SHORT-TERM-ISM IN 
CAPITAL MARKETS 

A recent research study on UK pension funds found 
that in 2008 the pensions would typically give 
underperforming managers 20 months to recover from 
their poor performance before firing them. These days 
the window has dropped to just 12 months. The long-
term is becoming shorter and shorter all the time. 
 
QUELLE 
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TRANSFORMATION 
PROCESSES / 
IMPLEMENTATION 

		 Long-Term	Structural	Changes	 		 		 		 		 		 		 		

#	 Master	Trends		 	Subtrends	Level	I	 		 Subtrends	Level	II	 		 		 		 		 		

A	 	Technologischer	Wandel	 A.1	 	Beschleunigung	im	technologischen	Fortschritt	 A.1.1	 	Schwarmintelligenz:	Neue	soziale	Organisationsformen	 		 		 		 		
		 		 		 		 A.1.2	 	Weltweit	steigende	Durchdringung	an	Informations-	und	Kommunikationstechnologien	 		
		 		 		 		 A.1.3	 	Web	2.0:	Neue	Medien	erobern	den	Alltag	 		 		 		 		
		 		 		 		 A.1.4	 	Digitaler	Lebensstil:	Virtuelle	Realität	wird	real	(auch	für	virtuelle	Business	Welten)	 		 		
		 		 		 		 A.1.3	 Transparent	Society:	Überwachung	und	Kontrolle	(incl	QuantiMizierung	des	Individuums	durch	Self-Tracking)	
		 		 A.2	 	Neue	Basisinnovationen	 A.2.1	 	Graphene	 		 		 		 		 		

		 		 		 		 A.2.2	 	Bionik	 		 		 		 		 		
		 		 A.3	 	Technologische	Konvergenz	 A.3.1	 	Ambient	Intelligence:	Neue	Schnittstellen	und	OberMlächen	 		 		 		
		 		 		 		 A.3.2	 	Neurowissenschaften,	Künstliche	Intelligenz	und	Robotik	 		 		 		
		 		 		 		 A.3.3	 	Biologie	wird	zur	Leitwissenschaft	(see	A.2.2)	 		 		 		 		
		 		 		 		 A.3.4	 	IT	&	Nanotechnologie	als	zentrale	Konvergenztreiber	(Impulse	in	Feldern	wie	Medizin,	Energie,	Materialien)	
		 		 		 		 A.3.5	 	NBIC-Konvergenz	(NBIC	=	Nanotech,	Biotech,	Infotech	&	Cognitive	Science	 		 		
B	 	Ökonomischer	Wandel	 B.1	 	Wissensbasierte	Ökonomie	 B.1.1	 	Bildung	und	Lernen	als	Fundament	für	neue,	globale	Wissenselite	-	kreative	Klasse	 		 		
		 		 		 		 B.1.2	 	Innovation	als	zentraler	Treiber	und	Wettbewerbsfaktor	 		 		 		
		 		 		 		 B.1.3	 	Fortschreitende	Automatisierung	(Vom	Produktions-	über	den	Service-	in	den	Wissenssektor)	 		
		 		 		 		 B.1.4	 	Dynamisierung	der	Arbeit	(orts-	und	zeitungebunden);	Mlexible	interaktive	Arbeitsstrukturen	 		
		 		 B.2	 	Business	Ökosysteme	 B.2.1	 	Offene	Systeme	und	Netzwerke:	Grenzen	von	Branchen,	Märkten	und	Unternehmen	lösen	sich	auf	 		
		 		 		 		 B.2.2	 	Neue	Wertschöpfungsnetze	(Kundenintegration,	Coopetition)	 		 		 		
		 		 		 		 B.2.3	 	Business	Mashups:	Schnittstellen	produzieren	neue	Märkte	 		 		 		
		 		 		 		 B.2.4	 	New	Power	Brokers	 		 		 		 		 		
C	 	Demographischer	Wandel	 C.1	 	Globales	Bevölkerungswachstum	 C.1.1	 	Geburtenboom	in	Entwicklungsländern	 		 		 		 		
		 		 		 		 C.1.2	 	Bevölkerungsschrumpfung	im	Westen	 		 		 		 		 		
		 		 		 		 C.1.3	 	Steigender	Altenquotient	in	Industrienationen	 		 		 		 		
		 		 		 		 C.1.4	 	Urbanisierung	/	Starkes	Wachstum	von	Megacitys	/	Open	Source	City	 		 		 		
		 		 		 		 C.1.5	 	Entwicklung	angepasster	Infrastrukturlösungen	 		 		 		 		
		 		 		 		 C.1.6	 	Neue	Wohn-,	Lebens-	und	Partizipationsformen	 		 		 		 		
		 		 		 		 C.1.7	 	Anwachsende	Migrationsströme	 		 		 		 		 		
		 		 C.2	 	Gesundheit	 C.2.1	 	Steigendes	Gesundheitsbewusstsein	und	zunehmende	Selbstverantwortung	 		 		
		 		 		 		 C.2.2	 	Health	Tech	-	Health	Style	 		 		 		 		 		
		 		 		 		 C.2.3	 	Neue	Nahrungsmittel	(Functional	Food,	Gen	Food,	Novel	Food)	 		 		 		
		 		 		 		 C.2.4	 	Neue	Konvergenzmärkte	(Ernährung	-	Pharma	-	Medizin	-	Kosmetik)	 		 		 		
D	 	Ökologischer	Wandel	 D.1	 	Green	Energy	 D.1.1	 	EnergieefMizienz-Revolution	 		 		 		 		 		
		 		 		 		 D.1.2	 	Dezentrale	Energieversorgung	 		 		 		 		 		
		 		 		 		 D.1.3	 	Alternative	Energiequellen	 		 		 		 		 		
		 		 D.2	 	Endliches	Okosystem	 D.2.1	 	Wasserknappheit	 		 		 		 		 		
		 		 		 		 D.2.2	 	Steigende	non-renewable	Ressourcenknappheit	 		 		 		 		
		 		 		 		 D.2.3	 	Umweltschaeden	durch	wachsenden	Rohstoffverbrauch	 		 		 		
E	 	Globalisierung	 E.1	 	Steigende	Interdependenz	von	Volkswirtschaften	 E.1.1	 	Integration	von	Welthandel	und	Finanzmarkt	 		 		 		 		

		 		 		 		 E.1.2	 	Steigende	Mobilität	von	Individuen	und	Ideen	 		 		 		 		
		 		 		 		 E.1.3	 	Oekonomische	Machtbalance	verschiebt	sich	Richtung	EM	 		 		 		
		 		 		 		 E.1.4	 	Abbau	von	weltweiten	Schuldenbergen	und	Imbalances	 		 		 		
		 		 		 		 E.1.5	 	Global	Champions	 		 		 		 		 		
		 		 		 		 E.1.6	 	Wachsende	Mittelschicht	in	Entwicklungslaendern	 		 		 		 		
		 		 E.2	 	Weltrisikogesellschaft	 E.2.1	 	Schwelende	soziale/kulturelle	KonMlikte	und	gescheiterte	Staaten	 		 		 		
		 		 		 		 E.2.2	 	Globaler	Terrorismus	 		 		 		 		 		
		 		 		 		 E.2.3	 	Verbreitung	von	Massenvernichtungswaffen	 		 		 		 		
		 		 E.3	 	Globalisierter	Individualismus	 E.3.1	 	Verändertes	BeziehungsgeMlecht:	Wenige	starke,	viele	lose	Bindungen	 		 		
		 		 		 		 E.3.2	 	Vom	Massenmarkt	zum	Mikromarkt	 		 		 		 		 		
		 		 		 		 E.3.3	 	Selbstversorgung	und	Do-it-Yourself-Ökonomie	 		 		 		 		
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TRANSFORMATION  
PROCESSES 

MEASURABLE REPLICABLE 

TWO SELECTION CRITERA FOR TRANSFORMATION PROCESSES 
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BUILDING BLOCK 1 
AVOID MARKET TIMING 
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TRADITIONAL TRIANGLE 
ON MARKET TIMING 

SAA		
(Policy	Allocation)	

TAA		
(Market	Timing)	

Product	
Selection	

Traditional		
Allocation		
Triangle	
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ON MARKET TIMING 
 



132 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

ON MARKET TIMING 
 

SOURCE 
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ON MARKET TIMING 

HOW WELL DO MARKET 
PREDICTIONS WORK? 
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ON MARKET TIMING 

HOW WELL DO MARKET 
PREDICTIONS WORK? 

