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Initial Situation 

Long-only beta strategies, as we are familiar, have too 
high a negative skewness which tends to materialise 
when least expected e.g. volatility swift change, sudden 
downside move, increase of correlation among asset 
classes, decrease of liquidity. 

 
Meanwhile, many investors are under-weight 
complementary strategies that would still benefit their 
long-term portfolio allocation. Rebalancing is a tactical 
act requiring active research and decision-making. 

 
Considerations 

 
So, it might be a good proposal to add a "smart" alpha 
component to a long-only beta portfolio. But which 
one(s)? Call it "pure alpha", "crisis alpha", these are just 
labels; however, the meaningful practical mechanism 
behind these terms are more relevant. 

 
Remember that most markets spend 2/3 of the time going up 
and 1/3 of the time going down, and even during a bull 
market. Questions to ask therefore are by which magnitudes 
and for how long in the negative territory? 

 
Downside risk limitation should therefore play an 
important role in a client's portfolio. 

Possible Solution 
 

The Pentagon Alpha Defender Fund is a solution which 
is simple and safe: rather than being a CTA with 50 
trend-following positions and a margin to equity 
oscillating between 7% and 14%, the strategy just uses 
the S&P 500 futures at low margin 6% max and 9% 
max with no overnight position. 

 
When locating a strategy with negative correlation if it 
offers positive returns, investors can magnify this effect 
by leveraging the uncorrelated returns by  utilizing 
such strategies as an  overlay strategy: this is  the 
reason why the manager defined the V6 version at 6% 
maximum margin and the V9 version at 9% maximum 
margin, which are quite acceptable levels so that one 
could calibrate such overlay to their needs. 

 
The main question for investors remains, in our 
opinion: "how the Pentagon Alpha Defender Fund 
can insulate a portfolio from downside risk?" 



Update August 2019 
 
 

In August 2019, the S&P 500 took a roller-coaster ride 
that the strategy's trading predicted in July and adapted 
favourably over August. Keeping with the fund's 
objective of “riding the bull, taming the bear,” the 
filters in the manager's systems kept the strategy out of 
the market when it had to do so, thus allowing long-only 
investors to potentially enjoy the stock market gains 
knowing the fund's trading had insulated their portfolio 
from downside moves. 

 
Despite the market’s strength in the final week, the S&P 500 
closed down on the month: see graph below: 

 
The S&P 500 finished the month down approximately 

-1.8%, while the fund's trading profited: 

 

 

Pentagon Alpha Defender Fund; August 
performance and statistics 

 
 

 

 

 Pentagon Alpha 
Defender V6 

Pentagon Alpha 
Defender V9 

Performance 
August 

+ 1.26 % + 1.89 % 

CAGR + 8.60 % + 12.80 % 

Correlation to S&P 
500 

- 0.22 - 0.22 

Beta - 0.17 - 0.27 

Alpha + 10 % + 16 % 



Pentagon Alpha Defender Fund V6 and V9 was 
created based on an 8 years trading track record that 
generates profits during the down months in the S&P 
500, and the manager is pleased that the objective 
was met again in August 2019. 

 
Historically, the strategy is up 90% of the time (8 years) 
and 80% of the time these past 5 years when the S&P 500 
had negative months. No other investment program 
does offer this like the Pentagon Alpha Defender 
investment programs do. 

 
Even during this unique bull market, the strategy's 
downside protection philosophy worked consistently: and 
to make matter better, the strategy could beat the 
performance of the S&P 500 over such periods. So, it is 
not just about protection: it is about protection first 
and foremost and ensuring it can pave the way to 
deliver stable performance that beats the market too! 

 
 

Conclusion 

 
Contrary to conventional wisdom, unmitigated stock 
market losses are avoidable. If you are getting concerned 
about declines in the market, now is a great time to assess 
the size of your portfolio and position yourself to protect it 
from declines in the market. 



About RML Advisory 
 

RML Advisory is a firm specialised in the field of Business Development and Marketing of alternative and/ 
or traditional investment strategies and products. The firm is leveraging its broad industry knowledge, its 
extensive institutional contacts, and its sales and marketing acumen on behalf of a limited roster of 
investment managers. 
 
RML Advisory typically sources managers who can generate real alpha and are typically uncorrelated to long 
only beta strategies. These strategies can therefore be used to both complement a portfolio of traditional core 
investments or as a separate investment strategy. 
 

 
 
 

 

 
 
 

Disclaimer 
 

The information and opinions published on this presentation/document are not to be considered as investment advice or any other kind 
of advice on legal, tax, financial or other issues. The content of this document/presentation is for information purposes only and may be 
modified at any time without prior notice. Nothing published on this document/presentation constitutes an offer, a request or a 
recommendation to buy or sell any investment instruments or to conclude any other transaction or any legal act whatsoever. 

 
The information contained in this document/presentation was obtained from various sources and has not been independently verified by 
RML Advisory. It does not constitute a recommendation from RML Advisory or any other person to any recipient. RML Advisory does 
not give any representation or warranty as to its accuracy, reliability, timeliness or completeness, nor as to its appropriateness for any 
use which any individual user may choose to make of it and accepts no responsibility for updating any part of the information contained 
on this document/presentation. 

 
RML Advisory does not accept any liability for any error, omission or misrepresentation in relation to the content of this 
document/presentation or for any loss, damage, cost or expense (whether direct, indirect, consequential or otherwise) suffered by you 
or any other person as a result of any use of this document/presentation or reliance upon any information or statement of any kind 
contained herein. 

 
The entire content of this document/presentation is subject to copyright with all rights reserved by RML Advisory. Downloading and 
printing any content of this document/presentation is permitted for personal use only. Any other use, namely the reproduction or 
publication (in whole or in part) requires the prior written approval of RML Advisory. 

 
Any disputes arising in connection to this document/presentation is governed by the substantive laws of Switzerland, excluding 
the principles of conflicts of law thereof (IPRG) and shall be submitted to the exclusive jurisdiction of the ordinary courts in Zurich, 
Switzerland. 

 
 
 
 

Further Information: 
 

RML Advisory 
Fraumünsterstrasse 16 
8001 Zürich 

 

+41 44 521 10 56 

hello@rml-advisory.ch 

www.rml-advisory.ch 


