The Groundwork

What is Beta?

And why it might be the most important investment decision you ever make

If you have savings and you are not investing them, you are making a choice. It might feel like you are
doing nothing — just leaving money in the bank — but you are actively choosing to accept the slow
erosion of your purchasing power in exchange for safety. That is a perfectly reasonable choice for
some of your money. But for the rest of it, there is a better option, and it does not require you to be

smart, to trade actively, or to pay someone a fortune to manage it for you.

That option is beta. And understanding what beta is — truly understanding it — will change how you

think about investing forever.

This is true whether you are an individual managing personal savings, or a company sitting on surplus

cash and treasury reserves that could be working harder. The logic is the same.

Beta Is the market's reward for bearing risk. It requires no skill, no timing, and
no insight. You buy a diversified basket of assets, you hold thern, and over

time you collect the risk premium that markets offer to anyone willing to
accept uncertainty.

Every return you earn from investing comes from one of two sources. The first is beta — the return
you earn simply by showing up and owning assets. Beta is the market's reward for bearing risk. It
requires no skill, no timing, and no insight. You buy a diversified basket of assets, you hold them, and

over time you collect the risk premium that markets offer to anyone willing to accept uncertainty.

The second source of return is alpha — the return you earn by being smarter than the person on the
other side of your trade. Alpha is a zero-sum game. For every dollar someone makes through skill or

insight, someone else loses a dollar. Before costs, alpha across all market participants nets to zero.
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After costs — the trading fees, the management fees, the bid-ask spreads, the taxes triggered by

frequent trading — alpha is a negative-sum game for most participants.

This is not a controversial statement. It is arithmetic. The aggregate of all active investors must, by
definition, earn the market return before costs. After costs, the average active investor underperforms
the market. This has been demonstrated empirically across decades, geographies, and asset classes.
The professionals who do generate consistent alpha exist, but they are rare, expensive to access, and

have no particular reason to share their edge with you.

Beta is Free Money

That heading is deliberately provocative, but it captures something essential. When you invest in a
diversified portfolio of assets, you are collecting risk premiums. A risk premium is the excess return an
asset is expected to generate over cash, and it exists for a simple reason: assets are risky, and people

need to be compensated for accepting that risk.

Think of it this way. Cash can be spent today. It can pay off debt. It can sit safely in a bank account
earning interest. An asset bought today could be worth more or less tomorrow — nobody knows. For
someone to give up their cash and buy that asset, they need to expect a return above what cash
offers. Otherwise, why bother? This expected excess return is the risk premium, and it is the engine

that drives long-term wealth creation.

The critical insight is that every asset with market risk carries a risk premium. Stocks carry one. Bonds
carry one. Commodities, real estate, inflation-protected bonds, gold — they all compensate you, over
time, for the discomfort of not holding cash. Some premiums are larger than others, because some
risks are greater than others. But the expected risk-adjusted return across all assets should be roughly
the same. If it were not, money would flow from the underperforming asset to the outperforming one

until the imbalance corrected.

A long-only portfolio of diversified assets is, in effect, a machine that collects these risk premiums
passively over time. That is beta. And it is available to anyone with capital to invest, at near-zero cost,

with no expertise required beyond the patience to leave it alone.
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A long-only portfolio of diversified assets is, in effect, a machine that collects
risk premiums passively over time. That Is beta. And it is available to anyone
— /ndividual or corporate — at near-zero cost.

Why Most People Get This Wrong

The financial services industry has a structural incentive to make you believe that investing is
complicated and that you need professional help. Brokers, fund managers, financial advisors, trading
platforms, financial media — they all benefit when you trade more, pay more, and believe that active

management is necessary.

The reality is simpler and less flattering to the industry. The vast majority of actively managed funds
underperform their benchmarks over any meaningful time horizon. Study after study confirms this.
The ones that outperform in one period typically fail to repeat that outperformance in the next. The
few that do deliver genuine alpha charge fees that capture most of it. And the process of trying to

identify those few winners in advance is itself a game where the odds are stacked against you.

Meanwhile, the risk premiums embedded in asset markets keep compounding quietly for anyone
disciplined enough to own them. Beta does not require a Bloomberg terminal or a CFA designation. It
requires a thoughtful allocation across asset classes, a low-cost implementation using broadly

available ETFs, and the temperament to not blow it up by panicking during drawdowns.

What Does Good Beta Look Like?

If beta is about collecting risk premiums from a diversified set of assets, then the question becomes:
which assets, and in what proportions? This is where portfolio construction matters, and where the

difference between a naive allocation and a thoughtful one becomes significant.

The most common “diversified” portfolio is the traditional 60/40 — 60% stocks, 40% bonds. It is better
than holding only stocks, but it is not truly diversified. A 60/40 portfolio is overwhelmingly driven by
equity risk. When stocks fall sharply, the 40% in bonds provides some cushion, but the portfolio still

behaves mostly like a stock portfolio with a drag. The risk is concentrated, not balanced.