William	Sherden,	“The	Fortune	Sellers”,	Wiley,	1998	
Sherden	reviewed	the	leading	research	and	forecasting	accuracy		
from	1979	to	1995	and	forecasts	made	from	1970	to	1995.	He	concluded:	
	
v  Economists	cannot	predict	the	turning	points	in	the	economy.	Of	the	48	predictions	made	by	

economists,	46	missed	the	turning	points.	

v  Economists´	forecasting	skill	is	about	as	good	as	guessing.	For	example,	even	the	economists	who	
directly	or	indirectly	run	the	economy,	the	Fed,	the	Council	of	Economic	Advisors	and	the	CBO,	had	
forecasting	records	that	were	worse	than	pure	chance.		

v  There	are	no	economic	forecasters	who	consistently	lead	the	pack	in	forecasting	accuracy.	

v  There	are	no	economic	ideologies	whose	adherents	produce	consistently	superior	economic	forecasts.	

v  Increased	sophistication	provides	no	improvement	in	economic	forecasting	accuracy.	

v  Consensus	forecasts	offer	little	improvement	

v  Forecasts	may	be	affected	by	psychological	bias.	Some	economists	are	perpetually	optimistic	and	others	
perpetually	pessimistic	
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ON MARKET TIMING 

Source: Behavioural Investing 
(2007, James Montier) 
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ON MARKET TIMING 
 

Michael	McCracken,“How	Accurate	are	
forecasts	in	a	recession”,	Federal	Reserve	
Bank	of	St	Louis,	2009	
	
He	provided	further	evidence	on	the	failure	of	
economic	forecasts	to	get	it	right	when	it	is	most	
important.	He	reviewed	26y	of	quarterly,	one-year-
ahead	mean	SPF	forecasts	from	Q3/1981	until	
Q3/2007.	He	found	that	forecaster	errors	were	4x	
larger	when	the	economy	was	in	recession	than	when	
it	was	not.		

Stephen	Gould,	“Full	House”,	Harmony,	1996	
Probably	more	intellectual	energy	has	been	invested	in	
discovering	(and	exploiting)	trends	in	the	stock	market	
than	in	any	other	subject	–	for	the	obvious	reason	that	
stakes	are	so	high,	as	measured	in	the	currency	of	our	
culture.	The	fact	that	no	one	has	ever	come	close	
to	-inding	a	consistent	way	to	beat	the	system	–	
despite	intense	efforts	by	some	of	the	smartest	
people	in	the	world	–	probably	indicates	that	
such	causal	trends	do	not	exist,	and	that	
sequences	are	effectively	random.	
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ON MARKET TIMING 10 things economists won't tell you 
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ON MARKET TIMING 
 

QUELLE 

(...) that the accuracy of IMF short-term forecasts is 
comparable to that of private forecasts. Both tend to 
overpredict GDP growth significantly during regional or 
global recessions, as well as during crises in individual 
countries” (IMF 2014) 

QUELLE 
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ON MARKET TIMING 
 

QUELLE 
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ON MARKET TIMING 
SOLDIERS OF FORTUNE 
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ON MARKET TIMING 
SOLDIERS OF FORTUNE 
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ON MARKET TIMING 
AT A GLANCE 

PEOPLE WHO CANNOT PREDICT MARKETS 
1. Hedge Funds Manager 
2. Wall Street’s Top Strategists 
3. Technical Analysts 
4. Day-trader 
5. Swing-trader 
6. Authors of Newslettes and Books 
7. Journalists 
8. Wealth Manager 
9. Your Dentist 
10. Leading Finance Professors 
11. Renowned Economists 
12. Bloggers and Columnists 
13. Tweeters 
14. Horses that tap with their hooves 
15. Astrologists 
16. Value Investors 
17. Investment clubs 
18. Message board Aficionados 
19. TV Hosts 
20. Mutual Fund Manager 
21. Sell-side Analysts 
22. ETF Structurers 
23. Institutional Investors 
24. Me 
25. You 
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ON MARKET TIMING 
BUT SOME TRY AND TRY .. 
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ON MARKET TIMING 
BUT SOME TRY AND TRY .. 

SOURCE 

Commonly used ratios hardly 
provide forecasting accuracy 
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ON MARKET TIMING 
BUT SOME TRY AND TRY .. 
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ON MARKET TIMING 
BUT SOME TRY AND TRY .. 
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ON MARKET TIMING 

"The only function of 
economic forecasting is to 

make astrology look 
respectable." 

Daryl Jones 
Hedgeye Risk Management 
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TAKE AWAYS 

MACRO 
ESSENTIALS 

Interconnectivity of the world economy will further increase 

Liquidity disappears when needed the most 

Complex systems require safety nets 

Specialisation implicitly carries a tipping point towards instability 

Anlage-Unterscheidung von Developed & Emerging Markets nicht mehr adäquat 

Coverage of structural inefficiencies of the world economy as starting point in portfolio 
construction 

Timing of business and economic cycles = dysfunctional 
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DISLOCATION OF INVESTMENTS 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

Mark	Carhart,	Jennifer	Carpenter,	
“Mutual	Fund	Survivorship,”	Review	of	
Fin.	Studies,	2002	
	
Analyzed	the	performance	of	2071	equity	funds	for	
the	period	1962-1995.	They	found	that	the	average	
actively	managed	mutual	fund	underperformed	its	
appropriate	passive	benchmark	on	a	pretax	basis	by	
about	1.8%	per	annum.		

Mark	Carhard,	“On	Persistence	in	Mutual	
Fund	Performance,”	Journal	of	Finance,	
March	1997	
	
Carhard	Conclusions:	
There	was	no	persistence	in	performance	
beyond	what	would	be	randomly	expected	–	
the	past	performance	of	active	managers	is	a	poor	
predictor	of	their	future	performance.	
	
Expenses	both	reduce	returns	on	a	one-for-one	basis	
and	explain	much	of	the	persistent	long-term	under-
performance	of	mutual	funds	Turnover	reduces	
pretax	returns	by	almost	1%	of	the	value	of	trade	
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

Morningstar	“FundInvestor”,	Nov2009	
	
About	its	5	star	funds	
v  The	2004	class	of	5*	domestic	funds	had	a	Mive-

year	rating	of	just	3.2,	just	slightly	above	
average.	And,	as	we	have	seen.	The	average	
fund	has	underperformed	its	risk	adjusted	
benchmark	by	close	to	2%.	

v  The	2005	group	of	5*	funds	had	a	3y	rating	of	
just	3.1	

v  The	2006	group	had	a	3y	rating	of	just	2.9	

Christopher	Philips,	Francis	Kinnery,	
“Mutual	Fund	Ratings	and	Future	
Performance”,	Vanguard	Institute,	Feb10	
	
They	examined	the	excess	returns	over	the	3y	period	
following	a	given	rating.	They	chose	the	3y	rating	period	
because	Morningstar	requires	at	least	3y	of	performance	
data	to	generate	a	rating	and	investment	committees	
typically	use	a	3y	window	to	evaluate	the	perf	of	their	
managers.	Period	covered	was	June	30,	1992	through	
August	31,	2009.	Their	summary:	
	
v  39%	of	funds	with	5*	ratings	outperformed	their	style	

benchmarks	for	the	36	months	following	the	rating,	
while	46%	of	1*	funds	did.	

