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Introduction

Portable Alpha is a concept that emerged in the 1990s and early 2000s and has since been implemented by large 
allocators. In recent years, the topic has seen a resurgence.

The basic idea of portable alpha is to add uncorrelated alpha (“skill”) to an existing portfolio without disrupting its 
original, core asset allocation (“beta”).  This typically involves separating the alpha and beta components of the 
portfolio to allow for independent and flexible management of each exposure.  

In this paper, we highlight an efficient approach to Portable Alpha, which uses unfunded managed accounts to 
overlay liquid alpha, managed by third-party investment managers, onto funded (or unfunded) beta: Deutsche Bank’s 
dbSelect platform.
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Figure 1: The Principle of Portable Alpha

Key considerations for choosing the Alpha component of a Portable Alpha portfolio

The premise of Portable Alpha is that the fundamental asset allocation choices of the investor can remain 
unchanged – hence we assume that the investor has already determined their beta allocation. 

We therefore focus on how to select the alpha return streams. Over the many years since the emergence of Portable 
Alpha, the criteria for selecting the alpha return streams have largely remain unchanged, and are broadly agreed 
upon to be the below: 

Liquid: capital lock-ups may negatively affect overall portfolio performance over periods of market stress. In 
implementations where the beta is accessed on swap/margin, liquidity may be needed to fund margin calls. 
Therefore, the higher the liquidity of the alpha return stream, the more can be allocated to it, with confidence 
that exposure to the alpha stream can be adjusted easily to match any changes to the associated beta 
exposure. 

Uncorrelated to investor’s beta exposures (equity beta, bond beta, etc.), and in the case of having multiple 
alpha sources, low correlation between alpha sources

• Material beta exposure would mean allocation to the alpha return stream could have a noticeable 
unintended impact on the underlying asset allocation 

• Even alpha sources with lower Sharpe ratios than the portfolio Sharpe ratio can enhance returns if 
their correlation to the other alpha streams (or the associated beta exposure) is low or negative. This 
includes but is not limited to hedging strategies.

Experience and track record: Strong live track record through various market cycles, demonstrating ability to 
generate alpha consistently
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Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. 
Terms are indicative and subject to change at any time. 
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Implementing Alpha within a Portable Alpha portfolio

The conventional implementation of Portable Alpha for many years was to (i) sell the funded beta exposure (stocks, 
bonds), (ii) replace the beta exposure with unfunded derivatives (futures, swaps) and (iii) use the cash generated to 
invest in the alpha component of the portfolio (hedge funds or other managed investment vehicles). 

This was driven by the fact that alpha strategies are typically only available via funds (commingled or otherwise) while 
exposure to equities and fixed income beta could be accessed via futures or other derivatives. 

The main challenge then, for alpha allocations, was on liquidity, since most sources of alpha typically came from 
hedge fund strategies, whose redemption cycles were commonly quarterly, often with multiple months’ notice period. 

Fortunately, over time, alternative ways to implement alpha have become available which have made significant 
improvements on the liquidity profile of alpha return streams available for implementation in a Portable Alpha 
portfolio. 
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Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. 
Terms are indicative and subject to change at any time. 
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Figure 2: Typical spectrum of alpha implementations available to investors

Pooled vehicles 
(traditional hedge funds)

• Fully funded

• Commingled investment vehicle with typically low transparency to 
investors

• Liquidity terms offered to investors have improved over the years; some 
funds now offer liquidity as frequently as daily, though many remain 
monthly/quarterly

Dedicated investment vehicles
(funds-of-one or managed 
accounts)

• Fully funded or partially funded

• Strategy may be customisable and/or more transparent 

• May offer improved liquidity reflecting more closely the liquidity of the 
underlying instruments

• Heavy legal and operational set-up burden; high minimum investment 
levels

Fund derivatives 
(access to hedge funds via total 
return swaps, fund financing 
facilities, collateralised loan 
facility)

• Partially funded or collateralised exposures

• Various payoffs available (e.g. leverage, capital protection, capped loss)

• Underlyings are the actual pooled vehicles (see first entry) – limited 
liquidity and transparency

