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[bookmark: _Toc227336665]Executive Summary 
Team 5's in the CHL-0200 Investment Challenge underperformed the benchmark by 208 basis points, closing the simulation at 956,279.80 versus an initial 1,000,000, with negative Jensen’s alpha of approximately -0.000443 and an information ratio of -2.0.  The key conclusion is straightforward: the portfolio’s risk architecture was defensible, but the conversion of macro views into realised P&L was weak, especially during regime transitions, risk hedging implementation, and post-shock re-risking.
The Team created a low-beta portfolio to invest in a market environment characterised by extreme risk, with an added crisis-hedge position. The strategy proved successful because of the sharp downturn in the stock market between late March, when the portfolio experienced a maximum drawdown of approximately -6.5%, compared with -8.5% for the benchmark. The low portfolio beta of 0.627 at that point in time also supports the effectiveness of the portfolio construction.
However, one of the main flaws in Team 5's investment strategy is that their portfolio underperformed during the recovery after the ceasefire declared on April 8. The slow, careful reallocation of assets to stocks led to an inefficient recovery of the portfolio from its losses.
A professional post-mortem therefore should not ask only, “Did the portfolio win?” but rather, “Where did the portfolio add value, where did it leak value, and which failures were structural versus incidental?” On that basis, the answer is clear: the team showed above-average awareness of regime risk, below-average precision in execution, and sub-institutional operating discipline in moments when speed and control mattered most



[bookmark: _Toc1630529988][bookmark: _Toc227336666]1. Introduction: Strategy Choice and Rationale
When the CHL-0200 Investment Challenge came along, Team 5 chose a mix of different equity strategy. The strategy initially was based on standard portfolio theory, implemented entirely through exchange-listed equities and ETFs. The original mandate was moderate-risk, fundamentals-first, benchmarked to SPY, with no single security intended to exceed roughly 9% of capital and no sector above about 25%, which is a sensible retail-policy adaptation of conventional portfolio construction constraints. Given the team’s size and range of viewpoints, the portfolio adopted a broad market perspective and expressed high-conviction views through technical timing, sector rotation, and macro-sensitive allocation decisions. That structure was intellectually coherent because it gave the book multiple return engines instead of relying on a single macro-outcome.
The simulation opened on 19 February 2026 against a backdrop of elevated geopolitical tension, a Nasdaq already showing signs of distribution, and a consensus expectation of Fed cuts that had been repeatedly deferred. However so, all implementation and monitoring were carried out within set risk limits and the sole goal of long-term capital gains and profit maximisation (Bodie et al., 2021; Reilly et al., 2018). The individual investor policy statement indicated low-moderate risk aversion, with no security or asset category exceeding about 9% of the portfolio’s capital and no asset category exceeding about 25% (CFA Institute, 2019). Thereafter due to regime changes some of these were waived to better aim for quality growth. Over the three-month period, three major investment regimes or “moods” dominated the strategy: a defensive barbell position, a war premium hedge, and a ceasefire or recovery position. The problem was not that the book lacked a framework, more so it was that each tranche had different volatility, each ticker it’s sensitivity, and enter exit requirements, yet the operating framework did not sufficiently differentiate among them, due to lack of prior experience. This distinction matters because institutional portfolios do not just hold positions; they hold positions inside a collective of rules. In this simulation’s case, the investment narrative was often sharper than the execution rules, which meant that even good macro thinking repeatedly got diluted by delayed action. The portfolio often knew what world it was in, but it did not always know how quickly or how aggressively to express that trading insight.
[bookmark: _Toc322027467][bookmark: _Toc227336667]2. Data, Tools, and Implementation
The team maintained a live trading log recording date, action, ticker, quantity, execution price, and rationale for every position change. At the beginning, the team established a mandate to invest with a moderate risk profile, with an expected return of 10% per annum, benchmarked to SPY in USD-denominated equities and ETFs. About one-third of capital was allocated to a broad beta portfolio and very high-quality defensive stocks. Another third was divided into higher-beta investments, including AI, quality growth stocks, financials, and defence. The target was an average portfolio beta of 1. The team implemented stop losses and trailing stops on the most weakened or extended stocks to confirm the importance of following trends in portfolio management (Murphy, 1999). In late March, war headlines were used to activate a crisis overlay strategy, quickly liquidating part of the long positions in the higher-beta sleeve and going long on safe-haven assets, such as GLD, SH, PSQ, CENX, and AA, so net beta reached zero. The team also flipped out of inverse funds and various war premium metals like GLD, SLV, UYG, TAN, and GDX, and moved back into recovery trades like SPY, ESGU, XLF, XLI, CAT, and JPM.