v  Most	of	the	star-rating	groups	produced	negative	
excess	returns	in	the	succeeding	3y.	Even	worse,	the	
4*	and	5*	Migures	were	more	negative	than	those	of	
lower-rated	groups.	

v  Higher	ratings	in	no	way	ensure	that	an	investor	
would	increase	his	or	her	odds	of	outperforming	a	
style	benchmark	in	subsequent	years.	
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

Marlena	Lee,	“Is	there	skill	among	active	bond	managers?”,	December	2009	
	
Lee	studied	the	performance	of	2353	bond	funds	over	the	period	1991-2008,	which	included	
investment	grade,	high-yield	and	gov	bond	funds.	Her	Mindings:	
	
v  Actively	managed	bond	funds	underperformed	by	an	amount	roughly	equal	to	fees	
v  Expense	ratios	were	a	good	predictor	of	performance	
v  Good	past	performance	did	not	predict	good	future	performance.	There	was	no	evidence	of	

positive	after-cost	expected	alphas,	even	n	the	top	percentile	of	funds	
v  Underperformance	of	loser	funds	persisted	for	several	years.	Most	of	the	persistence	in	loser	

returns	could	be	attributed	to	fees.		
v  Collectively,	investors	in	active	bond	funds	lose	about	90	bps	per	year.	

SWENSEN	agrees	
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

 
Abstract:      
In this paper we examine how the relationship between mutual fund benchmark returns and subsequent net annual flows 
differs in up and down markets.  
 
We also find that that funds that underperform their benchmark index in down markets have significantly less net flows 
than similarly underperforming funds do in up markets.  
 
In down markets the incentive for active mutual fund managers is to closet index as the benefits of 
outperforming the benchmark in terms of net flows are low and the costs of underperforming the 
benchmark in terms of net flows are high.  
 
Conversely, active management makes more sense in up markets as the  
benefits of outperforming the benchmark in terms of net flows are large and the costs of underperforming the benchmark 
in terms of net flows are relatively low.  
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

ACTIVE	SHARE	RULES	-	LITERATURE	
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

10 things, a Mutual Fund Manager  
will not say to you .. 
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DISLOCATION OF INVESTMENTS 
MUTUAL FUNDS 

MARKET RETURN 

COST PENALTY 

BEHAVIOR GAP PENALTY 

INVESTOR RETURN 
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THE THIRD GENERATION 
BUILDING BLOCK 2 
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REDEFINING RISK 
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REDEFINING RISK 
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REDEFINING RISK 

Market Risk Equity Risk Property Risk Interest Rate 
Risk 

Credit Risk 
Default/

Downgrade 
Risk 

Spread Risk Reinsurer 
Credit Risk 

Liability Risk Catastrophe 
Risk Longevity Risk Business Risk 

Volume Risk Expense Risk Pricing Risk Operational 
Risk 

Liquidity Risk Counterparty 
Risk Structural Risk 

A NEW DEFINITION OF RISK 
WILL HAVE TO INCORPORATE 

MULTIPLE QUANTITATIVE AND 
QUALITATIVE RISK FACTORS 
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REDEFINING RISK 
NEW HYPOTHESES 

H1 A DYNAMIC STRATEGIC ASSET ALLOCATION (DSAA) IS THE BEST RISK MANAGEMENT 

H2 RISK MANAGEMENT DOES NOT ONLY BEGIN AFTER AN ALLOCATION DECISION 

H3 TAIL RISK MANAGEMENT IS PART OF DSAA 
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REDEFINING RISK 
SYSTEM THEORY 
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REDEFINING RISK 

BLACK SWAN GREY SWAN WHITE SWAN 

UNCERTAINTY	 RISK	 RISK	

UNKNOWN	UNKNOWNS	 UNKNOWN	KNOWNS	 KNOWN	KNOWNS	
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REDEFINING RISK 
STATE PREFERENCE MODEL 
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REDEFINING RISK 
ADAPTIVE MARKETS 

Professor	Andrew	Lo	(MIT):	
	
	“The	Adaptive	Markets	Hypothesis:		
Market	Ef-iciency	from	an	Evolutionary	
Perspective”	(2004)	
	
Combination	of	neuro-science,	evolution	and	econometrics.	
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REDEFINING RISK 
ADAPTIVE MARKETS 

Efficient Market Hypothesis Adaptive Market Hypothesis 

Rational Expectations Adaptive Expectations 

Optimizing Behaviour Satisficing Behaviour 

No Free Lunch No Free Lunchplans 

Risk/Reward Relation Fear/Greed vs Logic 

Static Linear Models Dynamic Nonlinear Models 

Homogeneous Agents Heterogeneous Agents 

Mathematical Rigor Biological Rigor 

Empirical Rejections Empirical Confirmations 

"Risk management is always and 
everywhere multi-faceted. But before 
you decide what’s important, and 
what’s not, it’s critical to recognize 
that you’re destined to oversee, or 

at least suffer, multiple risks." 

Andrew Lo 
MIT Sloan School of Management 
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RISK FACTOR DIVERSIFICATION  
VS FACTOR BASED INVESTING 
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REDEFINING RISK 

HOW TO ISOLATE RISK FACTORS?
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RISK FACTOR DIVERSIFICATION 

LITERATURE	BOX	
“Long	Term	Investors	And	Their	Asset	
Allocation“		IMF,		2011		
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RISK FACTOR DIVERSIFICATION 
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RISK FACTOR DIVERSIFICATION 

RISK FACTOR DEFINITION 
 

"Factors are the smallest 
systematic (or nonidiosyncratic) 
units that influence investment 
return and risk characteristics.  

 
They include such elements as 

inflation, GDP growth, currency, and 
convexity of returns,“ 

 
(CFA Institute) 
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RISK FACTOR DIVERSIFICATION 
Analogy 
Asset Class = Molecule 
Risk Factor = Atom 

Level II Level III 

Atom (ancient greek: ἄτομος, „the 
undividable“; 450 BC / Demokrit)  
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RISK FACTOR DIVERSIFICATION 
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RISK FACTOR DIVERSIFICATION 



179 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

RISK FACTOR DIVERSIFICATION 
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RISK FACTOR DIVERSIFICATION 
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RISK FACTOR DIVERSIFICATION 
DATA SNOOPING 1 

Meta-Study on 315 Factors, 
collected in 312 publications 

of Top Tier Journals. Only 
between 2010-2012 

literature came up with  59 
(!) new factors.  

DATA SNOOPING 2 
Meta-Study on 600 (!) in 

popular science journals. In 
49% of all factors, out-of-
sample tests have shown 

NO or even NEGATIVE 
premia. 
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RISK FACTOR DIVERSIFICATION 
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RISK FACTOR DIVERSIFICATION 

Value, momentum and low-volatility factor 
premiums in the equity market still deliver out of 
sample 

http://papers.ssrn.com/sol3/papers.cfm?
abstract_id=2626336  

Fama/French confirm the above in a 2015 paper 
on international scope 
http://papers.ssrn.com/sol3/papers.cfm?
abstract_id=2622782  
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CAUSALITY INSTEAD OF 
CORRELATION 
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CAUSALITY ANALYSIS 
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CAUSALITY ANALYSIS 
FINTECH SUPPORT 
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CAUSALITY ANALYSIS 
FINTECH SUPPORT 
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CAUSALITY ANALYSIS 
FINTECH SUPPORT 
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THE THIRD GENERATION 
BUILDING BLOCK 3 
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ON THE EXISTANCE OF COGNITIVE BIASES 
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 

BIOLOGICAL 
EVOLUTION SOCIOCULTURAL 

EVOLUTION 

SLOW 

FAST 
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 

Our rationality is located in the 
prefrontal cortex.  

 
Scientists have overestimated the relevance 

of the prefrontal cortex in our decision 
making process. 