• Financing costs can be punitive and alpha performance would have high 
breakeven hurdles to make this route economically viable

dbSelect
(hedge fund managed account 
platform)

• Partially funded and fully unfunded solutions available

• Managed account structure supports access with capital and cost 
efficiency

• Various payoffs available (e.g. leverage, capital protection, capped loss)

• Daily liquidity and transparency

• Low minimum investment levels 
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Portable Alpha consideration dbSelect 

Liquidity ✓ Strategies have daily liquidity by virtue of having an investment universe 
of only highly liquid underlying instruments

✓ Investors are able to reallocate dynamically between strategies if so 
desired, for example to implement a tactical alpha allocation

Uncorrelated ✓ The majority of dbSelect strategies have low long-term correlation to 
equity beta, as well as fixed income beta

✓ Figure 3 shows further information on individual strategy correlation to 
traditional asset classes

Experience and track record ✓ A wide universe of strategies is available on dbSelect, many of which 
have long live track records, withstanding various financial stress 
periods 
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Correlation to Equities

Absolute correlation ≤ 30%

Source: Deutsche Bank AG, Bloomberg LP. “Equities” is 
represented by the MSCI World Net Total Return USD Index 
(NDDUWI Index), “Bonds” is represented by the Bloomberg 
Global Aggregate Total Return USD Index (LEGATRUU Index). 
Observation period: 31-Dec-07 (or each strategy’s inception 
date, if later) to 10-Jul-25. Correlation data has been 
calculated based on weekly returns data. Past performance is 
not a reliable indicator of future results. The above data on 
individual manager correlations should not be seen as DB’s 
investment advice and/or recommendation or endorsement of 
certain dbSelect strategies over others. 

Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. Terms are indicative and 
subject to change at any time. 
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dbSelect: a natural home for alpha 

dbSelect is Deutsche Bank’s managed account platform providing investors with access to liquid hedge fund 
strategies with daily liquidity, capital efficiencies and DB risk oversight. dbSelect is able to offer unfunded and 
partially funded access to a wide array of alpha return streams managed by third party investment managers, with 
various payoffs (linear, options, capped loss, capital protection). 

The platform was launched in 2004 and has over 20 years of operating history, including over the Global Financial 
Crisis and Covid-19. The platform has housed hundreds of hedge fund strategies over the years, ranging from 
household names to niche managers to custom mandates for single institutional investors. 
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Figure 3: Correlations to traditional betas for dbSelect strategies



0

100

200

0

100

200

0

100

200

dbSelect Structuring
Deutsche Bank 4

Investment Bank
Deutsche Bank

Portable Alpha

• Alpha via funds; Beta via derivative overlay

• Beta exposure is obtained via derivatives e.g. 
futures or total return swap

• Retain most of existing funded Alpha 
implementation (allocation would typically 
need to be reduced for Beta margin 
requirements due to cash constraints)

• Implement all strategies directly in an 
integrated account/fund, managed by the 
Alpha manager

• Therefore, the Alpha manager is responsible 
for management of beta exposure and cash

• Requires heavy operational set up

• Could limit the universe of Alpha managers

• Alpha becomes less “portable” given the 
operational set-up has inherent lack of liquidity

• Alpha via derivative overlay; Beta via funds

• Alpha exposure is obtained via derivatives, e.g. 
total return swap with the hedge fund as 
underlying, fund financing, or a collateralised 
loan facility

• Retain most of existing funded Beta 
implementation (allocation would typically 
need to be reduced for Alpha margin 
requirements due to cash constraints)

• Financing for Alpha strategies is typically 
expensive

• Increasingly fewer market participants offering 
fund derivatives

Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. Terms are indicative 
and subject to change at any time. We assume that in a wider asset allocation, the investor has an allocation to cash 
which supports variation margin requirements for derivative exposure.

ExposureCash use

Integrated implementationC

Funded Beta + Financed (levered) AlphaB

Traditional implementations

Traditional implementations typically obtain the investor’s beta exposure by using derivatives (e.g. futures or total 
return swap) due to limitations on access routes for alpha return streams. Unless the investor takes the fund financing 
route, existing funded beta allocations must be overhauled in order to implement Portable Alpha.