	
	Phase
	Dates
	Key Moves
	Net Beta Target

	Foundation
	Feb 19-Mar 3
	SPY, defensives, AI names
	~1.0

	Growth Rotation
	Mar 4-Mar 26
	NVDA, ORCL, TGT, defence rebuild
	~1.1

	Crisis Overlay
	Mar 30
	SPY out, PSQ/SH/GLD/AA/CENX in
	~0.0

	Ceasefire Pivot
	Apr 8
	Inverse out, SPY/XLF/XLI/CAT/JPM in
	~0.6



[bookmark: _Toc1181124046][bookmark: _Toc227336668]3. Performance Analysis: Returns, Drawdown, and Sharpe
On an absolute basis, the portfolio finished the three-month equity appreciation competition at -4.37% versus -2.29% for SPY, representing about a 2.08% underperformance. The three-month chart below shows how the portfolio started strongly and was initially above the SPY line as the AI and defence names in the portfolio outperformed. As the sharp sell-off intensified in late March, the portfolio’s depth helped limit the decline, and its trough was approximately 2% above SPY's roughly -6.5% versus -8.5% respectively. The breakout was on the right-hand side of the chart. After the ceasefire, SPY shot up, but the portfolio only came back to about -4.5%, which is about a 3% difference from where the team was at the end of simulation.
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The portfolio's Sharpe ratio finished at the bottom of the cohort. It was the weakest of the model statistics and could have benefited from a longer challenge period. But accepting that raw number at face value ignores a fundamental mathematical mismatch between the metric itself and the reality of the market environment. It expects returns to form a neat, normal distribution with stable volatility and no structural breaks. 
By layering inverse ETFs, metals, and gold, the team intentionally reduced the left tail to limit their maximum drawdown during the panic. However, because this cautiousness in peeling off those risk hedges, the portfolio under-captured the violent right-tail rebound when the market snapped back, creating a severe distortion in the Sharpe calculation. 
Sharpe penalizes volatility in both directions equally. It does not distinguish between the "good" volatility of a inverse hedge triggering, or the "bad" volatility of a market crash. When a strategy deliberately engineers an asymmetric, non-normal payoff structure to survive a fat-tail regime shift, applying a static, normal-distribution metric like Sharpe produces a malformed conclusion. 