 
No human being acts fully rational. 
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 

In Pinna's illusory intertwining effect, shown here in an 
illustration by Jochen Burghardt, colors give the illusion 
that circles are intertwining (they are actually concentric).  
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 

Anscombe's quartet comprises four datasets that have nearly 
identical simple statistical properties, yet appear very different 
when graphed. Each dataset consists of eleven (x,y) points. They 
were constructed in 1973 by the statistician Francis Anscombe 
to demonstrate both the importance of graphing data before 
analyzing it and the effect of outliers on statistical properties. 

For all four datasets: 
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ON THE EXISTENCE OF  
OF COGNITIVE BIASES 

DEFINITION 
Cognitive dissonance occurs in the mind of an individual 
when a theoretical belief system is confronted by factual 
evidence demonstrating outcomes contrary to what 
theories dictate should occur. 
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MANAGING COGNITIVE BIASES 
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ANIMAL SPIRITS MANAGEMENT

PRO-ACTIVE MANAGEMENT  
OF COGNITIVE BIASES 
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IT IS GETTING PERSONAL. 
INEVITABLY. 

PRO-ACTIVE MANAGEMENT  
OF COGNITIVE BIASES 
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    “Faced with the choice between changing one’s mind and 
proving that there is no need to do so, almost everyone gets busy 

on the proof.” 
 

         — John Kenneth Galbraith 

PRO-ACTIVE MANAGEMENT  
OF COGNITIVE BIASES 



202 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

Behavioral Finance is seen as en vogue. 
Just a fashion? 

PRO-ACTIVE MANAGEMENT  
OF COGNITIVE BIASES 
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RISK TAKING ATTITUDE 
TRAINED AND NOT GENETICALLY DETERMINED 
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CHANGING INVESTOR BEHAVIOR 
FEAR AND GREED ARE STRONGER THAN LONG-TERM RESOLVE 
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EVIDENCE UNEQUALS EVIDENCE 

Nicht alle auf Computermodellen basierenden Anlagestrategien sind einer Studie zufolge zuverlässig und fundiert. Modelle, bei denen Käufe und Verkäufe von Wertpapieren auf historischen 
Markttrends beruhen, sind nach Einschätzung der 126 Jahre alten "American Mathematical Society" im Allgemeinen nicht wissenschaftlich gestützt, da es beim Back-Testing Schwachstellen gebe.   
 
Overfitting im Backtest als Riesenproblem  
Man unterstelle nicht, dass diese technischen Analysten, quantitativen Forscher oder Fondsmanager "Quacksalber" seien, erklären David H. Bailey, Forschungsstipendiat der University of 
California und seine drei Mitautoren. Die Manager von Hedgefonds wüssten oft nicht, dass die meisten Back-Tests, die ihnen Wissenschaftler und Analysten vorlegen, nutzlos sein dürften.  
Strategien, die Computermodelle zur Vorhersage von künftigen Marktbewegungen benutzen, basierten oft auf selektiven historischen Daten, heißt es in dem Papier. Das Ergebnis führe zur einer 
Verbreitung von Investmentprodukten, die in irreführender Weise als mathematisch einwandfrei vermarktet würden, so die Forscher.  
 
Die Datenauswahl, ein entscheidender Punkt  
Bei der Erprobung von Investmentmodellen kann ein Wissenschaftler oder Finanzmanager die Datenreihe präzisieren und bestimmte Daten außen vor lassen. Dieser Prozess der Korrektur eines 
Modells an einem vorgegebenen Datensatz wird als Überanpassung oder “Overfitting” bezeichnet. Dabei ist es das Ziel, die Performance der Strategie zu maximieren.   
 
Analogie zur Medizinforschung  
Den Forschern zufolge ist die Lage in der medizinischen Forschung ähnlich. Dort würden Medikamente an tausenden Patienten getestet, doch nur die besten Resultate würden veröffentlicht. “Solch 
ein Verhalten ist unwissenschaftlich - geschweige denn gefährlich und teuer”, erklären die Autoren der Abhandlung. Es ist eines der ersten Papiere der American Mathematical Society in Providence, 
Rhode Island, zum Thema Finanzmathematik.  
   
In der Abhandlung wird kritisiert, dass damit ein Eindruck von Wissenschaftlichkeit vermittelt werde. Populäre Wendungen wie Fibonacci-Zahlen, Elliott-Wellen und Stochastic-Oszillator “erinnern an 
präzise mathematische Konzepte”, auch wenn sie in einer “wissenschaftlich anfechtbaren” Art und Weise eingesetzt würden, erklären die Autoren.  
   
Hat man zu lange geschwiegen?  
Mit ihrer Studie wollen die Autoren die Unzulänglichkeiten von historischen Simulationen ins Zentrum der Aufmerksamkeit rücken, was ihrer Einschätzung nach längst überfällig ist. “Bereits im 18. 
Jahrhundert haben Physiker den Unsinn der Astrologen enttarnt”, schrieben sie. “Doch die Mathematiker im 21. Jahrhundert hüllen sich enttäuschender Weise weiter in Schweigen, wenn es um jene 
in der Investment-Gemeinschaft geht, die - wissentlich oder nicht - mathematische Techniken wie Wahrscheinlichkeitsrechnung, Statistiken sowie stochastische Differenzial- und Integralrechnung 
missbrauchen. Unser Schweigen ist Zustimmung, es macht uns zu Komplizen bei diesen Missbräuchen.” 
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EVIDENCE UNEQUALS EVIDENCE 
STOP HARKing! 

Nicht alle auf Computermodellen basierenden Anlagestrategien sind einer Studie zufolge zuverlässig und fundiert. Modelle, bei denen Käufe und Verkäufe von Wertpapieren auf historischen 
Markttrends beruhen, sind nach Einschätzung der 126 Jahre alten "American Mathematical Society" im Allgemeinen nicht wissenschaftlich gestützt, da es beim Back-Testing Schwachstellen gebe.   
 
Overfitting im Backtest als Riesenproblem  
Man unterstelle nicht, dass diese technischen Analysten, quantitativen Forscher oder Fondsmanager "Quacksalber" seien, erklären David H. Bailey, Forschungsstipendiat der University of 
California und seine drei Mitautoren. Die Manager von Hedgefonds wüssten oft nicht, dass die meisten Back-Tests, die ihnen Wissenschaftler und Analysten vorlegen, nutzlos sein dürften.  
Strategien, die Computermodelle zur Vorhersage von künftigen Marktbewegungen benutzen, basierten oft auf selektiven historischen Daten, heißt es in dem Papier. Das Ergebnis führe zur einer 
Verbreitung von Investmentprodukten, die in irreführender Weise als mathematisch einwandfrei vermarktet würden, so die Forscher.  
 
Die Datenauswahl, ein entscheidender Punkt  
Bei der Erprobung von Investmentmodellen kann ein Wissenschaftler oder Finanzmanager die Datenreihe präzisieren und bestimmte Daten außen vor lassen. Dieser Prozess der Korrektur eines 
Modells an einem vorgegebenen Datensatz wird als Überanpassung oder “Overfitting” bezeichnet. Dabei ist es das Ziel, die Performance der Strategie zu maximieren.   
 
Analogie zur Medizinforschung  
Den Forschern zufolge ist die Lage in der medizinischen Forschung ähnlich. Dort würden Medikamente an tausenden Patienten getestet, doch nur die besten Resultate würden veröffentlicht. “Solch 
ein Verhalten ist unwissenschaftlich - geschweige denn gefährlich und teuer”, erklären die Autoren der Abhandlung. Es ist eines der ersten Papiere der American Mathematical Society in Providence, 
Rhode Island, zum Thema Finanzmathematik.  
   
In der Abhandlung wird kritisiert, dass damit ein Eindruck von Wissenschaftlichkeit vermittelt werde. Populäre Wendungen wie Fibonacci-Zahlen, Elliott-Wellen und Stochastic-Oszillator “erinnern an 
präzise mathematische Konzepte”, auch wenn sie in einer “wissenschaftlich anfechtbaren” Art und Weise eingesetzt würden, erklären die Autoren.  
   
