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Abstract 

For my finance, honors thesis I participated in the 4th annual CQA Investment Challenge. The 

goal of the challenge is to successfully manage an equity long-short, market neutral portfolio 

(hedge fund). I worked on a team with three other guys from the Applied Portfolio Management 

class to invest and manage $20,000,000 of hypothetical money. Our investment horizon ran from 

October 30, 2015 – April 1, 2016. The stock universe we had access to was the Russell 1000, 

which mainly consists of the highest-ranking large cap stocks in the US equity market. Thirty-

one teams from different universities were judged at the end of the competition on absolute 

return rank, adjusted return rank (the Sharpe ratio) and evaluation of the team video, which 

discussed investment strategy. The University of Arizona team achieved an absolute return of 

6.47%, Sharpe ratio of 0.36 and abnormal return (alpha) of 20.05%. We finished with a ranking 

of 7th place out of 31 participating schools.  
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I. CQA Investment Challenge Overview 

From November to April, the University of Arizona CQA team implemented a long-short 

investment strategy and managed a beta-neutral portfolio as part of the CQA Investment 

Challenge. This provided a great opportunity for us to apply the skills we learned in our Applied 

Portfolio Management class to the management of a hypothetical hedge fund. The purpose of a 

market neutral hedge fund is to implement a specific strategy that eliminates market risk and 

gain. Our team’s strategy focused on exploiting macroeconomic factors that would greatly affect 

specific sectors within the market.  

The platform each team used to manage their portfolio was Stock Trak Global Portfolio 

Simulations. Stock Trak is where we invested and managed our capital, monitored the portfolio 

value, the cash and risk level, where we checked our absolute and risk adjusted returns and 

compared our performance against other schools throughout the competition.  

Our team was mentored by Chris Campisano and Dr. Tom Gosnell throughout the competition. 

Chris is a Managing Director at Blackrock and served as our industry mentor. Dr. Gosnell is a 

finance professor in Eller and served as our faculty mentor. Their coaching and input during the 

competition was invaluable to our team’s success and ongoing learning. 

 

Portfolio Objectives 

Our team invested $10,000,000 in (hypothetical) capital and managed a $20,000,000 long-short 

portfolio. The portfolio had to maintain a net beta of 0 +/- 0.5 on a bi-monthly basis. As well, it 

had to be dollar neutral with a variance of +/- 5% in net market value.  

 

Our performance objective in our portfolio was to earn an absolute positive return, with a high 

return per unit risk. We had a target return of 8% at a 10% risk level, this is a 0.8 return per unit 

of risk. As a team, our aim was to construct a portfolio that was less volatile than the market, and 

earned a higher return.   
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 II. Investment Team and Roles 

The members of our investment team took on roles in their area of expertise so that together, we 

could effectively manage our fund. We divided the responsibilities among our team to ensure our 

fund was protected from error or bias of a single team member with too much control. 

 

 
 

 

Role Breakdown  

 

As stated above, roles were divided in order to reduce bias in our portfolio. We intentionally 

involved each member in initial stock picking, assigning each member to a sector of interest. 

Though we were all operating under the same strategy, this allowed us to individually research 

and pitch favorable stocks to the team. Zhaoren did a great job with excel modeling and portfolio 

construction. While Marko and Dominic ensured our risk and specific exposure were aligned 

with our overall goals and strategy. I managed communication among the team and with our 

mentors, along with researching new stocks throughout the competition when our positions 

needed altering.   
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III. Team Investment Strategy 

Investment Hypothesis  

 

Our investment philosophy was rooted in identifying macroeconomic indicators we believed 

would have a significant effect on individual sectors within the market in the coming year. We 

believe we are in a market climate in which macro trends tend to persist, this conviction led our 

team to seek opportunities to exploit these trends in our portfolio. For example, the trend that 

most stood out to us was the declining price of oil and its impact on the market.  Around October 

when we were considering our strategy, our analysis revealed the energy sector, and specifically, 

oil companies were struggling and would likely continue to struggle in the future.  

 

Short Analysis  

 

We looked more deeply into this trend as an opportunity for our short position. Our analysis 

revealed huge overproduction of crude oil and prices hovering around $40 a barrel at the time. 

US oil production has almost doubled in recent years and this has pushed out oil imports from 

Saudi Arabia, Nigeria and Algeria. Now these large oil producing countries are looking to Asian 

markets, Europe and developing countries for business. But most of those areas have had weaker 

economies and are becoming more energy efficient. All this plays into the oversupply of oil and 

oil prices being driven to very low levels. These production levels were projected to continue 

through the coming months.  

