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Disclaimer

The information contained herein is sourced from third parties and/or provided by Investcorp-Tages. Investcorp-Tages is the brand name

under which Tages Capital LLP (“Tages Capital”) and Investcorp Absolute Return Investments LLC (“IARI”) operate. Tages Capital is

authorised and regulated by the Financial Conduct Authority in the United Kingdom. Tages Capital is incorporated in England and Wales

under registered number OC364873 with registered office 39 St James’s Street, London, SW1A 1JD. Investcorp Absolute Return Investments

LLC is registered with the U.S. Securities and Exchange Commission under with CRD number 306860 / SEC number 801-118192 with

registered office 280 Park Avenue, New York, NY 10017.

Investcorp-Tages is a 50/50 joint venture (“JV”) between Investcorp S.A. and Tages S.p.A formed in May 2020 from merging Investcorp’s

Absolute Return Investments business (IARI) and Tages Capital, the absolute return subsidiary of Tages S.p.A. IARI is an indirect wholly

owned subsidiary of Investcorp S.A. organized in 1996, and Tages Capital is an indirect wholly owned subsidiary of Tages S.p.A organized in

2011. IARI provides investment management (“IM”) services to accounts that prior to the JV were clients of each of Investcorp Investment

Advisers LLC and Investcorp Investment Advisers Limited, each an indirect wholly owned subsidiary of Investcorp S.A. Similarly, Tages

Capital will continue to provide IM services to accounts that prior to the JV were existing clients of Tages Capital.

Without limitation, this document does not constitute investment advice and does not constitute an offer or recommendation to buy or sell an

investment. This document should not be relied upon as including sufficient information to support an investment decision. Prospective

investors should seek professional advice before making any investment decision.

Past performance (whether real or proxy) should not be viewed as a guide to future performance. Investment and/or products described

herein carries the risk of potential total loss of capital. Alternative Investment fund investments are speculative in nature and involve a high

degree of risk. There can be no assurance that a fund’s investment objectives will be achieved, and investment results may vary substantially

over time. Investments in alternative investment funds are not intended to be a complete investment program for any investor. There is no

secondary market for an investor’s interest in alternative investment funds and none is expected to develop. Alternative Investment funds are

generally not registered under the Investment Company Act of 1940 and accordingly are not extensively regulated. Opportunities for

redemption and transferability of interests are restricted, so investors may not have access to capital when it is needed. Leverage may be

employed in these funds, which can make investment performance volatile. Valuation of the securities in alternative investment funds may

involve uncertainties and the exercise of judgment and could adversely affect the value of any investment in hedge funds. An investor should

not make an investment in hedge funds unless the investor is prepared to lose all or a substantial portion of its investment.

Certain information contained herein may constitute forward-looking statements which, owing to various risks and uncertainties, could result in

actual events or results or the actual performance of an investment differing materially from those reflected or contemplated in such forward-

looking statements. This document is being provided on a confidential basis and is for informational purposes only.

If you wish to invest in a specific investment or product managed by Investcorp-Tages you should refer to the risk warnings in the relevant

prospectus for that product or investment. Information and details of such investments, managers or their products or laws or circumstances

may change, and it is the requirement of any investor or those making or considering to make such investments that they conduct due

diligence on any and all investments made or considered. All investments should be made with discretionary capital set aside strictly for

speculative purposes. Offers in the US may only be made at the time a qualified offeree receives the related confidential offering

memorandum for a specific fund describing the offering and executes a related subscription agreement provided by N.A. Investcorp LLC

(“NAILLC”). Any interests in securities of any funds shall not be offered or sold in any jurisdiction in which such an offer, solicitation or sale

would be unlawful until the requirements of the laws of such jurisdiction have been satisfied.

Hypothetical Performance - In considering the hypothetical performance information contained herein, prospective investors should bear in

mind that this is neither the performance of an actual account managed by Investcorp-Tages nor a guarantee of, nor necessarily indicative of,

future results. There can be no assurance that the Paladin Strategy will achieve comparable results, that hypothetical returns will be met or

that the strategy will achieve its investment objectives. Actual gross and net returns for the Paladin Strategy may vary significantly from the

target returns set forth herein. Consequently, any target returns included herein have been prepared for illustrative purposes only and should

not be relied upon in making any investment decision.