Hat man zu lange geschwiegen?  
Mit ihrer Studie wollen die Autoren die Unzulänglichkeiten von historischen Simulationen ins Zentrum der Aufmerksamkeit rücken, was ihrer Einschätzung nach längst überfällig ist. “Bereits im 18. 
Jahrhundert haben Physiker den Unsinn der Astrologen enttarnt”, schrieben sie. “Doch die Mathematiker im 21. Jahrhundert hüllen sich enttäuschender Weise weiter in Schweigen, wenn es um jene 
in der Investment-Gemeinschaft geht, die - wissentlich oder nicht - mathematische Techniken wie Wahrscheinlichkeitsrechnung, Statistiken sowie stochastische Differenzial- und Integralrechnung 
missbrauchen. Unser Schweigen ist Zustimmung, es macht uns zu Komplizen bei diesen Missbräuchen.” 

Confirmation comes from repetition. Any attempt 
to avoid this statement leads to failure and more 

probably to destruction. 

If we truly wanted to become better investors then we'd pre-register our 
hypotheses - including our expected timescales - and then measure our results 
against the results. Doubtless the outcome would frequently be embarrassing, 
but the evidence that we do have suggests that getting real feedback about our 
performance is the only way to improve predictive capability in complex 
systems like the stockmarket. 
 
The other thing this would do would be to force us to face up to the reality that 
we can be successful by luck and can fail through no fault of our own. In 
complex adaptive systems we simply cannot predict every possible situation, 
we can only hope to be able to predict a little better than average. But a little 
better is enough to make a turn, so every percentage point improvement we 
can make is worth it.  

(Hypothesising After Results are Known)  

SOLUTION Pre-Register 
The best solution to this we've yet found is known as 
pre-registration: studies have to be registered in 
advance, and the hypotheses under investigation 
stated up front before the research is done.  
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EVIDENCE UNEQUALS EVIDENCE 
STOP HARKing! 

Nicht alle auf Computermodellen basierenden Anlagestrategien sind einer Studie zufolge zuverlässig und fundiert. Modelle, bei denen Käufe und Verkäufe von Wertpapieren auf historischen 
Markttrends beruhen, sind nach Einschätzung der 126 Jahre alten "American Mathematical Society" im Allgemeinen nicht wissenschaftlich gestützt, da es beim Back-Testing Schwachstellen gebe.   
 
Overfitting im Backtest als Riesenproblem  
Man unterstelle nicht, dass diese technischen Analysten, quantitativen Forscher oder Fondsmanager "Quacksalber" seien, erklären David H. Bailey, Forschungsstipendiat der University of 
California und seine drei Mitautoren. Die Manager von Hedgefonds wüssten oft nicht, dass die meisten Back-Tests, die ihnen Wissenschaftler und Analysten vorlegen, nutzlos sein dürften.  
Strategien, die Computermodelle zur Vorhersage von künftigen Marktbewegungen benutzen, basierten oft auf selektiven historischen Daten, heißt es in dem Papier. Das Ergebnis führe zur einer 
Verbreitung von Investmentprodukten, die in irreführender Weise als mathematisch einwandfrei vermarktet würden, so die Forscher.  
 
Die Datenauswahl, ein entscheidender Punkt  
Bei der Erprobung von Investmentmodellen kann ein Wissenschaftler oder Finanzmanager die Datenreihe präzisieren und bestimmte Daten außen vor lassen. Dieser Prozess der Korrektur eines 
Modells an einem vorgegebenen Datensatz wird als Überanpassung oder “Overfitting” bezeichnet. Dabei ist es das Ziel, die Performance der Strategie zu maximieren.   
 
Analogie zur Medizinforschung  
Den Forschern zufolge ist die Lage in der medizinischen Forschung ähnlich. Dort würden Medikamente an tausenden Patienten getestet, doch nur die besten Resultate würden veröffentlicht. “Solch 
ein Verhalten ist unwissenschaftlich - geschweige denn gefährlich und teuer”, erklären die Autoren der Abhandlung. Es ist eines der ersten Papiere der American Mathematical Society in Providence, 
Rhode Island, zum Thema Finanzmathematik.  
   
In der Abhandlung wird kritisiert, dass damit ein Eindruck von Wissenschaftlichkeit vermittelt werde. Populäre Wendungen wie Fibonacci-Zahlen, Elliott-Wellen und Stochastic-Oszillator “erinnern an 
präzise mathematische Konzepte”, auch wenn sie in einer “wissenschaftlich anfechtbaren” Art und Weise eingesetzt würden, erklären die Autoren.  
   
Hat man zu lange geschwiegen?  
Mit ihrer Studie wollen die Autoren die Unzulänglichkeiten von historischen Simulationen ins Zentrum der Aufmerksamkeit rücken, was ihrer Einschätzung nach längst überfällig ist. “Bereits im 18. 
Jahrhundert haben Physiker den Unsinn der Astrologen enttarnt”, schrieben sie. “Doch die Mathematiker im 21. Jahrhundert hüllen sich enttäuschender Weise weiter in Schweigen, wenn es um jene 
in der Investment-Gemeinschaft geht, die - wissentlich oder nicht - mathematische Techniken wie Wahrscheinlichkeitsrechnung, Statistiken sowie stochastische Differenzial- und Integralrechnung 
missbrauchen. Unser Schweigen ist Zustimmung, es macht uns zu Komplizen bei diesen Missbräuchen.” 

(Hypothesising After Results are Known)  

http://pps.sagepub.com/content/7/6/537.full.pdf+html  

OVERALL 
REPLICATION RATE 

1.07% 
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MARKET RETURN 

COST PENALTY 

BEHAVIOR GAP PENALTY 

INVESTOR RETURN 

Grafik A    Strukturelle Faktoren für Underperformance 
 Quelle: Panthera Solutions, Vanguard, Carl Richards 

PRO-ACTIVE MANAGEMENT  
OF COGNITIVE BIASES 
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CHANGING INVESTOR BEHAVIOR 
HIGH PERFORMANCE INVESTMENT TEAMS 

CULTURE ABILITY TO INNOVATE 

TEAM / PROCESS SELF-ORGANIZATION 

INDIVIDUAL SELF-RESPONSIBILITY 

TO BE MAXIMIZED 
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TRAITS 

SKILLS 

RITUALS 

CHARACTERISTICS 

RITUALS 

KNOWLEDGE MANAGEMENT 

COMPENSATION MANAGEMENT 

DECISION MANAGEMENT 

TASK MANAGEMENT 

CULTURE 

PROCESS 

TEAM 

INDIVIDUAL 

GAME 
ARRANGEMENT 

CHANGING INVESTOR BEHAVIOR 
HIGH PERFORMANCE INVESTMENT TEAMS 
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CHANGING INVESTOR BEHAVIOR 
HIGH PERFORMANCE INVESTMENT TEAMS 

Here´s why paying more 
attention to process pays off: 

In sports terms, think of 
process as your playbook. In 

investing, process is your 
approach, investment style, 
discipline and consistency. 
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FEES 

TAXES/REGULATION 

ASSET ALLOCATION 

INVESTOR BEHAVIOR 

LOW 
RESISTANCE 

HIGH 
RESISTANCE 

ORGNANISATIONAL PERSISTENCE IN 
CHANGE MANAGEMENT 

CULTURE 

PROCESS 

TEAM 

INDIVIDUAL 
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FOR WHIMPS ONLY? 
GETTING SERIOUS ABOUT INTERNAL RULES – EVEN IF IT HURTS 

http://dealbreaker.com/2016/02/ray-dalios-no-2-is-trying-to-impeach-him/ 

https://next.ft.com/content/789399f0-
cf62-11e5-831d-09f7778e7377?
ftcamp=published_links%2Frss%2Fcomment%2F
feed%2F%2Fproduct  

http://www.bwater.com/Uploads/FileManager/Principles/
Bridgewater-Associates-Ray-Dalio-Principles.pdf  
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ESTABLISHING NEW RITUALS 
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ESTABLISHING NEW RITUALS I 
SKIN IN THE GAME 

Warren Buffett on Active Vs Passive  
(concepts learned from Benjamin Graham): 
 
“The determining trait of the enterprising [active] investor is his 
willingness to devote time and care to the selection of securities that 
are both sound and more attractive than the average. Over many 
decades, an enterprising investor of this sort could expect a 
worthwhile reward for his extra skill and effort in the form of a better 
average return than that realized by the passive investor.”   
 
