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Volatility Spike
November 18, 2015
The third quarter was a tumultuous period that ended with global equities falling 9.5% to end down 7.0%
for the year to date. The hardest hit categories, emerging equities and commodities, fell more than twice
that. It was a difficult market environment for many active strategies, as well as for broad asset class
diversification and our risk-driven approach to asset allocation. Broad asset categories are shown below
in Exhibit 1.
Exhibit 1: Broad Asset Categories*
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* Please see the last page for important disclosures regarding the information presented herein.

The third quarter saw a return to a level of volatility and violent price movements experienced only in
market crises. The trigger this time was China’s decision in mid-August to devalue the yuan, which in turn
furthered concerns about the health of the Chinese economy and possible spillover effects to the global
economy. Fears of a global slowdown played out across asset markets and were fueled further when the
Fed weeks later decided to postpone its long-awaited rate increase. The S&P 500 was down 11% in the
space of a week, then staged a partial recovery through month’s end, followed by a decline in September
of 2.5%.

As the market began its precipitous decline, an important barometer of risk, the VIX index, more than
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tripled and remained elevated for the remainder of the quarter. The VIX, which reflects the price that
market participants are paying for downside protection, is a well-known fear index—and for good reason.
The chance of significant future loss in broad equities is much higher when the VIX is elevated.
We have long used the VIX as one among an array of risk indicators. It’s a telling relationship though by
no means one-sided. When the VIX is high, it’s not just that the downside is far more pronounced—so too
is the upside. The key insight is that the upside historically has not been sufficient to compensate for the
greater downside. So when the VIX is high, equities broadly are not only riskier but also less attractive
from a risk-reward perspective. In times of turbulence, we therefore take a more cautious stance in terms
of macro exposures. This is consistent with our mandate and focus on capital protection and, furthermore,
better positions us to take advantage of potential dislocations.
This quarter we again took protective action as market risks became elevated in August and September.
Given the pace of the decline our measured approach only partially protected capital during this period.
In October markets rebounded strongly and recovered most of the losses sustained over the prior six
weeks.
We are well aware that our strategy does not perform well in V-shaped market recoveries, and we have
experienced it a number of times before. We also know that sudden market implosions and recoveries of
this magnitude are rare. Since 1990, when the VIX was first published (and not including 2008 where our
ability to preserve capital worked extremely well) the S&P 500 has declined by 11% or more in a week
only four times (in 1998, 2001, 2002, and 2011). Importantly, these cases all occurred at very high levels
of the VIX, averaging over 30. The difference in August was that the VIX before the large decline was
very low at only 13. Since 1990, the worst weekly S&P 500 decline with the VIX anywhere below 20 was 6.5% (VIX at 18, 2010). Fully aware that this could happen, however unlikely, we have always managed
our exposures to remain in a controlled range.
Protecting capital while also pursuing returns is a serious and difficult task. Our strategy over the long
term has been effective in avoiding large drawdowns while keeping us invested in benign markets. We
pay a “price of insurance” from time to time but the benefits have been well in excess of those costs.
Regarding our general strategy, we believe we are in an environment of heightened uncertainty and
greater propensity for dislocation, and we believe it is crucial to preserve flexibility to take advantage of
the opportunities that are likely to arise. We are underweight in exposure to global equities. Given recent
events, many segments of the capital markets have come under pressure. We believe the opportunity set
has improved significantly in select areas, and we are playing offense selectively.
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The VIX index rose from 13 at the start of August (08/03/2015) to 40 in just three weeks (08/24/2015).
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Important Disclosure
This document has been excerpted and modified from its original version. Clients of HighVista will be provided with an original
version upon request.
This excerpt has been provided for informational purposes only, reflects the judgments and opinions of HighVista Strategies LLC at
the time of writing, does not purport to be complete, and no obligation to update or otherwise revise such information is being
assumed. Historical data and other information contained herein is believed to be reliable but no representation is made to its
accuracy, completeness or suitability for any specific purpose. No one shall have any liability for any expressed or implied
representations contained in, or for any omissions from, this information or any related written or oral communications transmitted to
the recipient. Although a reflection of the judgments and opinions of HighVista Strategies LLC at the time of writing, the information
expressed herein does not necessarily reflect investment advice or specific investment strategy HighVista utilizes and tailors for
HighVista’s Clients. Certain statements and data herein are based upon information from sources believed to be reliable at the time
of writing but there is no representation or warranty as to the accuracy or completeness of this information. Use of information from
sources referenced herein does not represent any sponsorship, affiliation, or other relationship between HighVista and any other
company or entity and does not constitute an endorsement.
This information shall not constitute investment advice or an offer to sell or the solicitation of any offer to buy any securities or
investment product. Nothing contained herein constitutes investment, legal, tax, or other advice, nor is it to be relied on nor
interpreted as a recommendation in making an investment or other decision. Past performance is not necessarily indicative of future
results. In addition, index returns are for illustrative purposes only. Index performance returns do not reflect any management fees
for the index, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index.
THIS PRESENTATION CONTAINS FORWARD-LOOKING STATEMENTS WITHIN THE MEANING OF THE U.S. FEDERAL
SECURITIES LAWS. FORWARD-LOOKING STATEMENTS ARE THOSE THAT PREDICT OR DESCRIBE FUTURE EVENTS OR
TRENDS AND THAT DO NOT RELATE SOLELY TO HISTORICAL MATTERS. FOR EXAMPLE, FORWARD-LOOKING
STATEMENTS MAY PREDICT FUTURE ECONOMIC PERFORMANCE, DESCRIBE PLANS AND OBJECTIVES OF
MANAGEMENT FOR FUTURE OPERATIONS, PERFORMANCE AND RISK AND MAKE PROJECTIONS OF REVENUE,
INVESTMENT RETURNS, RISK CALCULATIONS OR OTHER FINANCIAL ITEMS. FORWARD-LOOKING STATEMENTS CAN
GENERALLY BE IDENTIFIED AS STATEMENTS CONTAINING THE WORDS “WILL,” “BELIEVE,” “EXPECT,” “ANTICIPATE,”
“INTEND,” “CONTEMPLATE,” “ESTIMATE,” “ASSUME,” “TARGET” OR OTHER SIMILAR EXPRESSIONS. SUCH FORWARDLOOKING STATEMENTS ARE INHERENTLY UNCERTAIN, BECAUSE THE MATTERS THEY DESCRIBE ARE SUBJECT TO
KNOWN (AND UNKNOWN) RISKS, UNCERTAINTIES AND OTHER UNPREDICTABLE FACTORS, MANY OF WHICH ARE
BEYOND CONTROL. NO REPRESENTATIONS OR WARRANTIES ARE MADE AS TO THE ACCURACY OF SUCH FORWARDLOOKING STATEMENTS.

Definitions for Exhibit 1 are as follows:
Asset Class

Index

U.S. Equities

Russell 3000 Total Return Index

Non-U.S. Equities

MSCI ACWI ex-U.S, (Net Dividend) Index

Emerging Market Equities

MSCI Daily TR Net Emerging Markets USD Index

U.S. Bonds

Merrill Lynch U.S. Treasury 5-7 Year Index

REITs

FTSE NAREIT Composite TR Index

Commodities

S&P GSCI Reduced Energy Official Close TR Index

Global 60/40

Represents a portfolio with 60% invested in the MSCI ACWI (Net Dividend)
and 40% invested in the Merrill Lynch 5-7 Year U.S. Treasury Index
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