 

This research led us to a bearish outlook on the energy sector through the winter months. As a 

result, we chose to focus our short position on the energy sector and stocks that would be hit 

hardest by the oil glut. A top down macro approach gave us conviction that energy had negative 

momentum and would continue to fall in the coming months.  

 

Long Analysis 

 

We did not have strong conviction for a sector long position, so we again looked to the macro 

trends. With gas prices low and consumer confidence growing as the US economy recovers, we 

developed bullish outlooks on several sectors. These included information technology, health 

care, consumer discretionary and consumer staples. By spreading our long position across four 

sectors we were able to mitigate risk through sector diversification, while capturing the upside of 

the most promising sectors.  
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IV. Portfolio Construction   

This section will outline how we built our portfolio and selected individual securities. Things to 

consider include: desired weight in each security and how to maintain the beta and cash levels in 

the portfolio. An analogy for portfolio construction could be thinking of it as a recipe in a 

cookbook. You want to pick the right ingredients, consider the time of year and carefully 

measure the amount of each ingredient necessary to create an optimal meal, or portfolio.  

Short Selection  

As mentioned in our strategy, we were confident about the continued underperformance of the 

energy sector, especially the oil industry. The financial news we read from the Bloomberg and 

Wall Street Journal among others, corroborated our hypothesis. The characteristics we wanted to 

see in our short stocks included high beta, low market capitalization, and high P/E ratio. We 

focused on these after reading several published articles on historical trends in the market. In our 

research, we discovered that in the long term, higher beta stocks will earn lower returns than 

more stable, low beta companies. Also, small cap stocks, which are usually newer and rapidly 

growing companies, tend to be more volatile than large cap stocks. P/E is one of the telling ratios 

in the energy sector for valuing a company. Generally, the higher the P/E ratio, the more risky a 

stock is because of the possibility it is overvalued. 

 

I did the majority of the stock picking for the short position in our portfolio. I began by sifting 

through oil companies in the Russell 1000 and then as a team, we landed on fifteen stocks from 

the energy sector. The metrics we considered were beta greater than 1, market capitalization 

under $10 billion and P/E ratio greater than 25. We intentionally had a concentrated short 

position as we had high conviction that the macro trend of oil overproduction would persist. In 

order to minimize idiosyncratic risk and minimize single stock forecasting risk, we equally 

weighted the 15 stocks to a value around $670,000 each.  

 

Long Selection 

On the long side of the portfolio, our team discovered that in 2015 the Consumer Discretionary, 

Consumer Staples, Information Technology, and Healthcare sectors had a higher percentage 

return compared to risk than the other six sectors. An example of a trend that plays into the 

growth of the consumer discretionary sector is the low price of gasoline. Gasoline sold on 

average at $3 per gallon in 2015, this translates to roughly $40 of additional discretionary income 

per month per U.S. household, positively affecting the consumer discretionary sector. Lower gas 

prices also encourage consumers to drive more, which tends to support sales at restaurants and 

convenience stores and benefit the companies in the consumer staples sector.  

 

We originally chose 6 to 7 stocks per sector for our long position. These stocks had low beta, 

high market capitalization, and low P/E ratio, totaling 25 stocks. The specific metrics we sought 

out were beta less than one, market capitalization greater than $10 billion and P/E less than 25. 

Similarly to our short position, we equally weighted the 25 stocks to a value of $400,000 each. 

The reasons for our sector, stock and weighting choices, were to give our portfolio exposure to 

sectors and companies with the greatest upside, while also diversifying risk through equal 

weightings across our long position.  
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By using the strategies above, the portfolio achieved Beta relative neutral, market capitalization 

relative neutral, and cash neutral. In addition to using Factset risk reports, we built our own 

model in excel by using VBA codes, which presented the current price and several financial 

ratios for each stock in the portfolio. This model was critically important in supporting the 

team’s effort in analyzing each stock and making necessary trades. Next, I will discuss how we 

managed portfolio risk during the competition.  

 

  

Figure 1 
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V. Risk Management    
 

Our portfolio was carefully constructed to hedge against specific style factors and biases, 

including capitalization bias, high volatility equities, liquidity and over allocation of single 

securities. The reasons for these hedging tactics were to exploit desired risks based on market 

expectations and rid the portfolio of specific risk. 