SOURCE 
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ESTABLISHING NEW RITUALS I 
SKIN IN THE GAME / ENTERPRISING INVESTOR 
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ESTABLISHING NEW RITUALS I 
SKIN IN THE GAME / ENTERPRISING INVESTOR 

IT´S ALL ABOUT HAVING 
SKIN IN THE GAME 
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ESTABLISHING NEW RITUALS I 
SKIN IN THE GAME 

DOES THE INVESTMENT 
MANAGER OF YOUR CHOICE 
HAVE SKIN IN THE GAME? 
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ESTABLISHING NEW RITUALS I 
SKIN IN THE GAME 
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ESTABLISHING NEW RITUALS II 

PARTITION	YOUR	WORKING	DAY	

		SOCIAL	NETWORKING	ONLY	DURING	RESERVED	TIME	SLOTS	

EMAILING	ONLY	DURING	RESERVED	TIME	SLOTS	

AVOID	MULTI-TASKING	
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ESTABLISHING NEW RITUALS II 
ON THE AVOIDANCE OF  
MULTI-TASKING 
There are at 4 different things we might 
mean when we talk about multitasking. 
These four practices — multitasking, 
task switching, getting distracted and 
managing multiple projects — all fit 
under the label “multitasking”. 

GENUINE MULTITASKING: patting your head while rubbing 
your stomach; playing the piano and singing; walking while 
chewing gum. Genuine multitasking is possible, but at least 

one of the tasks needs to be so practised as to be done 
without thinking. 

RAPID TASK SWITCHING: an eye on email in case your boss 
wants you. This isn’t multitasking in the same sense. A 

better term is task switching, as our attention flits between 
the presentation, the telephone and the inbox. A great deal 
of what we call multitasking is in fact rapid task switching. 

Task switching is often confused with a third, quite different 
activity — the guilty pleasure of disappearing down an 

unending click-hole of celebrity gossip and social media 
updates. There is a difference between the person who reads 

half a page of a journal article, then stops to write some 
notes about a possible future project, then returns to the 
article — and someone who reads half a page of a journal 
article before clicking on bikini pictures for the rest of the 
morning. What we’re often calling multitasking is in fact  

getting distracted. 

A final kind of multitasking isn’t a way of getting things done 
but simply the condition of having a lot of things to do. aving 

a lot of things to do is not the same as doing them all at 
once. It’s just life. And it is not necessarily a stumbling block 

to getting things done. = managing multiple projects 

DEFINITION OF  
MULTI-TASKING 

NEUTRAL AVOID 

AVOID DO 
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ESTABLISH NEW RITUALS III 
MOMENTS OF LEISURE 

„For we are busy that we may have leisure.“ 
   
  -- ARISTOTLE 



223 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

ESTABLISHING NEW RITUALS III 
MOMENTS OF LEISURE AS CREATIVE SOURCE 

During a regular 8-10 office day, a systematic 
generation of creative moments is unlikely to achieve. 

In the context of creativity, teamwork is a 
questionable form of collaboration. 
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ESTABLISHING NEW RITUALS IV 
QUALITY JOB ROUTINE 

1. Start Off by Making Your Bed Every Morning 
No great company is ever built without discipline, focus and good habits. These things 

are all required and are developed one small step at a time.  Make a quality job done 
properly and promptly, no matter how small or trivial, a part of your culture. Then small 

wins will become big wins, naturally and repeatedly. The point is, developing regular 
good habits sets the stage for bigger accomplishments. 

Navy SEAL Commander and U.S. Admiral Bill McRaven, 
delivered the commencement speech at the University of 

Texas, Austin. 
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ESTABLISHING NEW RITUALS V 
MINIMIZING THE ZEIGARNIK EFFECT 

The Zeigarnik Effect is the tendency to experience intrusive thoughts 
about an objective that was once pursued and left incomplete. 

Bljuma Wulfowna Seigarnik 

When we leave things unfinished, we can’t quite let go of them mentally. 
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ESTABLISHING NEW RITUALS VI 
FEES & LOYALTY 

Effective immediately, all Ritholtz Wealth Management 
clients are eligible for the lowered management fee upon the 
completion of their 36th month with the firm. This reduction 

in management fees will result in approximately 16% average 
annual savings for clients, according to internal calculations. 
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ESTABLISHING NEW RITUALS VII 
AVOID CHRONIK OVERWORK 

Now, this is not to say we can never pull a long day. We just 
can’t do it routinely. Most of the research suggests that 
people can put in a week or two of 60 hours to resolve a true 
crisis. But that’s different from chronic overwork. 

SOURCE 
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ESTABLISHING NEW RITUALS 
GOAL – HIGH PERFORMANCE INVESTMENT TEAM 

“Constantly probe the people 
who report to you, and 
encourage them to probe you.“ 

  
  
 -- Ray Dalio 

HIGH 
PERFORMANCE 

INVESTMENT 
TEAM 

INDIVIDUAL 
QUALITIES 

TEAM CULTURE 

SKIN IN THE 
GAME INCENTIVE 

SYSTEM 
TRANSPARENT 
GOVERNANCE 
STRUCTURE 

QUANTIFIABLE 
RISK MEASURES 
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HIGH PERFORMANCE  
INVESTMENT TEAMS 

DOABLE - NOT A WALK IN THE PARK 
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EXERCISE 
DEFINE YOUR OWN  
INVESTMENT PHILOSOPHY 
These 10 questions can help 
you sort through the noise and 
create a personalized 
investment philosophy: 

What are your core investment beliefs? 

Do you understand your philosophy and why do you believe in it? 

Do you know the potential risks? 

Does it suit your personality and individual circumstances? 

Will your philosophy help you follow whatever strategy you implement? 

What constraints are necessary for turning your philosophy into a portfolio? 

What will you own and why will you own it? 

What will cause you buy or sell? 

What will cause you to make changes in your portfolio over time? 

What types of investments or strategies will you avoid? 

1

2

3

4

5

9

8

6

7 

10 



231 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

THE THIRD GENERATION 
BUILDING BLOCK 4 
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PRODUCT DUE DILIGENCE & SELECTION 
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PRODUKTAGNOSTIZISMUS 

INCOHERENCE IN DEFINITION OF ASSET CLASSES
PASSIVE REPLICATION + ASYMMETRY AS DEFAULT SETTING
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PRODUCT AGNOSTICISM 

DUE 
DILIGENCE 
PROCESS 

1. STRATEGY 

2. TEAM 

3. STRUCTURE 
- Ray Dalio 
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HEDGE FUNDS 
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HEDGE FUNDS 

QUELLE 
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HEDGE FUNDS 

SOURCE 
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HEDGE FUNDS 
THE BIGGEST HF YOU 
HAVE NEVER HEARD OF 
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HEDGE FUNDS 
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HEDGE FUNDS 
HIGHEST PAID MANAGERS 
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HEDGE FUNDS 
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HEDGE FUNDS 
SOURCE 
Adam S. Parker, Ph.D., Chief 
US Equity Strategist, 
Morgan Stanley 
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HEDGE FUNDS 

INCOHERENT DEFINITIONS OF HEDGE FUNDS 
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HEDGE FUNDS 

“A	loosely	regulated	private	pooled	investment	vehicle	that	can	invest	in	both	cash	and	
derivative	markets	on	leveraged	basis	for	the	bene9its	of	its	investors”		

