
For Investors Seeking Non Correlated Exposure Across Asset Classes

As an investor looks to thoughtfully construct a portfolio with a focus on overall risk and return, she
often seeks out "alternative assets", i.e. assets that are not typically thought of as either stocks or bonds
and that have minimal correlation to either of those broad asset classes. These non-correlated assets
can minimize the volatility of the portfolio and often lead to higher overall portfolio returns. Assets that
fall into this category commonly include real estate, hedge funds, commodities, and precious metals.

While it may be counterintuitive to think about the night session of broad equity exposure as an
alternative, it does exhibit the same non-correlated characteristics of alternative asset classes.

 S&P 500 MSCI US
REIT

HFRX Equity
Hedge

S&P 500
Night S&P GSCI S&P GSCI

Gold
Barclays

Aggregate

S&P 500 1.00 0.77 0.72 0.63 0.36 0.03 -0.20

MSCI US REIT 0.77 1.00 0.46 0.44 0.23 0.03 -0.08

HFRX Equity Hedge 0.72 0.46 1.00 0.55 0.41 0.09 -0.20

S&P 500 Night 0.63 0.44 0.55 1.00 0.37 0.03 -0.15

S&P GSCI 0.36 0.23 0.41 0.37 1.00 0.28 -0.16

S&P GSCI Gold 0.03 0.03 0.09 0.03 0.28 1.00 0.18

Barclays Aggregate -0.20 -0.08 -0.20 -0.15 -0.16 0.18 1.00
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  “The Overnight Drift, Federal Reserve Bank of New York, February 2020 (revised August 2022), study based on evaluation of 24 trading returns of S&P 500 index futures from January
1998 - December 2020 and inclusive of a review of related academic literature
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Source: AlphaTrAI (1/1/2008 - 12/31/2022); analysis based on index data with the exception of S&P 500 NIght which is based on open and closing prices of broad equity ETFs as
index data not available on a daily basis at both market open and market close. Analysis based on 15 years of data given the 2005 inception date of the MSCI US REIT Index..

Correlation Matrix 

For investors seeking non-correlated exposure across asset classes
For investors seeking equity returns

With new ETFs constantly hitting the market, investors naturally struggle with whether and how to
incorporate these new funds into their portfolios. This includes investors evaluating NightShares ETFs,
which are designed to capture the Night Effect (a well-documented phenomenon where the overnight
session has historically outperformed the daytime session ).

There are two ways that NightShares ETFs may be useful additions to a portfolio based on an investor’s
unique perspective on risk, return and capital markets:

In a world where choice isn’t necessarily helpful, having a deeper understanding of the market dynamics
behind the Night Effect might be beneficial to a wide range of investors.
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The overnight session of the U.S. large cap equity market is less correlated to the full market cycle than
real estate and equity hedge funds based on an analysis of the past 15 years . Moreover, this session is
also not correlated to the returns of other alternative assets such as commodities and precious metals.
Therefore adding the overnight portion of the U.S. markets to a portfolio has the potential to improve
overall portfolio performance.

Of course, investors add non-correlated assets to help improve overall portfolio performance - looking at
returns and/or volatility. From this perspective, the Night Effect also has the potential to add value.
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Correlation analysis based on 15 years of data versus 20 years for the broader performance data given the 2005 inception date of the MSCI US REIT Index.2
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Exposure Return (%) Volatility (%) Sharpe Ratio Correlation to S&P 500

S&P 500 6.62 20.91 0.41 1.00

S&P 500 Night 6.38 12.58 0.55 0.63

S&P GSCI Gold 3.73 17.96 0.29 0.03

Barclays US Aggregate 2.68 4.12 0.66 -0.20

MSCI US REIT 1.85 33.29 0.22 0.77

HFRX Equity Hedge 0.48 6.40 0.11 0.72

S&P GSCI 0.00 24.34 0.12 0.36
 

Source: AlphaTrAI (1/1/2008 - 12/31/2022); analysis based on index data with the exception of S&P 500 NIght which is based on open and closing prices of broad equity ETFs as
index data not available on a daily basis at both market open and market close. Analysis based on 15 years of data given the 2005 inception date of the MSCI US REIT Index..

