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Equity markets have been the place to be during the first half of the year. But that doesn’t mean you should 

just leap in now. Instead, we recommend you arm yourself with what you need to know before investing in this 

often volatile, but ultimately financially rewarding, asset class.

Tracking error/active risk

Tracking error encapsulates the difference between the return on a portfolio versus the return of its benchmark. 

Tracking errors are reported as a “standard deviation percentage” difference.

Risk premium

An asset’s risk premium is the compensation investors receive for taking on more risk than they would be 

exposed to in a risk-free asset i.e. cash. Risky investments need to provide investors with the potential for higher 

returns to warrant the risks of investing in them.

Alpha

This is the excess return delivered by an investment portfolio relative to the benchmark return. Simply stated, 

alpha is often considered to represent the value that a portfolio manager adds to – or subtracts from – a 

portfolio’s return. A positive alpha of 1.0 means the portfolio has outperformed its benchmark index by 1%. 

Correspondingly, an alpha of -1.0 indicates the manager underperformed the benchmark by 1%.

Beta

Beta is a measure of the volatility of a portfolio in comparison to the market as a whole. A beta of 1 indicates that 

the security’s price moves with the market. A beta of less than 1 means that the portfolio is less volatile than the 

market and a beta of more than 1 indicates that the portfolio is more volatile than the market.

Survivorship bias

Funds may be closed or merged with other funds because of poor performance or the inability to attract money 

into the fund. This often results in performance data being skewed higher because only funds that were 

successful enough to survive until the end of the period are included.

So when selecting a list of funds today, it is important to take into account survivorship bias when analysing past 

performance.



Performance attribution

Attribution analysis details where performance has been achieved in a portfolio. For instance, whether the 

manager’s investment decisions with regard to overall investment policy, asset allocation or security selection 

have delivered or not. A fund’s returns are compared to a benchmark to determine whether a manager is actually 

skilled or just lucky – and where he managed to add value.

Multi-factor models

Multi-factor models are used to construct portfolios with certain characteristics, such as dividend yield, value, etc. 

or to track indices.

Multi-factor models can be divided into three categories macroeconomic, fundamental and statistical models. 

Macroeconomic models compare a security’s return to such factors as employment, inflation and interest. 

Fundamental models analyse the relationship between a security’s return and its underlying financials (such as 

earnings) and can reflect value – growth – or momentum-based investment strategies. Statistical models are 

used to compare the returns of different securities based on the statistical performance of each security in and of 

itself.

Scrip lending

Scrip lending refers to the lending of securities by one party to another. A “Securities Lending Agreement” 

requires the borrower to put up collateral, whether cash, security or a letter of credit, in exchange for scrip. The 

agreement is a legally enforceable contract. When a security is loaned, the title and the ownership is also 

transferred to the borrower.

Securities lending is important because it facilitates short selling, when an investor borrows securities to 

immediately sell them in the hopes of making a profit by buying them back at a lower price. Since ownership has 

been transferred temporarily to the borrower, the borrower is liable to pay any dividends out to the lender.

Drawdown

Drawdowns are an indicator of downside risk. They are calculated as the peak-to-trough decline of the value of 

an investment, fund or commodity. A drawdown is usually quoted as the percentage change over a specified 

period.



Fundamental analysis

Fundamental analysis is the detailed analysis of a company’s financial statements; its management and 

competitive advantages and its competitors and markets. There are two basic approaches: bottom-up analysis, 

based on proprietary and stockbroker research and company visits, and top-down analysis, taking into account 

macro-economic factors.

Quantitative Analysis

Quantitative analysis is the analysis of investments using complex mathematical and statistical modelling, 

measurement and research. Although quantitative analysis is a powerful tool for evaluating investments, it rarely 

tells a complete story without the help of its opposite – qualitative/fundamental analysis.

Technical analysis

Technical analysis is used for forecasting the direction of prices based on the study of past market data, primarily 

price and volume. Technical analysts use charts to identify price patterns and market trends in financial markets 

and then try to exploit these patterns to their advantage.