 

Looking at the data below, headline 11.74% risk is very near our target of 10% risk, stated in 

portfolio objectives. Somewhere between 10-12% risk for an aggressive hedge fund is good. The 

split between our Factor Risk and Stock Specific risk was also a good balance and expected from 

our strategy. Our process focused on significant macro sector bets more than it did on specific 

stock selection. About three-fourths of risk came from macro factor bets (30% from industry 

bets) and only one-fourth from specific stock selection. We had huge underweight in energy and 

this composed virtually all of our risk.  This was obviously a very big “singular” bet, but despite 

this concentration, total portfolio risk was very reasonable at 11.74%. 

 

 
 

We did make several adjustments throughout the investment challenge to be sure to keep active 

risk at an acceptable level and to ensure that biases would not appear. Using excel and other 

analytical tools, we rebalanced, when necessary, certain positions to avoid single or multiple 

securities gaining too much weight and becoming risky to the overall portfolio performance. 

Please see below for charts depicting style and sector risk factors associated with the portfolio.  

 

 

 

Figure 2 

Figure 3 
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VI. Analysis of Investment Strategy and Portfolio Performance 

At the beginning of the competition, our goal was to have modestly high absolute return, not 

dependent on market direction, or volatility. In the short time we were trading, our portfolio 

peaked at 16%. However, we finished the competition with a 5% overall return. Our strategy to 

short oil stocks generated significant return for the majority of the investment period. We 

maintained our short positions in oil stocks through February as talks of reducing oil production 

stalled and OPEC quotas remained unchanged. Late February, oil price per barrel rose back into 

the 30s after reaching its low at about $27. 

 

 
 

 

Around early March, we began tapering back our concentrated short position in oil. In retrospect, 

once we plateaued around 16%, it would have been wise to protect that return by shifting our 

positions to safer sectors. Though we lasted for the majority of the competition with minimal 

trading, or changes to our investment philosophy, we stubbornly stayed short energy for longer 

than necessary. As seen in the barrel price of crude oil in the graph above, we captured 

significant returns from shorting oil companies whose prices were sorely hurt by the glut of oil in 

the world economy.  

 

It would have been beneficial for us to have a backup plan in place for once oil reached a certain 

price level. We were aware of other trends in the market affecting specific industries, but were 

hesitant to leave the position that had generated our previous returns. This is an example of 

recency bias. We hoped patterns in the recent past would continue into the future. We still have 

oil stock positions that are performing well, but not to the extent that the energy sector as a 

whole performed during the middle of the competition.  

 

Our long strategy of investing in stable stocks in healthcare, information technology, consumer 

discretionary and consumer staples provided steady returns with limited risk. This was according 

to plan and is a reason that our portfolio alpha, which measures risk-adjusted performance, was 

Figure 4 
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consistently in the top three of all schools throughout the competition. The below image is from 

the last day of the investment period.  

 

 
 

 

The reason our alpha was extremely high, related to the concentrated nature of the portfolio. The 

short position we held in energy represented most of our risk, but the profitability from both 

short and long positions of the portfolio helped us keep total risk reasonable, while generating a 

solid return.  

 

Throughout the competition, we maintained a beta consistently between 0 and -0.4. As a result, 

when the market dropped we were still able to produce a positive return. At the top of the next 

page is the table of the absolute return rankings, the University of Arizona team finished in 

seventh place overall.  

 

 

Figure 5 
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Lastly, the table of the Sharpe ratio rankings. The calculation for Sharpe ratio is Sharpe ratio = 

(Mean portfolio return − Risk-free rate)/Standard deviation of portfolio return. A good 

Sharpe ratio is generally above 1. We did not achieve this ratio and it was mainly because of the 

concentrated risk we had from our short position in the portfolio. 

 

 

 

  

  

Figure 6 

Figure 7 
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Our strategy of evaluating securities volatility, market capitalization and key ratios proved to be 

successful during the rough start of the trading year. As a team, we are satisfied with our 

portfolio results, because we achieved our objective of obtaining a modestly high absolute return 

without compromising security. We learned that portfolios can make money even in bear 

markets, by longing stable securities, and shorting high volatility sectors. 
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Goal: Successfully manage an equity long/short market neutral portfolio over the course of the 
academic year. Although stock picking is important for success in this contest, we will emphasis risk-
adjusted returns and portfolio management skills.  
 