Based on the historical data, an investor seeking non-correlated exposure would have seen higher
absolute returns and strong risk-adjusted returns by investing in the overnight session of the U.S.
large-cap equity market relative to other alternative asset classes.

For Investors Seeking Equity Returns - Part I

Investing involves balancing off risk and return within and across asset classes. Within asset classes,
some investors seek to maximize the amount of return per unit of risk (with risk typically measured by
volatility). One of the most commonly used ways to implement this approach is to focus on the Sharpe
Ratio - a metric developed by Nobel Laureate William Sharpe.

According to Vanguard, 

       “The Sharpe ratio is calculated by dividing an investment’s return, minus the risk-free rate of return, by         
the   the standard deviation of returns for the investment. Higher numbers are better because they show a
high higher return for the amount of risk taken.” 

 “Vanguard Active Bond Funds: Serving as a Stabilizer”, Advisors.Vanguard.com, November 8, 2022.3
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Metric Hold Night Day

Return (%) 9.71 7.50 2.05

Volatility (%) 19.12 11.31 14.85

Sharpe Ratio 0.54 0.62 0.16

Metric Hold Night Day

Return (%) 9.37 12.48 -2.77

Volatility (%) 24.06 13.07 20.03

Sharpe Ratio 0.46 0.97 NM

Copyright 2023, NightShares | By AlphaTrAI Funds, Inc. nightshares.com| 

Source: AlphaTrAI (1/1/2003 - 12/31/202); analysis based on open and closing prices of broad equity ETFs as index data not available on a daily basis at both market open and
market close
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Source: AlphaTrAI (1/1/2003 - 12/31/2022); analysis based on open and closing prices of broad equity ETFs as index data not available on a daily basis at both market open and
market close

The 20 year data for large cap equity is compelling with the day session having lower returns and higher
volatility than the night session, leading to a much lower Sharpe Ratio.

A similar story holds true for small caps, although given day’s negative returns its Sharpe Ratio is not
meaningful.

Not all investors explicitly measure the risk/return trade-off by asset class. But for those who do, tilting
to the night can be a powerful way to achieve the maximum amount of return per unit of risk in the
domestic equity portion of a portfolio.

For Investors Seeking Equity Returns - Part II

For investors who focus on absolute return within an asset class, the Night Effect can also be a powerful
contributor to returns in both US large and small cap stocks as in many years, but not all, the overnight
session outperforms the full 24 hour (hold) cycle.

The question then becomes when to think about tilting to the night based on those times when night
delivered higher returns than hold. Based on an analysis of the annual returns over the last 20 years, the
NightShares team has calculated the “Night Cutoff”. The Night Cutoff point is based on regression
analysis looking at 20 years of historical overnight and hold returns to see when the market favors
exposure to just the overnight session as opposed to being exposed to the full 24 hour cycle.

Small Cap ETF (IWM)  
 

Large Cap ETF (SPY) 
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For investors who invest in equities with risk-adjusted returns in mind, the Night Effect is a potentially
powerful way to meet that goal as the day session has been poorly rewarded relative to its risk.
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The Night Cutoff points are different for US large and small cap stocks given the historical relationship
between the night, day and hold sessions varies between the two asset classes:
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Source: AlphaTrAI (1/1/2003 - 12/31/2022); analysis based on open and closing prices of broad equity ETFs as index data not available on a daily basis at both market open and
market close

Exposure Hold Night Day

Large Cap ETF (SPY) 9.71 7.50 2.05

Small Cap ETF (IWM) 9.37 12.48 -2.77
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Annual Returns (%) 

5.9 percent for Large Cap
15.4 percent for Small Cap

Based on the NightShares analysis, the Night Cutoff points for US equities are:
 

For investors who expect the annual returns to be below the cutoff points, then a portfolio focused on the
night session is likely to have higher returns than one focused on the full 24 hour cycle.