Beta: $80 fund 
investments

$80 beta

$100 alpha

Alpha: $20 margin

Financing cost for alpha 
margin

Alpha: $80 fund 
investments

$100 beta

$80 alpha

Beta: $20 margin

Alpha: $40 margin and 
cash use

$40 Cash / 
Equivalents

$100 beta

$100 alpha

Beta: $20 margin use

Derivative-based Beta + Funded AlphaA
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Portable Alpha

Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. Terms are indicative 
and subject to change at any time. We assume that in a wider asset allocation, the investor has an allocation to cash 
which supports variation margin requirements for derivative exposure.

Transforming a core asset allocation into an overlay…
…not necessarily as straightforward as it looks

Most traditional implementations of Portable Alpha require an investor to overhaul their existing funded asset 
allocation (beta) to a degree, as they rely on getting beta exposure via a derivative overlay. Even in route (B) shown 
previously, where it is the alpha that the investor accesses as an overlay rather than the beta, there is still some 
divestment from its funded beta investments needed in order to finance the margin required for the alpha overlay.

Why does it matter whether the beta exposure is disrupted or not? There are numerous reasons why an investor may to 
wish to retain existing investments as far as possible: 

• Redemption of (beta-related) fund investments may trigger an unwanted tax event

• Existing vehicles through which the beta has been implemented may have been optimised for tax and/or capital 
efficiency, meaning any changes thereto are automatically undesirable

• A desire to continue capturing any alpha generated by active managers of (predominantly) beta exposures 

• Retention of voting rights, investment credits/quotas, cross-holdings or other non-financial benefits of directly 
holding the relevant securities

Traditional implementations of Portable Alpha therefore may at times appear compromising or sub-optimal to an 
investor who has spent years building an asset allocation implementation worth preserving. 
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dbSelect implementations

The dbSelect platform allows for additional Portable Alpha implementations, each providing flexibility and/or 
distinct pay-off features. 

Crucially, with dbSelect the investor is able to implement their alpha exposure with minimal or no disruption of their 
existing beta mandates. It also allows investors to capture any alpha generated within their “beta” implementations 
and mandates, rather than limiting the beta exposure to “benchmark-only” investments by default. 
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200 • Alpha via derivative overlay; beta via funds

• Retain existing funded Beta allocation

• Alpha is accessed via derivatives without being 
linked to any underlying fund vehicle as in 
implementation (B) above

• Depending on the strategy, investor can work 
with their existing Alpha manager(s)

ExposureCash use

Derivative-based Beta + Funded AlphaD

Beta: $100 fund 
investments

Alpha: via total return 
swap*

$100 beta

$100 alpha

The dbSelect platform hosts liquid alpha strategies implemented in managed accounts; as such, it is possible for 
investors to gain exposure using cash-efficient, margin-based total return swap structures with Deutsche Bank. This 
implementation structurally provides cheaper cost of capital per unit of levered exposure compared to traditional 
hedge fund levered or financed solutions, which attract high financing costs from leverage providers.

*Possibility for no requirement of initial margin, depending on investor type and specific 
transaction.
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• Similar to the familiar beta overlay solution in 
implementation (A)

• Additional capped loss feature for the alpha 
exposure as maximum loss possible for the 
alpha component is capped at the notional 
value of the certificate

• Fully capital-protected implementations are 
also available

• While the diagram shown is similar to that of 
implementation (B), no additional vehicle is 
required, and allocation to each component is 
managed directly by the investor

ExposureCash use

Alpha with capped lossE

One of the challenges and risks of Portable Alpha is the introduction of unwanted downside risk, especially in 
scenarios when alpha strategies become correlated with market downturns, potentially leading to losses that 
outweigh the intended benefit of the Portable Alpha solution. dbSelect can help deliver the alpha streams with 
capped-loss structures, such as options linked to portfolio of hedge fund strategies or swaps with contractual max 
loss guarantees. This way, allocators can gain greater confidence in adopting Portable Alpha solutions, knowing 
that downside risk and losses are contractually capped or mitigated.
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Portable Alpha

Source: Deutsche Bank. All diagrams are for illustrative purposes only unless otherwise stated. Terms are indicative 
and subject to change at any time. We assume that in a wider asset allocation, the investor has an allocation to cash 
which supports variation margin requirements for derivative exposure.

dbSelect implementations

Alpha: $30 certificate

$100 alpha

$100 beta

$50 Cash / 
Equivalents

Beta: $20 margin
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While the dbSelect implementation offers compelling opportunities, it is important to consider the associated risks 
and potential drawbacks of using dbSelect for a portable alpha implementation, such as:  

• The solution can be used as an implementation for liquid strategies only, whose underlying instruments are 
supported by dbSelect (typically managed futures, global macro, FX, commodities, option-based and volatility 
trading strategies).

