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AUGUST 2023

1. Returns are net of fees and represent the returns of Logica Absolute Return Fund, LP and Logica Tail Risk Fund, LP, respectively.  Past performance 
is not indicative of future results.  

2. Naïve Straddle Return: a 1.5 month out, S&P 500 at-the-money put and call bought on the final trading day of prior month and sold on the final 
trading day of current month. This return on premium is divided by a factor of 6 to be comparable to Logica’s typical AUM-to-premium ratio.  For 
illustration purposes only.

3. Naïve Ratio Straddle Return: a 1.5 month out, S&P 500 at-the-money put and at-the-money call (divided by 2) bought on the final trading day of 
prior month and sold on the final trading day of current month. This return on premium is divided by a factor of 6 to be comparable to Logica’s 
typical AUM-to-premium ratio.  For illustration purposes only.

4. S&P 500. The index measures the performance of the large-cap segment of the U.S. market. Considered to be a proxy of the U.S. equity market, 
the index is composed of 500+ constituent companies.

5. The Nasdaq-100 is a stock market index made up of 101 equity securities issued by 100 of the largest non-financial companies listed on the 
Nasdaq stock exchange.

6. The Dow Jones Industrial Average is a stock market index of 30 prominent companies listed on stock exchanges in the United States.
7. The Russell 2000 Index is a small-cap U.S. stock market index that makes up the smallest 2,000 stocks in the Russell 3000 Index.

LOGICA ABSOLUTE RETURN (“LAR”)
Upside/Downside Convexity - No Correlation

Tactical/dynamic balanced Put/Call allocation –Straddle

As of 8/31/23 MTD (%) QTD (%) YTD (%)
Logica Absolute Return1 -1.9 -0.9 -7.0

Naïve Straddle (1 put, 1 call)2 -4.7 -7.1 -20.0
Logica Tail Risk1 0.5 -0.5 -4.8

Naïve Ratio Straddle (2 puts, 1 call)3 -1.1 -7.6 -31.0
CBOE Volatility Index (VIX) pts -0.1 0.0 -8.1

CBOE Volatility Index (VIX) % chg -0.4 -0.2 -37.4
S&P 5004 -1.8 1.3 17.4
NASDAQ 1005 -1.6 2.1 41.7
Dow Jones Industrial Average6 -2.4 0.9 4.8
Russell 20007 -5.2 0.6 7.9

LOGICA TAIL RISK (“LTR”)
Max Downside Convexity – Strong Negative Correlation

Tactical/dynamic downside tilted Put/Call allocation – Ratio Straddle

SUMMARY 
Equity markets stumbled a tad in August, and VIX/Implied Volatility didn’t respond, as demonstrated by the 
concurrent negative from a naïve straddle. This is mildly surprising given the relatively low level at which IV 
started the month; but was the outcome nonetheless. In equity markets, we once again see some dispersion, 
with the NASDAQ 100 significantly outperforming the Russell 2000 and Dow Jones indices, furthering a trend 
of narrow participation. Outside of tech, energy was the sole sector to post a positive return in August, in line 
with the recent strength in the oil markets. 
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“I talk a lot about taking risks, and then I follow that up very quickly by 
saying, ‘Take prudent risks.” 

- Irene Rosenfeld 

Across our strategies, there wasn’t much out of the ordinary for August. Both LAR and LTR suffered from a 
lack of Implied Volatility (“IV”) increase in connection with the retreat in the S&P 500. When this occurs, as we 
discussed in prior letters, we face two headwinds when the underlying goes down: theta, and delta.  Theta 
is expected in holding options, but we also face a delta headwind because LAR typically carries a slightly 
positive delta notional position.  We are willing to take delta risk in order to generate positive carry (in lieu 
of short volatility exposure). From our perspective, these two exposures are well worth the “risk” of carrying 
long Vol/Vega for the interspersed occasions it provides a valuable upside and offset, but, as occurred on 
various occasions in 2022, our positioning ends up a bit “lopsided” without the expected tailwind from IV. Said 
differently, all the risks are wonderful to take when the reward side of the coin pays off as expected, but then 
express themselves as pure risk (i.e. downside) when the reward side does not “do its thing.”

Our Sector & Single Stock Calls kept up with the S&P 500 MTD, which was nice, but there was not enough 
outperformance to overcome the aforementioned headwinds, and similarly, our Macro Overlay was flat to 
slightly negative on the month, but in either case, did not contribute to overcoming a Delta drag without a 
Vega climb.

COMMENTARY & PORTFOLIO RETURN ATTRIBUTION8

8. For illustration purposes only. Attribution returns are composed of daily returns, gross of fees. 
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RETURNS.