Over the last 20 years, there have been 7 years where large caps have returned less than 5.9 percent and
10 years when small caps have returned less than 15.4 percent. In those combined 17 periods, night has
outperformed hold by 200 to 2,388 basis points (see Appendix A).

So for the investor seeking higher returns in large and small cap stocks, tilting to the night has the
potential to enhance returns relative to simply holding the full 24 hour cycle.

Portfolios are as unique as individuals - there is no “one size fits all” to investing and the capital markets
thrive on differences in market outlooks and risk/return preferences. That said, 20 years of history and
numerous studies have shown that the night session is different from the day session - leading to
differences between being exposed to the full 24 hour market cycle versus tilting to the night.  

Investors of course will make their own decisions about if/how to implement that tilt. However, whether
focused on adding non-correlated exposure across asset classes or seeking returns within U.S. equities,
investors may want to incorporate the Night Effect into their portfolios.

Incorporating NightShares          
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Name

 
 

Ticker

 
 

Objective

 
 

Inception
Date

NightShares 500 ETF NSPY Seeks to return the night performance of a portfolio
of 500 large cap U.S. companies 6/28/2022

NightShares 2000 ETF NIWM Seeks to return the night performance of a portfolio
of 2,000 small cap U.S. companies 6/28/2022

NightShares 500 1x/1.5x ETF NSPL

Seeks to provide investment results that
correspond to 100% (1x) of the performance of a
portfolio of 500 large cap U.S companies during the
day and to 150% (1.5x) of the portfolio performance
at night

10/5/2022

NightShares  ETFs
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Investors should consider the investment objectives, risks, and charges and expenses of the Funds
before investing. The prospectus contains this and other information about the Funds and should be
read carefully before investing. The prospectus may be obtained by calling 833 648 3383 or at
NightShares.com.The NightShares ETFs are distributed by Northern Lights Distributors, LLC, member
FINRA/SPIC. AlphaTrAI Funds Inc. is the investment advisor to the Funds and is not affiliated with
Northern Lights Distributors, LLC.

IMPORTANT RISK DISCLOSURES
Investing involves risk, including loss of principal. There is no guarantee that the Funds will achieve their
investment objectives.
The overnight strategy presents a risk of not capturing positive market movement during the day. With
the overnight strategy the Fund gives up on potential upside gains during the normal hours exchanges
are open.
While the shares of ETFs trade on secondary markets, they may not readily trade in all market conditions
and may trade at significant discounts in periods of market stress.
The Advisor is a newly formed entity.

16500636-NLD-02282023

For Professional Use Only 



Copyright 2023, NightShares | By AlphaTrAI Funds, Inc. nightshares.com| 6

NightShares Large Cap ETFs
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Year Hold Night Night - Hold

2007 5.14 15.29 10.15

2005 4.83 16.01 11.18

2011 1.89 4.96 3.07

2015 1.25 5.01 3.76

2018 -4.56 14.68 19.24

2022 -18.17 -13.34 4.83

2008 -36.81 -13.83 22.97

Large Cap ETF Returns (SPY) (%)
 

Appendix A

Year Hold Night Night - Hold

2017 14.59 16.73 2.15

2021 14.54 36.28 21.74

2014 5.03 8.53 3.50

2005 4.46 21.14 16.68

2007 -1.76 13.87 15.62

2011 -4.44 5.14 9.58

2015 -4.47 -2.47 2.00

2018 -11.11 12.78 23.88

2022 -20.48 -8.54 11.94

2008 -34.15 -18.94 15.21

Small Cap ETFs Returns (IWM) (%)
 

Source: AlphaTrAI (1/1/2003 - 12/31/2022); analysis based on open and closing prices of broad equity ETFs as index data not available on a daily basis at both market open
and market close

Source: AlphaTrAI (1/1/2003 - 12/31/2022); analysis based on open and closing prices of broad equity ETFs as index data not available on a daily basis at both market open
and market close
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