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The Vagaries of Manager Skill

Back of the envelope calculations…

• Manager types Skilled Average Poor

• Average alpha +3% 0% -2%

• Tracking error ---------------- 5% ---------------

• Pr[outperformance] 46% 28% 11%

Majority of outperformers are skilled?

Less than 1 in 4 outperformers are due to skill!

• Manager proportions 10% 30% 60%

• Prop. Outperformers 23% 43% 34% 
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The Myth of Diversification
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The Myth of Diversification
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Usual Risk Measures
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Conditional Risk Measures
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A Joint Normal Example

𝝆 = 𝟓𝟎%
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A Joint Normal Example
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A Joint Normal Example
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Exceedence Correlation Profile
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Excess Exceedence Vol Profiles
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Fund Corr. Asymmetry - 𝜶𝑪
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Fund Average Up Corr. - 𝝁𝒖𝒑

Fund 1 Fund 2 Fund 3 Fund 4 Fund 5 Fund 6 Fund 7

Fund 1

Fund 2 -29%

Fund 3 -7% -9%

Fund 4 -1% -21% -4%

Fund 5 3% -15% -10% 1%

Fund 6 -17% 8% 0% -11% -11%

Fund 7 -26% 4% -10% -24% -27% 4%

Ave. upside correlation < normal correlation 

for nearly all funds
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Fund Average Down Corr. - 𝝁𝒅𝒏

Fund 1 Fund 2 Fund 3 Fund 4 Fund 5 Fund 6 Fund 7

Fund 1

Fund 2 16%

Fund 3 14% 24%

Fund 4 22% 27% 26%

Fund 5 14% 23% 23% 24%

Fund 6 17% 17% 27% 21% 22%

Fund 7 21% 22% 28% 24% 27% 18%

Ave. downside correlation > normal correlation 

for all funds
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Fund Corr.  Asymmetry - 𝜶𝑪

Fund 1 Fund 2 Fund 3 Fund 4 Fund 5 Fund 6 Fund 7

Fund 1

Fund 2 -45%

Fund 3 -21% -33%

Fund 4 -23% -47% -31%

Fund 5 -11% -37% -32% -23%

Fund 6 -34% -8% -27% -32% -33%

Fund 7 -47% -18% -38% -48% -54% -14%

Ave. down correlation >> Ave. up correlation 

for all funds!



23

Contents

Introduction

Exceedence Measures

CSV & Fund Returns

Performance vs. Skill



24

Cross-Sectional Volatility

𝝌𝒕 𝒓 =  

𝒊=𝟏

𝑵𝒕

𝒘𝒊𝒕 𝒓𝒊𝒕 −  𝒓𝒕
𝟐

where  𝒓𝒕=  𝑖=1
𝑁𝑡 𝑤𝑖𝑡𝑟𝑖𝑡
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Eg: Resi-10 CSV
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Eg: Resi-10 CSV
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Eg: Resi-10 CSV
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Eg: Resi-10 CSV
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Eg: Resi-10 CSV

Weighted CSV
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Eg: Resi-10 CSV
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Why is it important?

Active Management

• CSV = alpha opportunity set

• Value, Growth & momentum strategies

• Active Weights & CSV

Performance Attribution

• Alpha, IR & CSV

Risk Management

• Volatility, Correlation & CSV

• CSV ≈ average idiosyncratic vol

• CSV & Implied Vol Indices?
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5yr Gen. Equity Performance
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3yr Gen. Equity Performance
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1yr Gen. Equity Performance
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CSV and ‘Skill’
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CSV and ‘Skill’
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ALSI Monthly CSV: 2006-2014
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Fund Performance, 2006 - 2014
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Fund Performance, 2006 - 2014
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CSV-Weighted Alphas

𝜶𝒕 = 𝒓𝑭,𝒕 − 𝒓𝑩,𝒕

𝝌∗𝒕 =  
𝝌𝒕
 𝝌𝒕

 𝜶 =  𝟏 𝑻 𝜶
∗
𝒕

𝜶∗𝒕 = 𝒓𝑭,𝒕 − 𝒓𝑩,𝒕 ×  
𝟏
𝝌∗𝒕
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5yr CSV-Adjusted Alphas Ranks
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5yr CSV-Adjusted Alpha Ranks
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CSV-Weighted Regression

𝒓𝑭,𝒕 = 𝜶 + 𝜷𝒓𝑩,𝒕 + 𝝐𝒕

 𝟏 𝝌𝒕 𝒓𝑭,𝒕 =  𝟏 𝝌𝒕 𝜶 + 𝜷𝒓𝑩,𝒕 + 𝝐𝒕



46

Contents

Introduction

Exceedence Measures

CSV & Fund Returns

Performance vs. Skill



Thank You

Disclaimer

This presentation is confidential, intended for the information of the addressee only and may not be reproduced in whole or in part in any manner whatsoever, nor may copies

be circulated or disclosed to any other party, without the prior written consent of Peregrine Securities. This presentation and any information which may have been given orally

by any director, other officer or duly authorised employee of Peregrine Securities is based on information from sources believed to be reliable, but is not guaranteed as to

accuracy or completeness. Peregrine, its affiliates, directors and other officers disclaim any liability whatsoever for any acts or omissions howsoever arising as a result of any

of the information gleaned from this presentation and / or for any loss occasioned in any manner whatsoever in consequence of the information herein contained. Neither this

presentation nor any opinion expressed herein should in any manner whatsoever be considered and / or deemed as an offer or allocation of an offer to sell or acquire any

securities mentioned. Peregrine, its affiliates, directors and officers reserve the right to hold positions in securities mentioned in this presentation and further reserve the right

from time to time to provide or offer advisory banking or other financial services for or to receive such services from any company or legal entity.