LOGICA ABSOLUTE RETURN ATTRIBUTION

As of 8/31/23 MTD (%) QTD (%) YTD (%)

S&P Puts 2.22 -1.72 -16.27

Fast Scalping 1.69 -1.74 -7.94

Slow Scalping 0.53 0.02 -8.32

S&P Calls -1.95 0.15 2.73

Fast Scalping -1.04 0.15 0.55

Slow Scalping -0.92 -0.01 2.18

Sector & Single Stock Calls -2.65 0.71 4.44

Macro Overlay -0.12 -0.23 0.89

Gold -0.14 0.01 0.46

Long-Term Treasuries -0.21 -0.41 -0.12

US Dollar 0.23 0.16 0.55

LOGICA TAIL RISK ATTRIBUTION

As of 8/31/23 MTD (%) QTD (%) YTD (%)

S&P Puts 1.62 -0.73 -8.62

Fast Scalping 1.25 -0.83 -4.32

Slow Scalping 0.38 0.09 -4.29

S&P Calls -0.62 0.04 1.07

Fast Scalping -0.30 0.12 0.57

Slow Scalping -0.32 -0.08 0.50

Sector & Single Stock Calls -0.90 -0.05 0.94

Macro Overlay -0.08 -0.14 0.56

Gold -0.09 -0.02 0.27

Long-Term Treasuries -0.14 -0.25 -0.06

US Dollar 0.15 0.14 0.34

The Portfolio: Looking Inside
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“Your assumptions are your windows on the world. 
Scrub them off every once in a while, or the light won’t come in.” 

- Alan Alda

One major component of our portfolio that did outperform nicely is our Vega scalping, which seeks to trade 
around our long Vol “inventory” to accumulate more Vol before potential downside equity moves, and reduce 
Vol before potential upside equity rallies (with the expectation of some Vol crush). A more detailed analysis 
of our Vega scalping on the month shows solid performance there, demonstrating our being more long 
Vega at the right times, and less long Vega at the similarly right times. Taking a closer look at the graphical 
representation of these trades below, we see 13 dots in the “Good” quadrants, and only 9 dots in the “Bad” 
quadrants (and 1 dot sitting atop the fence – so neutral). Moreover, we see one standalone dot in the “Very 
Good” far corner, demonstrating that we had unusually high Vega preceding an equity down/IV gain day.

Looking at these decisions to our positioning in the face of the result begets an interesting point: our model 
called the exposures quite well (in fact, 57% right), but because IV did not pop as much as expected, we did 
not get the expected payoff. Simply, our right decisions could not overcome the lack of IV responsiveness. But 
does this mean we were not as good as we thought, or something along those lines? In our view, absolutely 
not, as we vehemently believe it is best to separate decision from outcome.

As traders (whether of Vol or any other asset), given that the future is truly unknowable, the only reasonable 
goal is to make the best possible decision with the evidence in hand, which quantitatively, can be evaluated 
by such things as “hit rate” or “edge”. And if that hit rate or edge is positive (e.g. greater than 50% and/or with 
right skew), then one is – broadly -- doing the right thing. But since one cannot know what the market is going 
to do, or more precisely, whether the core assumptions that one relies on for a high-level strategy approach 
(such as “Vol goes up when equity markets go down”) will always do what is expected, one will not always be 
as “right” as one’s decisions.
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Of course, the same thing might be said for any strategy approach. Many a value investor has taken a position 
in a “value” stock because the fundamentals, by every assessment and given decades of experience, are 
cheap, but the market just keeps dragging the stock lower. The question, then, is to check in with those core 
assumptions every so often, such as “do these fundamentals infer a good buy?” In our case, do we still expect 
Vol to pop when equities fall? We certainly do!

Not only is there substantial empirical evidence that Vol pops when equites fall, there are many reasonable 
explanations for this inverse relationship.  As a single structural example, trillions of dollars of equity assets 
are “Vol-targeted,” meaning that these approaches mechanically increase gross equity exposure when Vol is 
low and reduce exposure when Vol is high.  These flow decisions, therefore, support the inverse relationship 
between Vol and equities.  More so, and most powerfully, the onset of fear and panic during real disaster – 
whether intrinsic or extrinsic to the financial markets (think ’08 GFC vs. Covid-19) has time and time again led 
to both aggressive buying of Vol in order to protect the extent of uncertainty, as well as extremely heightened 
realized Vol as traders and speculators maneuver through the uncertainty.  In summary, not only do we believe 
this inverse relationship will persist, we expect even greater upside at these levels given how relatively cheap 
Vol is at this time vs. last year(s). But in August, this just didn’t happen. The point is, with the core assumption 
in place, all we can do without knowing the future, is trade the best we can, i.e. maintain a positive edge. And 
to that goal, we are satisfied.

Finally, we can see LAR weighed down by its slightly positive delta exposure throughout the month, while LTR 
avoids that headwind and opposes the S&P 500 nicely (and as we expect):
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The Volatility Market: Looking Outside 

“Every weakness contains within itself a strength.” 
- Shusaku Endo

As we can see in the chart below, the VIX/Implied Volatility response (or lack thereof) in August given the small 
S&P 500 drawdown is noticeable; the red dot (in the green square) demonstrates its weakness in falling nicely 
below the average curve.