Hypothetical performance for the Paladin Strategy has been derived from backtest and cost assumptions as stated on slide 18. However,

there can be no assurance that such assumptions will prove to be accurate, and actual realized returns and performance will depend on,

among other factors, interest rates, economic and market conditions, and any related transaction costs and the timing of purchase or sale, all

of which may differ from the assumptions on which these projections are based. Therefore, actual results achieved may vary significantly

from the target returns and performance, and the variations may be material.
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1. Overview

The increasing occurrence of tail events exceeding statistical expectations underscores the necessity for 

effective hedging strategies. Investors face the challenge of protecting their portfolios from sudden, severe 

downturns, which has increased the relevance of tail risk management strategies. In response to this 

change in market behaviour we outline the elements of a sound tail hedging solution to help manage 

portfolio risk. Finally, we outline the attractive features of combining a tail hedge solution with a long only 

portfolio and its associated benefits of reduced drawdowns, improved risk-adjusted returns and overall 

higher returns through compounding effects.     

We define a tail event as a sell-off in the S&P 500 by more than three standard deviations; i.e. an 

expectation of an event that occurs less than 0.3% of the time. Tail events have been happening far more 

frequently than a Gaussian normal distribution model would have inferred. Figure 1. shows the logarithmic 

returns of the S&P 500 from 1928 and the associated instances of volatility exceeding multi-standard 

deviation levels. The thickness of the blue lines denotes the length of time the S&P 500 has remained in a 

stressed / multiple standard deviation period. These occurrences were common post the Wall Street crash 

of 1929 and two World Wars, then were more subdued for decades with a few notable exceptions but 

have noticeably increased again over the last 20 years. We believe there are several structural 

contributory factors that explain the increase in tail events but an examination of these is beyond the 

scope of this paper. 

Source: Bloomberg and Investcorp-Tages as of report date.

Figure 1: The cumulative return of the S&P 500 vs. the S.D. moves during tail events since 1928
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2. Hedging for Tail Events 

In order to insulate against this rise in excess volatility, some investors apply hedging solutions as a 

permanent feature to their overall portfolio, while others attempt to tactically time tail events using options 

or other hedging solutions. However, attempting to tactically time hedges can prove to be quite expensive 

and may not achieve the desired outcome as the timing and sources of tail events are obviously very 

difficult to predict.

The chart below represents the total returns of a portfolio of one year at-the-money S&P 500 put options 

rolled on a monthly basis against a basket of Tail Risk funds1. The results indicate that the average tail 

hedge manager has performed as well as S&P 500 put options or better in crisis periods at equivalent or 

lower cost of carry during other periods.

Figure 2: Historical returns of S&P 500 puts vs a Basket of Tail Hedge Funds 

Source: Bloomberg and Investcorp-Tages as of report date.

Like option strategies, tail hedge funds provide varying degrees of protection based on the amount of 

premium or negative carry that an investor is prepared to spend and the degree of protection they target 

in periods of deep equity sell-offs. 

1. Comprised of five funds with returns available on Bloomberg and excluding our own proprietary tail hedge solution. The five 
funds are: Amundi Volatility EURO-GEURC fund since 01/01/2008, Assenagon Alpha Volatility Fund since 25/01/2011, LGT Dynamic 
Prot UCITS fund since 30/12/2016, Cambria Tail Risk ETF since 6/04/2017, One River Long Volatility Fund since 30/11/2017
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Cost

During the last 5 years of positive performance for S&P 500 the tail risk basket lost -2.45% on average 

per year against -9% for 1 Year rolling 50 Delta S&P 500 puts. The basket was up +20.56% in year 

2020 while S&P puts finished the year down -7.59%. The following table demonstrates the dispersion 

of returns amongst those managers.

Hedges with upfront premiums such as put options can be quite expensive unless they are designed 

to hedge extreme market conditions only. Diversifying hedges such as interest rates and gold offer 

cheaper alternatives but are less reliable in crises. Macro hedge funds and CTAs present mixed 

results, their effectiveness heavily reliant on their market positioning at the onset of a crisis and the 

duration of the crisis. 

Figure 4: Historical Performance of Tail Hedge Funds1 since January 2019

Investors must balance the trilemma of reliability of the hedge through minimising basis risk, the return 

pay-off and ensuing convexity versus the cost of the hedge

Source: Bloomberg and Investcorp-Tages as of report date.

Figure 3: Tail Hedge Funds – Calibration Trilemma



Tail Hedge Overlay

6

The chart below illustrates the monthly returns of various hedging solutions2 adopted by investors against 

S&P 500 returns cut into 10 deciles from the worst one on the left to the best decile on the right-hand side. 

The tail risk basket provides comparable performance against S&P 500 puts and the tail risk basket in 

deciles 2-4 but with lower costs of carry across deciles 5 to 10. 