• Since dbSelect implementations are accessed via products sold by Deutsche Bank, such an investment would 
introduce counterparty exposure to Deutsche Bank

Funded combination (leverage without OTC derivatives)F

An investor may face legal, regulatory or operational restrictions preventing them from entering into OTC 
derivatives or employing traditional leverage techniques. As a solution, DB is able to wrap and deliver the 
performance of liquid alpha strategies from the dbSelect platform in securitised format, e.g. with DB-issued notes 
or certificates; these are cash-funded instruments which provide notionally levered exposures to the strategies. 
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Beta: $70 fund 
investments

Alpha & Beta: $30 
certificate

$70 beta

$30 beta

$100 alpha

• Alpha exposure is captured in levered 
certificate, which can also provide embedded 
beta exposure 

• Retain existing funded beta allocation to a large 
extent

• Investment wrapper for Alpha exposure is a 
security which can provide balance sheet 
simplicity

• No need for ISDA set-up
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Portable Alpha

Source: Deutsche Bank. 
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Conclusions

Portable Alpha is an investment approach which can be implemented in multiple ways, however “traditional” 
implementations typically require an overhaul of the implementation of an investor’s core asset allocation. Deutsche 
Bank introduces alternatives to the traditional implementations of Portable Alpha, offering (a) the ability to retain 
core asset allocation implementations, (b) enhanced payoffs such as capital protection, and (c) inherent liquidity in 
the alpha allocation. 
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This document has been provided to you upon your request. Deutsche Bank AG is authorised under German Banking Law (competent authority: European Central 
Bank and the BaFin, Germany’s Federal Financial Supervisory Authority) and, in the United Kingdom, by the Prudential Regulation Authority. It is subject to supervision 
by the European Central Bank and by the BaFin, and is subject to limited regulation in the United Kingdom by the Financial Conduct Authority and the Prudential 
Regulation Authority.

Deutsche Bank AG is a joint stock corporation with limited liability incorporated in the Federal Republic of Germany, Local Court of Frankfurt am Main, HRB No. 30 
000; Branch Registration in England and Wales BR000005 and Registered Address: 21 Moorfields, London EC2Y 9DB. Deutsche Bank AG, London Branch is a 
member of the London Stock Exchange. (Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the 
Financial Conduct Authority, are available on request or from www.db.com/en/content/eu_disclosures.htm) © Deutsche Bank AG 2025

The purpose of this document is to provide information on Deutsche Bank and the mentioned investments, further information in respect of which is set out below.

This document is intended for background, informational, and discussion purposes only, does not purport to be full or complete and does not create any legally 
binding obligations on the part of Deutsche Bank AG and/or its affiliates (“DB”). Without limitation, this document does not constitute an offer or an offer to the public, 
an invitation to offer or a recommendation to enter into any transaction, to participate in any trading strategy or to invest in any investment and other financial 
instrument in any jurisdiction except to the extent permitted by local laws. The distribution of this document and the offering and placing of the investments and other 
financial instruments in certain jurisdictions and/or to certain investors may be restricted or prohibited and, accordingly, persons into whose possession this document 
comes are required to make themselves aware of and to observe such restrictions or prohibitions. DB will not offer or sell any products or services to any persons 
prohibited by the law in their country of origin or in any other relevant country from engaging in any such transactions. You should refer to the Prospectus/PPM for 
information on the specific restrictions or prohibitions in place and the information contained in this document will be superseded in its entirety by such 
Prospectus/PPM in final form. Please also note that the distribution of this document and the offering and placing of the investments and other financial instruments 
has not been authorised by, or registered with, any local regulator.

