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What’s Keeping Investors up at Night? 

Report available for download on 
www.ssgainsight.com

Source: Economist Intelligence Unit 2012
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Expectations of Tail Risk Events 

What Do You Feel Will Be the Most Likely Cause of a Tail Event Occurring 
in the Markets in the Next 12 Months?

Source: Economist Intelligence Unit 2012

The global economy falls into recession

Europe slips back into recession

The Eurozone breaks up

Greece exits the Euro

The US slips back into recession

Major bank insolvency

US politicians remain deadlocked 
over tackling the huge fiscal deficit

China’s economy slows significantly

Country bankruptcy

An oil price shock

Large company bankruptcy

Monetary stimulus leads to new asset bubbles, 
creating renewed financial turbulence

Economic upheaval leads to 
widespread social and political unrest
Tensions over currency manipulation 

lead to a rise in protectionism
Political extremism or violence
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Now Before Crisis

What is Driving Changes in Risk Strategy? 

Diversification across 
traditional asset classes

Risk budgeting techniques

Other alternative allocation
(e.g., property, commodities)

Managed volatility equity strategies

Managed futures/CTA allocation

Direct hedging — buying 
puts/straight guarantee

Fund of hedge fund allocation

Single strategy hedge fund allocation

Source: Economist Intelligence Unit, as of July 2012

What Strategy/Strategies Did/Do You Have in Place Before the Global 
Financial Crisis/Now to Protect Against Tail Risk Events?



What is Driving Changes in Risk Strategy? 

What strategies do you feel provide the most effective hedge against tail 
risk? (% respondents) 

What strategies do you feel provide the best value hedge against tail risk? 
(% respondents) 

Source: Economist Intelligence Unit, as of July 2012
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Which Barriers Do You See Or Did You Have to Overcome in Allocating to 
Your Tail Risk Protection Strategy?

Liquidity of underlying instruments

Regulatory adherence / understanding

Risk aversion

Transparency of underlying instruments

Fees/cost

Understanding the investment returns/
Persistency of returns

Lack of general understanding 
of new asset classes

Source: Economist Intelligence Unit 2012

Barriers to Tail Risk Strategies
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S&P 500 Index

S&P 500 Total Return Drawdown 1926–March 2012

Source: Zephyr StyleADVISOR, as of 31 March 2012
Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of 
income, gain and loss and the reinvestment of dividends and other income. Investors cannot invest directly in an index.
Standard & Poor's S&P 500 Index is a registered trademark of Standard & Poor's Financial Services LLC.
Past performance is not a guarantee of future results.

Can we reduce these drawdowns?

Historical Drawdown — S&P 500® Index



Black Swans

Source: SSgA, as of 31 October 2012. For illustrative purposes only.

Distribution in Practice 

Theoretical Distribution

• The probability of significant negative losses is much higher in practice than 
theory suggests

• These significant negative returns are called “black swans”

• The left side of the histogram shows a “fat tail”



Guarding Portfolios against Tail Risk

General goals of tail risk management strategies
• Avoiding “fat tail events”
• Providing downside reduction/protection
• Participate in the upside if possible

Source: SSARIS, SSgA, as of 30 September 2012

Potential solutions for managing tail risk
• Managed Volatility Equity Strategies
• Absolute Return Strategies using TAA



High Beta Doesn’t Necessarily Mean High Returns

• Returns are expected to be linearly increasing with beta but appear flat or declining

• Low beta stocks have historically performed much better than expected

• High beta stocks have historically performed much worse than expected
Source: SSgA
As of December 2009
Past performance is not a guarantee of future results.
The MSCI World  Index is a trademark of MSCI Inc.
Index returns are unmanaged and do not reflect the deduction of any fees or expenses.  Index returns reflect all items of income, gain and 
loss 
and the reinvestment of dividends and other income.
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• Seeks downside protection
– Substantial reduction in 

drawdowns
– Max drawdown (simulation 

period):
– Managed Volatility: -35%
– MSCI World Index: -54%

• Seeks stronger Sharpe ratio
– Better risk-adjusted 

performance

Managed Volatility: Potential Performance Benefits

Source: SSgA
Simulation period: January 1999 – December 2010.
The simulated performance shown is not indicative of actual future performance, which could differ substantially.
Please see the Appendix for additional Simulation Disclosure.
The above information is considered supplemental to the GIPS® presentation for this Composite, which can be found in the Appendix or was previously presented.  A GIPS® presentation is also available 
upon request.
Index returns are unmanaged and do not reflect the deduction of any fees or expenses.  Index returns reflect all items of income, 
gain and loss and the reinvestment of dividends and other income.
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Global Managed Volatility: Live Performance