1. The contest runs from October 30,2015 – April 1, 2016  
 
2. One team per university is allowed unless cleared with the CQA Investment Challenge Committee. A 
team can consist of undergraduate and/or graduate students. Up to 5 members per team are 
recommended.  
 
3. Each team requires a sponsor from the school (typically a professor) to compete in the contest. This 
sponsor will be responsible for selecting and guiding the team.  
 
4. To compete, each team will require a CQA member to serve as a mentor. CQA will assign the mentor 
to each team. The CQA mentor will provide guidance to the team in managing the portfolio, explain 
competition rules, answer any questions that arise during the competition, monitor the team’s 
compliance with the rules and serve as a liaison between CQA and each team. They are not responsible 
for managing the team or portfolio. These duties are the team’s responsibilities.  
 
5. Every team will utilize the Stock Trak Global Portfolio Simulations platform (www.StockTrak.com) 
 to invest and manage their capital, monitor their portfolio value, cash and risk level (We will use the 
beta value provided by Stock Trak), check their absolute and risk adjusted returns and compare their 
performance against other schools. All the metrics are defined on the Stock Trak web site. If any team 
has a problem and question about Stock Trak, they can contact Greg Brown at Stock Trak by emailing 
him at gbrown@stocktrak.com. He is our dedicated contact person at Stock Trak for this contest.  
 
6. To register for the contest on Stock Trak, CQA will supply a pass code and link that each team will use 
to access the contest on Stock Trak’s web site and register their team. Please use the school name (or a 
portion of it) in the team name to uniquely identify your school. The registration window will be open 
from October 5- November 6. Trading will begin on October 30.  
 
7. The trading rules used on the Stock Trak platform can be found on the Stock Trak web site. Please 
review these rules before commencing trading. There are also instructions on the Stock Trak web site 
regarding the utilization of their simulation software.  
 
8. The winning team will be the one that achieves the highest weighted average score derived from the 
combination of absolute return, risk adjusted return and an evaluation of a video presentation. All 

http://www.stocktrak.com/
mailto:gbrown@stocktrak.com
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competitors will be relatively ranked on each of the measures. A weighted average of the three scores 
will determine the overall score. The three metrics will receive the following weights: 40% risk adjusted 
return rank (the Sharpe ratio as defined by Stock Trak), 20% absolute return rank (as defined and 
calculated by Stock Trak on their platform) and 40% video strategy evaluation. For the scores, a panel of 
CQA members will rank the videos. Guidelines for the video will be delivered via email to each team by 
the CQA mentor in the coming weeks. The Video presentation will be due February 28, 2016. In case of 
ties, CQA will use the rank of the risk adjusted return as the first tie breaker, the absolute return as the 
second tie breaker and the paper rank as the third, if necessary.  
 
9. Prizes will include $3,000 in prize money distributed across the top three teams ($1,500, $1,000, and 
$500). The winning team professor will be invited to attend the annual CQA Fall conference in Chicago 
(September) or Las Vegas (April) with plane and hotel costs covered by CQA. Finally, the resumes of the 
winning team members will be circulated to all CQA members. For All Prizes: Prizes are non-transferable 
and no substitution will be made except as provided herein at CQA’s sole discretion. CQA reserves the 
right to substitute a prize for one of equal or greater value if the designated prize should become 
unavailable for any reason. Winners are responsible for all taxes and fees associated with prize receipt 
and/or use.  
 
10. The portfolio parameters are as follows:  
• Manage an equity long/short market neutral portfolio. Teams can decided the number of stocks they 
wish to hold on each side without violating the constraints defined below.  
• Invest $10,000,000 in capital. This means each team will manage a $20,000,000 long-short portfolio.  
• Universe – the CQA mentor will provide their respective teams the universe of stocks they can use to 
form and manage their portfolio. This list will be delivered to each team prior to the start of the 
competition. The universe will consist of approximately 1000 investable large and mid cap stocks.  
• Maximum position size at the time of the trade on both long and short side is 5% of the unlevered 
portfolio value. For example upon commencement of the game, the maximum position size is $500,000 
(5% of $10,000,000) to initiate a long and a short position. An existing position can exceed the 5% 
maximize position size.  
• Market Neutral – maintain a net portfolio beta of 0 +/- 0.5 on a bi-weekly basis. CQA will provide the 
betas for all the stocks in the universe file it delivers to the teams prior to launch.  
• May not lever more than 2:1. This means teams cannot borrow. • The portfolios will be dollar neutral 
with a variance of +/- 5% in net market value.  
• Portfolio will hold less than 5% of the unlevered portfolio value in cash  
• Teams may use any strategy they wish to pick their stocks.  
• Portfolios need to be fully invested by 4 pm EST on Friday, November 6 or risk expulsion from the 
contest.  
 