The information contained in the document is believed to be correct, complete and accurate and that every effort has been made to represent accurate information. 
However, no representation, warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information contained in this document by 
any of DB or its personnel and no liability is accepted by such persons for the accuracy or completeness of any such information or opinions. Assumptions, estimates 
and opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based 
on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. DB has no obligation to update, modify 
or amend this document or to otherwise notify a reader in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, 
changes or subsequently becomes inaccurate. Prices and availability of the investments and other financial instruments described in this document are subject to 
change without notice and DB may engage in transactions in a manner inconsistent with the views discussed herein.

Nothing contained herein shall constitute any representation or warranty as to future performance of any financial instrument, credit, currency, rate or other market or 
economic measure. THE INVESTMENTS HAVE NO GUARANTEED RETURN AND PAST PERFORMANCES DO NOT ENSURE FUTURE RESULTS.

You may not distribute this document, in whole or in part, without our express written permission. DB specifically disclaims all liability for any direct, indirect, 
consequential or other losses or damages including loss of profits incurred by you or any third party that may arise from any reliance on this document or for the 
reliability, accuracy, completeness or timeliness thereof.

DB is not acting as your financial adviser or in any other fiduciary capacity with respect to the investments and other financial instruments referred to in this document 
and the information and opinions contained in this document do not constitute investment advice nor the arranging of deals in investments. DB does not provide 
accounting, tax or legal advice. Prospective purchasers should understand and discuss with their professional tax, legal, accounting and other advisors the effect of 
entering into or purchasing any financial product. The investments and other financial instruments mentioned in this document may not be appropriate for all investors 
and before entering into any transaction you should take steps to ensure that you fully understand the transaction and have made an independent assessment of the 
appropriateness of the transaction in the light of your own objectives and circumstances, which may include obtaining advice from your advisers, on the possible risks 
and benefits of entering into such transaction. The investments and other financial instruments described herein involve numerous risks including, among others, 
market counterparty default and illiquidity risk and an investor could lose its entire investment or incur unlimited losses. This statement does not disclose all 
significant risks or aspects of the transactions described herein and for further information regarding the nature and risks of the proposed transaction and types of 
financial instruments please go to www.globalmarkets.db.com/riskdisclosures. If you decide to enter into a transaction with DB, you do so in reliance on your own 
judgment.

DB trades or may trade as principal in the investments and other financial instruments (or related derivatives) and may make proprietary positions in such financial 
instruments. DB may make a market or act as an adviser, underwriter or lender to companies mentioned in this document and may also have received or intend to 
receive compensation for investment banking services from companies mentioned herein.

This material was prepared by a Sales or Trading function within DB, and was not produced, reviewed or edited by its Research Department. Any opinions expressed 
herein may differ from the opinions expressed by other DB departments including the Research Department. Sales and Trading functions are subject to additional 
potential conflicts of interest which the Research Department does not face, for example, such Sales and Trading personnel are compensated in part based on the 
volume of transactions effected by them.

DB may along with its respective officers, directors and employees enter into transactions and/or hold long or short positions in the underlying securities or related 
financial products of companies mentioned herein. DB may receive a fee or rebate, directly or indirectly, in respect of the investments and other financial instruments 
and DB may also pay a fee or rebate to certain investors, directly or indirectly, in respect of the investments and other financial instruments. Further details to be 
provided on request. 

For all investors

The distribution of this presentation and the offering of the products may be restricted in certain jurisdictions. The information contained in this presentation is for 
general guidance only, and it is the responsibility of any person or persons in possession of this presentation and wishing to make application for the products to 
inform themselves of, and to observe, all applicable laws and regulations of any relevant jurisdiction. Prospective applicants for the products should inform themselves 
of any applicable legal requirements, exchange control regulations and applicable taxes in the countries of their respective citizenship, residence or domicile. This 
presentation does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorised or to any person to whom it 
would be unlawful to make such offer or solicitation.
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Contact information:
dbSelect.info@db.com
London +44 207 54 55385
 +44 20 754 59328
New York +1 212 250 2268
 +1 212 250 3593
EEA +49 69 910 40307
Singapore +65 6423 5351
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