† Inception: 10/1/2008; Partial year performance not annualized. 
* Annualized standard deviation of monthly returns since inception.
** The value added returns may show rounding differences.
The performance shown is of a composite created 01/01/09 consisting of all discretionary accounts using this investment strategy. There is no minimum account size required for inclusion in the composite. New funds or 
accounts are added to the composite upon the first full month of operation and closed funds or accounts are removed from the composite upon the last full month of operation. The above information is considered 
supplemental. A complete description of this composite as well as a complete presentation that complies with the requirements of the GIPS standards is provided in the Appendix or was previously presented. A GIPS 
presentation is also available upon request.  
Past performance is no guarantee of future results. Performance returns for periods of less than one year are not annualized. The performance figures contained herein are provided on a gross of fees basis and do not 
reflect the deduction of advisory or other fees which could reduce the return. The performance includes the reinvestment of dividends and other corporate earnings and is calculated in US dollars.
The index returns are unmanaged and do not reflect the deduction of any fees or expenses. The index returns reflect all items of income, 
gain and loss and the reinvestment of dividends and other income.
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Global Managed Volatility MSCI World Index

YTD 2011 2010 2009
Oct-Dec 

2008 1 Year 3 Years
Since 

Inception†
Standard 
Deviation*

Volatility 
Reduction

Sharpe 
Ratio

Global Managed 
Volatility Composite    7.48% 2.34% 16.63% 14.60% -16.15% 4.78% 14.42% 5.74% 15.11% -32% 0.37

MSCI World Index 5.91 -5.54 11.76 29.99 -21.77 -4.98 10.97 3.48 22.23 0.15

Difference** 1.57 7.88 4.87 -15.39 5.63 9.76 3.44 2.26 -7.11 0.22

Gross annualized composite returns for the period ending June 30, 2012 (USD)
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MRI Tracks Major Market Events

1 Against cash, hence Active risk equals total risk
2 Approximate dates based on Gonzalez-Hermosillo, B., (2008) “Investors’ Risk Appetite and Global Financial Market 
Conditions,” IMF Working Paper.
3 Dates based on SSgA ISG Research
Source: SSgA Investment Solutions Group (ISG) Research
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Drawdown Protection is Crucial 

Source: SSgA, FTSE, Barclays Capital
All returns are gross as at 19th February 2010 to 28th Septemberr2012. Data is at the date indicated, is subject to change and should not 
be relied upon as current thereafter. *FTSE World Index - measured in local currency terms. Past performance is not a guarantee of future
results. 
Please see simulated disclosure note in the Disclosure section. The 75/ 25 Equity Bond mix refers to a simulated investment comprising 
75% allocation to the FTSE World Index (local currency terms) and 25% allocation to the Barclays Capital Euro-Aggregate Treasury Index.

Strategy worst case loss = ‐5.7%
75 / 25 worst case loss = ‐13.8%

IREPRS-0343



MRI Results in Lower Volatility 

Source: SSgA/ Bloomberg
Past performance is not a guarantee of future results. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. The index 
returns reflect all items of income, gain and loss and the reinvestment of dividends and other income.

IREPRS-0343

as of 31/07/2012



Disclaimer

This document has been prepared by State Street Global Advisors Ltd., Milan Branch (SSgA), with the utmost care and to the best of its knowledge and 
belief. However, SSgA gives no guarantee to the accuracy of the content or completeness thereof and assumes no responsibility for losses resulting 
from the use of this information. The opinions expressed in this document are those of SSgA at the time of writing and may change at any time without 
notice. Unless otherwise stated, all figures are unverified. This material is solely for the private use of Itinerari Previdenziali and is not intended for 
public dissemination.

This material is for information purposes only. The information we provide does not constitute investment advice and it should not be relied on as 
such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor’s particular investment 
objectives, strategies, tax status or investment horizon. We encourage you to consult your tax and financial advisor. All material has been obtained 
from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the accuracy of, nor liability for, 
decisions based on such information. Past performance is no guarantee of future results. 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, contained within 
this document that address activities, events or developments that SSgA expects, believes or anticipates will or may occur in the future are forward-
looking statements. These statements are based on certain assumptions and analyses made by SSgA in light of its experience and perception of 
historical trends, current conditions, expected future developments and other factors it believes are appropriate in the circumstances, many of which 
are detailed herein. Such statements are subject to a number of assumptions, risks, uncertainties, many of which are beyond SSgA control. Please 
note that any such statements are not guarantees of any future performance and that actual results or developments may differ materially from those 
projected in the forward-looking statements. Projected characteristics are based upon estimates and reflect subjective judgments and assumptions. 
There can be no assurance that developments will transpire as forecasted and that the estimates are accurate. 

Investing involves risk including the risk of loss of principal. Past performance is not a guarantee for future results.

The views expressed in this material are the views of SSgA and the Economist Intelligence Unit through the period ended July  2012  and are subject 
to change based on market and other conditions. This document contains certain statements that may be deemed forward-looking statements. Please 
note that any such statements are not guarantees of any future performance and actual results or developments may differ materially from those 
projected.

This communication is directed at professional clients (this includes eligible counterparties as defined by the Financial Services Authority) who are 
deemed both knowledgeable and experienced in matters relating to investments. The products and services to which this communication relates are 
only available to such persons and persons of any other description (including retail clients) should not rely on this communication. 

The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties without SSgA's
express written consent. 

State Street Global Advisors Ltd., Sede Secondaria di Milano - Via dei Bossi, 4 20121 Milan, Italy. Telephone: 39 02 32066 100, Facsimile: 39 02 32066 
155.

2012 State Street Corporation - All Rights Reserved