There is obviously great dispersion amongst CTA and macro managers (represented by the BARCCTA 

and HFRXM indices, respectively, in the above chart). Many of those have adopted faster models, 

reducing the reaction time to market prices from months to weeks. Introducing alternative data and 

markets also tends to improve their returns in flat and up markets. Those managers could occasionally 

perform well in dislocated markets, depending on the duration and the depth of the sell-off and the speed 

of change from flat or bull market to a sell-off.

Source: Bloomberg and Investcorp-Tages as of report date.

Figure 5: Historical Performance of Various Hedging Products against S&P 500 Return Deciles

2. S&P Puts represent S&P 500 50 delta one-year puts, rolled monthly. BARCCTA is BarclayHedge CTA Index and HFRXM is the ticker 
for HFR Macro & CTA hedge Fund Index.



Tail Hedge Overlay

7

Incorporating a tail hedge overlay into a long S&P 500 futures portfolio can significantly enhance 

performance. From January 2008, a portfolio with a 50% basket of tail risk funds1 overlay allocation to a 

100% S&P 500 portfolio outperformed a long-only S&P 500 portfolio by 89% with reduced volatility. 

Additionally, increasing the tail hedge component incrementally improves the risk-adjusted return 

characteristics of combined portfolios. The following chart represents a 50% addition of the 

aforementioned tail hedge benchmark to a long S&P 500 futures portfolio from January 2008. The basket 

has been produced by volatility-adjusting the live returns of the constituent funds to the average 

annualised volatility of the group that is 12%. If the tail hedge overlay has a gain of 10% or more intra-

quarter (such as during an equity market dislocation), the profits are monetized and put back into the 

equity portfolio to reestablish the hedging ratio. This has the benefit of ensuring the portfolio is properly 

protected over time, while removing the subjective, discretionary decision of when to monetize hedging 

profits or when to be over/under hedged. The blue line represents the cumulative outperformance of this 

portfolio relative to a long S&P 500 portfolio.

Figure 6: Historical returns of S&P 500 and 50% of Tail Hedge Overlay

Source: Investcorp-Tages as of report date.

3. Overlay Results
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In addition, the inclusion of the overlay strategy clearly improves the drawdown characteristics of the 

combined portfolio, often meaningfully, during the worst bear markets since the Great Financial Crisis as 

outlined in the table below.

Source: Investcorp-Tages as of report date.

Start date End date SPX SPX + 25% Hedge SPX + 50% Hedge SPX + 100% Hedge

03-Jan-08 06-Mar-09 -53% -48% -44% -34%

21-Jul-11 03-Oct-11 -18% -18% -18% -17%

17-Jul-15 25-Aug-15 -12% -10% -7% -2%

03-Nov-15 11-Feb-16 -13% -10% -7% -2%

01-Oct-18 24-Dec-18 -20% -17% -14% -9%

19-Feb-20 23-Mar-20 -34% -29% -24% -13%

03-Jan-22 12-Oct-22 -25% -24% -23% -20%

Figure 8: Performance during the largest S&P 500 drawdowns

Figure 7: Historical returns of S&P 500 and varying degrees of Tail Hedge

Source: Investcorp-Tages as of report date.

Furthermore, many investors have been applying varying degrees of hedging to their long only portfolios. The 

chart below shows that by incrementally increasing the tail hedge component to a long S&P 500 position it 

improves the combined portfolio’s risk-adjusted return characteristics. The compounded returns of the 

combined long S&P 500 plus tail hedge are higher than returns of a standalone long S&P 500 portfolio, while 

the beta of the combined package is lower.
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Implementing a tail hedge strategy, particularly one characterized by high convexity and low cost of 

carry, not only shields portfolios during downturns but also enhances overall portfolio performance. By 

reducing volatility and drawdowns, and improving compounded returns post-crisis, a well-integrated tail 

hedge strategy offers a comprehensive solution for managing equity risks in turbulent markets. This 

allows for more aggressive risk-on positions, enhancing potential returns without disproportionately 

increasing risk exposure. Investors could attempt to time the size of a hedge and when to sweep profits 

from a hedge during crisis periods, or they could implement an overlay program with a manager who can 

establish a fixed hedging and rebalancing regime, removing a subjective decision of when to  over/under 

hedge and affording the opportunity to better compound over time. 

4. Conclusion


	Default Section
	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5

	Untitled Section
	Slide 6
	Slide 7
	Slide 8
	Slide 9