11. Any team that exceeds the constraints defined in #10 will receive a warning from CQA and have two 
weeks to become compliant. A second infraction of the constraints by any team will result in a reduction 
of their risk-adjusted rank (as defined in #8) by 5 or a last place risk-adjusted rank, whichever is worse. A 
third infraction of the constraints by any team will result in the team’s elimination from winning any 
prize money.  
 
12. Release: By receipt of any prize, winners agree to release and hold harmless CQA and each such 
company’s officers, directors, employees and agents (collectively, the “Released Parties”) from and 
against any claim or cause of action, including, but not limited to, personal injury, death, or damage to 
or loss of property, arising out of participation in the Challenge or receipt or use or misuse of any prize.  
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13. Publicity: Except where prohibited, participation in the Challenge constitutes each participant’s 
consent to CQA’s use of the name, likeness, photograph, voice and/or opinions for promotional 
purposes in any media, worldwide, without further payment or consideration.  
 
14. General Conditions: CQA reserves the right to cancel, suspend and/or modify the Challenge, or any 
part of it, if any fraud, technical failures or any other factor beyond CQA’s reasonable control impairs the 
integrity or proper functioning of the Contest, as determined by CQA in its sole discretion. CQA reserves 
the right, in its sole discretion, to disqualify any individual it finds to be tampering with the entry process 
or the operation of the Challenge or to be acting in violation of the Official Rules of this or any other 
promotion or in an unsportsmanlike or disruptive manner. Any attempt by any person to deliberately 
undermine the legitimate operation of the Challenge may be a violation of criminal and civil law, and, 
should such an attempt be made, CQA reserves the right to seek damages from any such person to the 
fullest extent permitted by law. CQA’s failure to enforce any term of these Official Rules shall not 
constitute a waiver of that provision.  
 
15. Limitations of Liability: The Released Parties are not responsible for: (1) any incorrect or inaccurate 
information, whether caused by entrants, printing errors or by any of the equipment or programming 
associated with or utilized in the Challenge; (2) technical failures of any kind, including, but not limited 
to malfunctions, interruptions, or disconnections in phone lines or network hardware or software; (3) 
unauthorized human intervention in any part of the entry process or the Challenge; (4) technical or 
human error which may occur in the administration of the Challenge or the processing of trades or other 
activities within the application; (5) late, lost, undeliverable, damaged or stolen mail; or (6) any injury or 
damage to persons or property which may be caused, directly or indirectly, in whole or in part, from 
entrant’s participation in the Challenge or receipt or use or misuse of any prize. If for any reason an 
entrant's portfolio is confirmed to have been erroneously deleted, lost, or otherwise destroyed or 
corrupted, entrant’s sole remedy is another opportunity to create an account in the Challenge, if 
possible. If the Challenge, or any part of it, is discontinued for any reason, CQA, in its sole discretion, 
may elect to determine the winners based on the status of the entrants' portfolios as of the date of 
discontinuance for any or all of the prizes offered herein. No more than the stated number of prizes will 
be awarded.  
 
16. Disputes and Errors: If you or your team believes an error has been made in your portfolio, you may 
call STOCK-TRAK @ 1-866-SMS-DESK, toll-free, to discuss the problem. Please review your statements 
and report any problems right away.  

 CQA and STOCK-TRAK are not responsible for transactions or quote prices that are incomplete, 
incorrect, or not received.  

 CQA and STOCK-TRAK may use various methods (such as time and tape analysis) to resolve 
disputes. The decision made by CQA and/or STOCK-TRAK is final.  

 CQA and/or STOCK-TRAK has the right to adjust or delete transactions that are believed to be 
incorrect, and the right to terminate any account that they believe may have attempted to 
exploit, manipulate, or sabotage any part of the SMS system and/or web page.  

 CQA and/or the management of STOCKTRAK have the ultimate authority to settle disputes.  

 CQA and STOCK-TRAK's liability is limited to the fee paid for the service. 9/25/2015 
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Video Presentation Link  

https://www.youtube.com/watch?v=j5wPg7eb2nA&feature=youtu.be 

  

https://www.youtube.com/watch?v=j5wPg7eb2nA&feature=youtu.be
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