[bookmark: _Toc280520468][bookmark: _Toc227336669]4. Structural Flaws and Theoretical Critique
To obtain inverse exposure, products such as SH and PSQ have tended to move in line with the index daily and are more akin to short futures than to long put positions. A true protective put is most valuable when it is needed most, i.e., during calm markets, and is worthless during volatility, except if the market is falling sharply, due to the inherent option structure having convexity (Fabozzi, 2014). 
Over the challenge window, the market did not decline in a straight line; as a result, there were bounces and even some fake outs along the way that negatively impacted this sleeve over the test period in a future iteration, a small allocation to put calls, even just 1–2% of NAV in out-of-the-money SPY puts, would have provided the asymmetric payoff that inverse ETFs structurally cannot. (Fabozzi, 2014).
The regime-switching design also suffered from an implementation shortfall. In principle, each transition seemed gradual, logical and cheap. Each transition was slow, slippery, and costly. The team was slow to de-risk, too early in reducing selected long positions during the crisis regime, and overly cautious in re-adding pro-cyclical beta as conditions improved. This highlights how a regime-switching approach can face implementation challenges and how the team could have benefited from more explicit rules for transitions (Reilly et al., 2018).
[bookmark: _Toc1687249965][bookmark: _Toc227336670]5. Peer Context and Ranking Pressure
The question was never which approach produced better returns over the simulation window; it was which approach would hold up in an actual professional environment.
By late March, the portfolio had trailed some higher-beta competitors, as Team 5 allowed performance to fall below class rankings to avoid significant drawdowns in an uncertain, highly volatile environment. Importantly, this approach avoided excessive risk or unintentionally tracking a lower beta to the benchmark, as had occurred in previous periods.
Team 5 reflected on the trade-offs made during the last several weeks as the transition to the April regime view occurred. Many teams took on greater risk and reduced hedges or liquidated and withdrew from the act of trading itself to capitalize on just the more generic yet safe outcome, which often led to outperformance during the regime changes. For Team 5, the initial decision to focus on the aspects of trading marked down correctly as a cost but failed to generate rewards due to not re-risking into equities in a timely manner. This illustrates from a reflective lens a well-documented tension in markets: sentiment-driven positioning by others can outperform disciplined risk management over short windows precisely because the correction horizon is short term (Shleifer & Summers, 1990). In a three-month simulation, the noise trader wins. In a three-year fund, the discipline compounds.
[bookmark: _Toc1620299764][bookmark: _Toc227336671]6. Operational Risk and Execution Controls
On March 30th, two avoidable roundtrips on TSM and TGT did not align with the team’s macro thesis and led the team to make back some profits. In the professional setting, 3 internal controls should be implemented to minimise such negative events in the future. First, one must ensure that the ticket is indeed the correct action; the ticket will reflect the desired movement in the position. Second, alerts need to be set up to inform a trader when an order size exceeds the size of a desired trade. Finally, it is imperative to conduct an end-of-day review to ensure there was no unintentional increase in exposure to a particular stock (Fridson, 2022)
Thus, the strategy demonstrated the difference between having a strong macro-thesis and applying appropriate disciplines to execute trades. Even with a clear view of how the situation would unfold, small losses from mistakes such as incorrectly keyed orders, capital allocation issues, and delays in making necessary corrections would eat away at the increments. Consequently, implementing such a strategy in the institutional environment would require robust yet lightweight controls for order entry, position monitoring, and reconciliations (SEC, n.d.).
[bookmark: _Toc548125856][bookmark: _Toc227336672]7. Final Periodic Reflection
The portfolio started April with crisis protection in place. However, a quick ceasefire on April 8th meant that the inverse fund and war premium thesis became irrelevant, and the team had to close SH, PSQ, AA, CENX, ITA, and other residual positions while simultaneously adding longs in SPY, ESGU, XLF, XLI, CAT, and JPM stocks in an attempt to benefit from a recovery process. The decision was the right one, yet longs were entered too slowly relative to the rally's pace, which widened the gap against SPY.
The April 8 ceasefire repricing illustrates adaptive market behaviour: a binary event resolved faster than any pre-committed rule could anticipate, and participants who had already updated their models captured the move. The lesson is not that the team's thesis was wrong, but that in adaptive markets, the speed of re-evaluation is itself a competitive edge (Lo, 2004).
[bookmark: _Toc635617329][bookmark: _Toc227336673]8. Conclusion
Team 5 did not achieve a top quartile return stream, but their investment process proved superior to the return results, as the simulation reveals. This portfolio was put together according to the principles of a low-beta, crisis-aware book, and the evidence indicates that it achieved the goal of protecting the portfolio from losses and meeting the objective of minimising risk relative to SPY. 
Thus, an institutional grade version of this strategy includes a few simple recommendations. First, keep the current barbell structure based on core equities and the crisis hedge approach. Second, continue using gold as a multi-regime asset that adds value to portfolios during both risk-on and risk-off market environments. Third, as far as possible, use other instruments as hedges to minimise the capital required to maintain the same level of protection against crises. (Lo, 2004).
This way, all the major benefits of the team's portfolio, namely, the ability to manage drawdowns effectively, will remain intact, while the key problem revealed during the current simulation will be addressed. That is a much more serious and much more useful diagnosis than saying the strategy was simply “bad.”
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