

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	How to Evaluate a New Diversifier with 10 Simple Questions

	
    
        
            
            







    
    










    
    
    
    











			
                    Alternative Investment Research Centre Working Paper No. 39
 
                    Cass Business School Research Paper
 
        

    
	

	
	
		
		
			18 Pages
		
		

		Posted: 28 Nov 2006
		
		
		
	

	
		
			
			




	See all articles by Harry M. KatHarry M. Kat
Independent


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: December 1, 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		In this paper we discuss a number of important questions to ask when analysing a new alternative diversifier from either a stand-alone, asset-only or asset-liability point of view. The framework is simple, but highly effective. Apart from the new diversifier's statistical properties, it emphasizes the importance of properly accounting for parameter uncertainty and illiquidity; two elements very often ignored by investors. It also shows the importance of taking the correct perspective when evaluating a new diversifier. What looks good from a stand-alone perspective need not look good in a portfolio context and vice versa. Application of the above framework to funds of hedge funds, commodities and synthetic funds underlines the advantages and disadvantages of these diversifiers and clearly points at synthetic funds as the most and funds of hedge funds as the least attractive of the three. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Diversification, alternative investments, hedge funds, commodities, synthetic funds 

	
	

	
    

    
	

	
	
		JEL Classification: G11, G23

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kat,  Harry M., How to Evaluate a New Diversifier with 10 Simple Questions (December 1, 2006). Alternative Investment Research Centre Working Paper No. 39, Cass Business School Research Paper,  Available at SSRN: https://ssrn.com/abstract=947327 or http://dx.doi.org/10.2139/ssrn.947327 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Harry M. Kat (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Independent 

			

			
			
				
				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    1,902

			

		
		
		
			Abstract Views

			    5,257

		

		
		 
		
			Rank

			   16,207

		

		
	


	
		
            
            	        1 Citations
		

	

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,409

                                    

                                

                                
                            

                        

                    

                
	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,979

                                    

                                    
                                        PAPERS

                                           17,669

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Tactical and Strategic Value of Commodity Futures

                        
                            By
                                
                                
                                    
                                    Claude B. Erb
                                     and 
                                
                                    
                                    Campbell R. Harvey
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Tactical and Strategic Value of Commodity Futures

                        
                            By
                                
                                
                                    
                                    Claude B. Erb
                                     and 
                                
                                    
                                    Campbell R. Harvey
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Facts and Fantasies About Commodity Futures

                        
                            By
                                
                                
                                    
                                    Gary B. Gorton
                                     and 
                                
                                    
                                    K. Geert Rouwenhorst
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Facts and Fantasies About Commodity Futures

                            
                                By
                                    
                                    
                                        
                                        Gary B. Gorton
                                         and 
                                    
                                        
                                        K. Geert Rouwenhorst
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Long-Run Behavior of Commodity Prices: Small Trends and Big Variability

                            
                                By
                                    
                                    
                                        
                                        Paul Anthony Cashin
                                         and 
                                    
                                        
                                        C. John Mcdermott
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Fundamentals of Commodity Futures Returns

                            
                                By
                                    
                                    
                                        
                                        Gary B. Gorton, 
                                        
                                    
                                        
                                        Fumio Hayashi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Fundamentals of Commodity Futures Returns

                            
                                By
                                    
                                    
                                        
                                        Gary B. Gorton, 
                                        
                                    
                                        
                                        Fumio Hayashi, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Index Investment and Financialization of Commodities

                            
                                By
                                    
                                    
                                        
                                        Ke Tang
                                         and 
                                    
                                        
                                        Wei Xiong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Index Investment and Financialization of Commodities

                            
                                By
                                    
                                    
                                        
                                        Ke Tang
                                         and 
                                    
                                        
                                        Wei Xiong
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Momentum Strategies in Commodity Futures Markets

                            
                                By
                                    
                                    
                                        
                                        JoÃ«lle Miffre
                                         and 
                                    
                                        
                                        Georgios Rallis
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.088 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