	 	Thomas	Schneeweis,	University	of	Massachusetts	
	
	
Some	common	ground:	

Can	be	less	
regulated Can	take	more	risk	

Can	follow	a	more	
Mlexible	investment	
policy	(short	selling,	

leverage,	…)	

Should	offer	less	
correlation	

Mainly	for	´QualiMied	
Investors´	

Can	charge	higher,	
more	complex	
structured	fees		

Can	have	limited	
liquidity	and	
transparency	
(“black	box”)	

Can	be	run	in	
unusual	legal	
structures	



245 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

HEDGE FUNDS 
2008 REALITY CHECK 
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HEDGE FUNDS 
2008 REALITY CHECK 
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HEDGE FUNDS 
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HEDGE FUNDS 
FEES = ALPHA KILLER 
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HEDGE FUNDS 
2/20 ADE 

QUELLE 
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HEDGE FUNDS 
REGULATION & RETURNS ENFORCE CLOSING 
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HEDGE FUNDS 
 

3 HEDGE FUND MYTHS 
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HEDGE FUNDS 
MYTH A – NON-CORRELATION 
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HEDGE FUNDS 
MYTH B – HIGHLY LEVERAGED 
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HEDGE FUNDS 
MYTH B – HIGHLY LEVERAGED 
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HEDGE FUNDS 
MYTH C – DIVERSIFIED PORTFOLIOS 
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HEDGE FUNDS 
 

DIFFERENTIATION IS KEY 

WHO/WHAT HELPS? 
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HEDGE FUNDS 
SELECTION SUPPORT 

www.barclayhedge.com 

www.prequin.com 

www.lipperweb.com  www.eurekahedge.com  
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HEDGE FUNDS 
PASSIVE REPLICATION? 

Wie	weitläuMig	die	einzelnen	
Indexanbieter	in	ihren	SBs	
verteilt	sind,	zeigt	das	
White	Paper	von	Mesirow	
Financial	(2011)	und	dessen	
Vergleich	von	Event	Driven	
Indices.	
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HEDGE FUNDS 
SMALL MANAGER ALPHA 

LITERATURE	BOX	
“Impact	of	Fund	Size	and	Age	on	Hedge	
Fund	Performance“	PerTrac,	2011	
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HEDGE FUNDS 
SMALL MANAGER ALPHA 

In our study, we divided the universe into firms 
that managed $50 million to $500 million in 
equity long/short AUMs (“Small”) and those that 
managed more (“Big”).  
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HEDGE FUNDS 
SMALL MANAGER ALPHA 
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HEDGE FUNDS 
SMALL MANAGER ALPHA 

Academic	backing.	
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ALTERNATIVE UCITS 
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ALTERNATIVE UCITS 
REGULATION HELPS 

Quellenlink 
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ALTERNATIVE UCITS 
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ALTERNATIVE UCITS 
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ALTERNATIVE UCITS 
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MUTUAL FUNDS 
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MUTUAL FUNDS 
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MUTUAL FUNDS 
TIME FOR ACTION 
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MUTUAL FUNDS 
TIME FOR ACTION 



272 INTRODUCTION TO THIRD GENERATION ASSET ALLOCATION – ONE-DAY SEMINAR – BSE Page: 

MUTUAL FUNDS 
TIME FOR ACTION 
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ETP 
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ETF 

Indexanbieter basteln eigene 
Indizes um Kosten senken zu 
können. Aufgepasst. 
 
•  welche Securities wurden 

ausgewählt? 

•  nach welchem System? 

•  Chinese Wall zwischen fund 
advisor & index provider? 
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ETF 

Quelle	
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ETF 

Quelle	http://investwithanedge.com/etp-closures-hit-300	

78/102 waren auf 
death-watch Liste 
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ETP 
SWAP-BASED / SYNTHETIC 

SWAP BASED ETFs – EINE 
GEFAHRENQUELLE? 
 
STICHWORT  
COUNTERPARTY RISK. 
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ETF 

SOURCE 

SOURCE 
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ETP 
WARNING 
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ETP 
WARNING 
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ETP 
WARNING 
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BUILDING BLOCK 5 
EVIDENCE-DRIVEN, RULE-BASED DSAA PROCESS 
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DSAA PROCESS 

WIE	GUT	FUNKTIONIERT	STRATEGISCHE	ASSET	ALLOKATION?	

LITERATURE	BOX	
“Determinants	of	Portfolio	Performance“,		
Brinson,	Hood,	Beebower,	1985	

Does	Asset	Allocation	Policy	Explain	40,	
90	or	100	%	of	Performance“,	R.	Ibbotson,	
2000	

90% of performance variability 
(vola) is explained by SAA 

40% of performance variability (vola) 
is explained by SAA 

100 % of performance variability 
(vola) is explained by SAA 
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CONCLUSION 

SAA NEEDS TO BE 
DYNAMIZED 

DSAA PROCESS 
STATIC SAA - OUTDATED 
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LITERATURE	BOX	
“The	Importance	of	Asset	Allocation“,		
Roger	Ibberstson,	2010	DSAA PROCESS 

STATIC SAA - OUTDATED 
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REBALANCING	

DSAA		
(Dynamic	Strategic		
Asset	Allocation)	

TAA		
(Market	Timing)	

Product	
Selection	

Traditional		
Allocation		
Triangle	

DSAA PROCESS 
STATIC SAA - OUTDATED 
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DSAA PROCESS 
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SUMMARY  
HOW TO INCREASE YOUR CHANCES 

IN WINNING THE LOSER GAMES 
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GLOBAL CAPITAL STOCK 
AS STARTING POINT 

Source: Panthera Solutions computations on McKinsey, Deutsche Bank, BIS, OECD, La Salle, data. 
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GLOBAL CAPITAL STOCK 
AS STARTING POINT 

Source: Panthera Solutions computations on McKinsey, Deutsche Bank, BIS, OECD, La Salle, data. 
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GLOBAL CAPITAL STOCK 
AS STARTING POINT 

90.000.000 

100.000.000 

110.000.000 

120.000.000 

130.000.000 

140.000.000 

150.000.000 

12.1.2010 6.1.2011 12.1.2011 6.1.2012 12.1.2012 6.1.2013 12.1.2013 6.1.2014 12.1.2014 6.1.2015 

US
D 

Policy Portfolio 60 40 Portfolio Gestaltu Portfolio 

 Source: Panthera Solutions computations on McKinsey, Deutsche Bank, BIS, OECD, La Salle, Bloomberg data. 
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EXEMPLARILY LISTED  
3GEN PRINCIPLES 

DIVERSIFY		
RISK	FACTORS	

USE		
ILLIQUIDITY	

APPLY	EVIDENCE-
DRIVEN,	RULE-BASED	

AA-PROCESS	

USE	ETFs		
AS	CORE	

APPLY	AGNOSTIC	USE	
OF	ASSET	CLASSES	

FOCUS	ON	DSAA	&	
PROD.	SELECTION	/	NO	

MAKRET	TIMING	

USE	ALTERNATIVE	
RISK/RETURN	

SOURCES	AS	CORE	

CHANGE	SAA	ONLY	
WHEN	RISK	FACTORS	

CHANGE	
FOCUS	ON	CAUSALITY	

ANALYSIS	

APPLY		
REBALANCING	

FOLLOW	COUNTER-
CYCLICALITY	

CAPITAL	STOCK	AS	
STARTING	POINT	
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3GEN  
APPLICATION 

		 Long-Term	Structural	Changes	 		 		 		 		 		 		 		

#	 Master	Trends		 	Subtrends	Level	I	 		 Subtrends	Level	II	 		 		 		 		 		

A	 	Technologischer	Wandel	 A.1	 	Beschleunigung	im	technologischen	Fortschritt	 A.1.1	 	Schwarmintelligenz:	Neue	soziale	Organisationsformen	 		 		 		 		
		 		 		 		 A.1.2	 	Weltweit	steigende	Durchdringung	an	Informations-	und	Kommunikationstechnologien	 		
		 		 		 		 A.1.3	 	Web	2.0:	Neue	Medien	erobern	den	Alltag	 		 		 		 		
		 		 		 		 A.1.4	 	Digitaler	Lebensstil:	Virtuelle	Realität	wird	real	(auch	für	virtuelle	Business	Welten)	 		 		
		 		 		 		 A.1.3	 Transparent	Society:	Überwachung	und	Kontrolle	(incl	QuantiMizierung	des	Individuums	durch	Self-Tracking)	
		 		 A.2	 	Neue	Basisinnovationen	 A.2.1	 	Graphene	 		 		 		 		 		