Looking even more granularly, we can pick out a point in August to evaluate the weak intra-month 
responsiveness. The reason to do this exercise is in attempts to identify if there was at least some responsiveness 
during the calendar month – even though it might appear that there wasn’t much responsiveness on a month 
over month basis, where such intra-month moments might’ve offered some Vega scalping opportunities. 
However, that was not the case in August. In the chart below, we strike the analysis with a red dot on the 
18th, as it was essentially the low point of the S&P500 on the month, and concurrently, the high point of VIX 
(poignantly, continuing to confirm the core assumption described above; S&P down, IV up). At that moment, 
we can see that it is again well below the average outcome, and hence our resolution that “we expected 
more responsiveness from IV.” Said differently, we saw a consistent lack of responsiveness from IV in August, 
therefore limiting opportunities (and favorable payoff moments) for our scalping strategies, and even though 
we did well in preparatory timing and positioning as illustrated above.
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On a similar note, VolofVol, or the volatility of IV, as measured by the CBOE VVIX Index, is nearing multi-year 
lows (again, another way of saying that IV isn’t providing many Vega scalping opportunities):

A simple at-the-money IV chart tells the same story, and reiterates a mantra that we’ve been repeating month 
after month in recent times: IV is looking quite cheap and one can’t help but see it as a coiled spring that is 
ready to pop.
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“I disagree with everything I used to say.” 
- Vivienne Westwood

On a wholly separate note, and very interestingly, the chart below shows realized vol ticking up measurably, 
but of course without the expected commensurate implied volatility uptick, almost as if market participants 
are saying “I see that actual volatility is going up, but I don’t believe this level of actual volatility will continue 
into the future.” We disagree.

Lastly, while not much changed from 1 month ago, we continue to monitor just how out of whack factor/index 
performance – more so, dispersion -- continues to be:
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Follow Wayne on Twitter @WayneHimelsein

CONTACT US
JAM ZOVEIN
Partner, Chief Operating Officer
310-666-0934
jam@logicafunds.com

DISCLOSURES:  The performance data quoted herein represents past performance, which is not an indication or a guarantee of future results. Current 
performance may be lower or higher than the performance quoted. All returns assume reinvestment of dividends and are net of withholding taxes 
where applicable. There is no guarantee that the investment objectives will be achieved.   
Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment of income and 
dividends and do not reflect the impact of advisory fees.  Investors cannot invest directly in an index.  Comparisons to indexes have limitations because 
indexes have volatility and other material characteristics that may differ from a particular fund.  For example, a fund may typically hold substantially 
fewer securities than are contained in an index.  Indices also may contain securities or types of securities that are not comparable to those traded by a 
fund.  Therefore, a fund’s performance may differ substantially from the performance of an index.  Because of these differences, indices should not be 
relied upon as an accurate measure of comparison.  In addition, data used in the benchmarks are obtained from sources considered to be reliable, but 
Logica makes no representations or guarantees with regard to the accuracy of such data.
This letter and the accompanying discussion has been provided to you solely for information purposes and does not represent a recommendation to 
trade any particular security, but is intended to illustrate Logica’s investment approach. These opinions are current as of the date of this commentary 
but are subject to change. The information contained herein has been obtained from sources believed to be reliable but the accuracy of the information 
cannot be guaranteed. These views should not be interpreted as a guarantee of the future performance of the markets, any security or any funds 
managed by Logica. This material should not be construed as legal or tax advice, nor is it intended to replace the advice of a qualified attorney or tax 
advisor.
This letter and the accompanying discussion does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase any 
securities or other financial instruments and may not be construed as such.  Such an offer can only be made pursuant to the applicable fund’s offering 
documents and otherwise in accordance with applicable securities laws.  The information herein must be read in the context of the applicable fund’s 
offering documents, which contain additional information needed to evaluate a potential investment and provide important disclosures regarding 
risks, fees and expenses related thereto.   
Historic market trends are not reliable indicators of actual future market behavior or future performance of any particular investment which may differ 
materially and should not be relied upon as such.  You should conduct your own analysis and consult with professional advisors prior to making any 
investment decision. Changes in tax laws or severe market events, among various other risks, as described herein, can adversely impact performance 
expectations and realized results.  This document is not research and should not be treated as research. The contents of this commentary are not to 
be reproduced or distributed to the public or press.  The information contained in this commentary is intended only for the persons to whom it is 
transmitted for the purposes of evaluating the subject matter herein.   
This letter and the accompanying discussion include forward-looking statements. All statements that are not historical facts are forward-looking 
statements, including any statements that relate to future market conditions, results, operations, strategies or other future conditions or developments 
and any statements regarding objectives, opportunities, positioning or prospects. Forward-looking statements are necessarily based upon speculation, 
expectations, estimates and assumptions that are inherently unreliable and subject to significant business, economic and competitive uncertainties 
and contingencies. Forward-looking statements are not a promise or guaranty about future events.