A better approach is to think about risk contribution rather than capital allocation. This is the insight

behind risk parity, an approach pioneered by Bridgewater Associates and now widely adopted by
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institutional investors. Instead of allocating 60% of your capital to stocks, you allocate your portfolio
such that each asset class contributes equally to your total portfolio risk. Because stocks are much
more volatile than bonds, this means holding more bonds and fewer stocks in notional terms — but

the resulting portfolio is genuinely balanced across the economic environments it might face.

A well-constructed beta portfolio should be resilient across different regimes: strong growth, weak
growth, rising inflation, falling inflation. No single asset class performs well in all of these
environments, but a diversified portfolio that includes equities, nominal bonds, inflation-protected
bonds, commodities, and gold can collect risk premiums across all of them. The result is not the
highest possible return in any single year — but it is a more consistent, more survivable path to long-

term wealth accumulation.

Bridgewater built risk parity for institutions that write nine-figure cheques. We
are not trying to beat them at their own game. We are trying to bring the

same foundational idea to everyone else — simpler, cheaper, and without the
lock-up.

Not Just for Individuals

When people hear “investing,” they tend to think of personal portfolios. But the logic of beta applies
equally to companies. Any business sitting on surplus cash or treasury reserves faces the same
fundamental problem: inflation erodes purchasing power, and keeping everything in bank deposits or

money-market funds means quietly losing value in real terms.

For firms — whether a family office, an SME with seasonal cash surpluses, or a holding company
managing balance-sheet reserves — a disciplined beta allocation offers a way to put that capital to
work without the complexity and cost of active management. The objective is not to “beat the
market.” It is to earn a fair return on capital that is not needed immediately, in a structure that is

transparent to the board, auditable, and straightforward to unwind when the cash is needed.

This is exactly the kind of advisory work Desert Frontier Advisors was built for: helping firms and
individuals allocate capital more efficiently, using publicly available instruments, with full transparency

over the methodology and rationale.
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The Desert Frontier Beta Approach

At Desert Frontier Advisors, Desert Frontier Beta is our platform for delivering transparent, low-cost
beta to investors who want to own it themselves. We are not a hedge fund. We are not trying to

generate alpha. We are not going to call market bottoms or tell you which stock to buy.

And we are not trying to compete with Bridgewater. They manage institutional risk parity portfolios
for clients that write nine-figure cheques, using leverage and derivatives that are neither available nor
appropriate for most investors. What we recognise is that the /dea behind their approach — balanced
risk allocation across asset classes — is powerful and does not require institutional infrastructure to
implement. You can approximate the core principle using a handful of liquid ETFs, at a fraction of the

cost. That is what Desert Frontier Beta provides.

Our approach builds on the intellectual foundations laid by decades of academic research and
institutional practice — from Harry Markowitz's Modern Portfolio Theory in 1952 to the risk parity
frameworks used by the world’s largest asset allocators today. We stand on the shoulders of this
established work and are transparent about it. There is nothing proprietary about the idea that
diversified beta is valuable. What we add is accessibility: a clear, regularly updated portfolio with
specific ETFs, specific weights, and specific rationale, available at a fraction of the cost of institutional

products.

Whether you are an individual looking to invest a lump sum, someone who wants to allocate a fixed
amount each month as a disciplined savings habit, or a company looking to more efficiently manage
treasury and surplus cash — the goal is the same. Own a diversified set of risk premiums, keep your

costs low, and let compounding do its work.
Our portfolios are designed to be:

» Passive and low-cost — implemented with liquid, cheap ETFs. No proprietary instruments, no

lock-ups, no performance fees.

» Diversified across asset classes and geographies — equities, bonds, TIPS, gold, commodities,

across US and international markets.

» Transparent — every holding, every weight, every rebalancing decision is published and

explained.
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*  Modestly active at the margins — our Desert Frontier Beta portfolio allows tactical
adjustments to cash levels and sub-portfolio weights based on macro conditions, but within

disciplined bounds. The base is always passive beta.

The Bottom Line

Beta is not exciting. It will never make you rich overnight. It will never be the subject of a breathless
headline or a viral trading post. But it is the single most reliable engine of long-term wealth creation
available to individual investors and corporate treasuries alike. It is the accumulated wisdom of seven
decades of financial economics, distilled into a simple principle: own a diversified portfolio of assets,

keep your costs low, and let risk premiums compound.
Alpha is hard, expensive, and usually illusory. Beta is easy, cheap, and real.

In the articles that follow, we will unpack each piece of this — what risk premiums are and where they
come from, why diversification works even when individual assets disappoint, and how we construct
the Desert Frontier Beta portfolios specifically. But the core message will not change. Good beta,

done well, is the foundation everything else gets built on.

This article is part of The Groundwork — a series by Desert Frontier Advisors covering the foundations of beta investing.
Next in the series: Why Invest at All? Risk Premiums and the Cost of Doing Nothing.
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