		 		 		 		 A.2.2	 	Bionik	 		 		 		 		 		
		 		 A.3	 	Technologische	Konvergenz	 A.3.1	 	Ambient	Intelligence:	Neue	Schnittstellen	und	OberMlächen	 		 		 		
		 		 		 		 A.3.2	 	Neurowissenschaften,	Künstliche	Intelligenz	und	Robotik	 		 		 		
		 		 		 		 A.3.3	 	Biologie	wird	zur	Leitwissenschaft	(see	A.2.2)	 		 		 		 		
		 		 		 		 A.3.4	 	IT	&	Nanotechnologie	als	zentrale	Konvergenztreiber	(Impulse	in	Feldern	wie	Medizin,	Energie,	Materialien)	
		 		 		 		 A.3.5	 	NBIC-Konvergenz	(NBIC	=	Nanotech,	Biotech,	Infotech	&	Cognitive	Science	 		 		
B	 	Ökonomischer	Wandel	 B.1	 	Wissensbasierte	Ökonomie	 B.1.1	 	Bildung	und	Lernen	als	Fundament	für	neue,	globale	Wissenselite	-	kreative	Klasse	 		 		
		 		 		 		 B.1.2	 	Innovation	als	zentraler	Treiber	und	Wettbewerbsfaktor	 		 		 		
		 		 		 		 B.1.3	 	Fortschreitende	Automatisierung	(Vom	Produktions-	über	den	Service-	in	den	Wissenssektor)	 		
		 		 		 		 B.1.4	 	Dynamisierung	der	Arbeit	(orts-	und	zeitungebunden);	Mlexible	interaktive	Arbeitsstrukturen	 		
		 		 B.2	 	Business	Ökosysteme	 B.2.1	 	Offene	Systeme	und	Netzwerke:	Grenzen	von	Branchen,	Märkten	und	Unternehmen	lösen	sich	auf	 		
		 		 		 		 B.2.2	 	Neue	Wertschöpfungsnetze	(Kundenintegration,	Coopetition)	 		 		 		
		 		 		 		 B.2.3	 	Business	Mashups:	Schnittstellen	produzieren	neue	Märkte	 		 		 		
		 		 		 		 B.2.4	 	New	Power	Brokers	 		 		 		 		 		
C	 	Demographischer	Wandel	 C.1	 	Globales	Bevölkerungswachstum	 C.1.1	 	Geburtenboom	in	Entwicklungsländern	 		 		 		 		
		 		 		 		 C.1.2	 	Bevölkerungsschrumpfung	im	Westen	 		 		 		 		 		
		 		 		 		 C.1.3	 	Steigender	Altenquotient	in	Industrienationen	 		 		 		 		
		 		 		 		 C.1.4	 	Urbanisierung	/	Starkes	Wachstum	von	Megacitys	/	Open	Source	City	 		 		 		
		 		 		 		 C.1.5	 	Entwicklung	angepasster	Infrastrukturlösungen	 		 		 		 		
		 		 		 		 C.1.6	 	Neue	Wohn-,	Lebens-	und	Partizipationsformen	 		 		 		 		
		 		 		 		 C.1.7	 	Anwachsende	Migrationsströme	 		 		 		 		 		
		 		 C.2	 	Gesundheit	 C.2.1	 	Steigendes	Gesundheitsbewusstsein	und	zunehmende	Selbstverantwortung	 		 		
		 		 		 		 C.2.2	 	Health	Tech	-	Health	Style	 		 		 		 		 		
		 		 		 		 C.2.3	 	Neue	Nahrungsmittel	(Functional	Food,	Gen	Food,	Novel	Food)	 		 		 		
		 		 		 		 C.2.4	 	Neue	Konvergenzmärkte	(Ernährung	-	Pharma	-	Medizin	-	Kosmetik)	 		 		 		
D	 	Ökologischer	Wandel	 D.1	 	Green	Energy	 D.1.1	 	EnergieefMizienz-Revolution	 		 		 		 		 		
		 		 		 		 D.1.2	 	Dezentrale	Energieversorgung	 		 		 		 		 		
		 		 		 		 D.1.3	 	Alternative	Energiequellen	 		 		 		 		 		
		 		 D.2	 	Endliches	Okosystem	 D.2.1	 	Wasserknappheit	 		 		 		 		 		
		 		 		 		 D.2.2	 	Steigende	non-renewable	Ressourcenknappheit	 		 		 		 		
		 		 		 		 D.2.3	 	Umweltschaeden	durch	wachsenden	Rohstoffverbrauch	 		 		 		
E	 	Globalisierung	 E.1	 	Steigende	Interdependenz	von	Volkswirtschaften	 E.1.1	 	Integration	von	Welthandel	und	Finanzmarkt	 		 		 		 		

		 		 		 		 E.1.2	 	Steigende	Mobilität	von	Individuen	und	Ideen	 		 		 		 		
		 		 		 		 E.1.3	 	Oekonomische	Machtbalance	verschiebt	sich	Richtung	EM	 		 		 		
		 		 		 		 E.1.4	 	Abbau	von	weltweiten	Schuldenbergen	und	Imbalances	 		 		 		
		 		 		 		 E.1.5	 	Global	Champions	 		 		 		 		 		
		 		 		 		 E.1.6	 	Wachsende	Mittelschicht	in	Entwicklungslaendern	 		 		 		 		
		 		 E.2	 	Weltrisikogesellschaft	 E.2.1	 	Schwelende	soziale/kulturelle	KonMlikte	und	gescheiterte	Staaten	 		 		 		
		 		 		 		 E.2.2	 	Globaler	Terrorismus	 		 		 		 		 		
		 		 		 		 E.2.3	 	Verbreitung	von	Massenvernichtungswaffen	 		 		 		 		
		 		 E.3	 	Globalisierter	Individualismus	 E.3.1	 	Verändertes	BeziehungsgeMlecht:	Wenige	starke,	viele	lose	Bindungen	 		 		
		 		 		 		 E.3.2	 	Vom	Massenmarkt	zum	Mikromarkt	 		 		 		 		 		
		 		 		 		 E.3.3	 	Selbstversorgung	und	Do-it-Yourself-Ökonomie	 		 		 		 		
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3GEN  
APPLICATION 
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3GEN  
APPLICATION 
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Bank	Run	Spanien	

Fiscal	Cliff	USA	

EUR	Austritt	Griechenland	

Chinesisches	Hard	Landing	

Japan	fällt	in	Rezession	zurück	

EU17	Austerity	RatiMikation	stoppt		

Rezession	in	UK	hält	an	

InMlationdynamik	in	Industrieländern		

Zerfall	der	Eurozone	

Kein	US	Real	Estate	Market	Turnaround	

Israel	Angriff	auf	Iran	
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TEAM EXERCISE 
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TASK 

STEP 1 // Define for the transformation process “EMERGING CONSUMER” 
at least 2 risk factors  (1x QN & 1x QL) per Macro & Meso-level. 

 

STEP 2 // Find at least 1 financial instrument and add 2 RF (QN+QL) at 
Micro-level.  

 

STEP 3// Fill-in all RF in RISK FACTOR MATRIX. 
 

STEP 4 // Reason your decision  
 

1h Preparation + 1h Presentation 

MACRO 

MESO 

MICRO 


