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Opalesque launches new comprehensive Managed Futures resources 
website

We invite you to register at our new comprehensive Managed Futures 
resources website www.uncorrelated-investments.com where you will 
have access to free tools like:

• Managed Futures Academy: Comprehensive educational resource
• Video Tutorials: Understanding CTAs and their performance drivers
• Video Portraits: Meet some of the most successful managed futures 
   managers
• Mark Melin’s Industry Insider’s Blog
• Needs Analysis: This interactive test helps you to determine your 
   managed futures knowledge level

The recent Bloomberg Businessweek cover story, Hedge Funds are for 
Suckers, was interesting, as is increasing push back from those in the 
traditional equity-dominated investment world towards the notion of 
“alternative investing” becoming mainstream. 

The cover story is interesting not because it is wrong – to the contrary, it is 
probingly accurate in many meaningful ways. Specifically, too many hedge 
funds exist that are highly correlated to equity markets and beg the 
question: why not just invest in a stock index ETF?  But that’s not entirely 
the point.  The article is interesting because of the introspection it caused.  

There are many differences between the NFA regulated managed futures 
industry and the traditional hedge fund community, some good, some 
less than positive. As someone who speaks with both managed futures 
and equity-based hedge funds, these conversations very different. With 
managed futures funds, I can get right to the point and typically get answers 
quickly. They questions I ask managed futures funds points to key regulatory 
differences in investor protections:

1) Has your performance independently audited by the NFA? This is 
a significant benefit of managed futures.  The NFA audits of performance 
of CTA members offering investments to the general public and spot 
checks the reporting of that performance to the major CTA databases, the 
self regulatory agency conducts an audit of business operations. Despite 
recent issues with PFG and confirmation of bank balances, the auditing of 
performance and investor protections this organization offers is noteworthy.

http://www.uncorrelated-investments.com
http://www.businessweek.com/articles/2013-07-11/why-hedge-funds-glory-days-may-be-gone-for-good
http://www.businessweek.com/articles/2013-07-11/why-hedge-funds-glory-days-may-be-gone-for-good
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2) What is your beta performance driver?  Understanding the macro market 
environment is key to proper correlation. The vast majority of larger hedge funds are 
equity-based hedge funds, correlated to the stock market by nearly .80, and the macro 
performance driver is typically economic strength and a rising stock market.  In managed 
futures, correlated near 0.20 to equities, the lowest correlation in the alternative 
investing universe, the beta performance drivers are completely independent. A true 
hedge.  

When a manager understands their beta exposure it means they have figured out the 
strategic underpinnings of how markets and managed futures investments work.  It’s 
not just about understanding the math, but also understanding how things work and 
why they perform as they do.  In this vein, make sure to read work from Altegris in this 
issue starting on page 5 as their analysis of managed futures performance during various 
volatility regimes and market environment of price persistence is spot on.

3) Where is your alpha?  What is your edge? When you ask this question, don’t lead 
but rather watch to see how much they disclose regarding risk management and how 
the actual algorithm / strategy works.  Focus on risk management.  Have they provided 
enough information so as to determine how the program might model during various 
market environments?  Look at the interview with short volatility CTA Global Sigma 
Plus in this issue.  Dr. Hanming Rao’s comments on predicting volatility and focus on 
risk management are interesting, but it is critical to determine how risk regimes operate 
during times of crisis.

4) What is your AUM, length of audited track record and what type of investors have 
supported your firm? In both equity-based hedge funds and managed futures, sustainability and business operational issues are 
important; it’s just that the math is a little different. AUM information – including asset inflows and outflows – provides reasonably 
strong indications as to the potential for a business risk as much as a trading risk.  In managed futures typically funds with $50 
million AUM are self sustaining without the need to overreach in generation of performance fees, while those in the evolving 
stage, just over $100 million in AUM, can be interesting because they are growing with a sustainable revenue flow yet not to large 
to lose a nimble and manageable market footprint.  In this regard, consider the RPM developed theory that, like a growth stock, 
managed futures funds might be most productive once they have graduated from an emerging to the evolving manager.  
After this stage, the theory holds that performance can either stagnate or re-invigorate when the CTA hits the mature stage. This 
conceptually mimics a recent study from the Tabb Group that showed mid-sized equity hedge fund managers outperformed peers. 
In addition to AUM and experience levels, it is also important to recognize the investor type the CTA focuses on because this points 
to business operational issues. Once a CTA reaches over $50 million in AUM, they need to be clear about their path to growth.  Is 
the ideal investor type a sophisticated institution such as a plan sponsor or family office?  A manager in this realm likely has a 
business operational structure and risk management process in place. There is an appropriate account structure and distribution 
channel for this type of product. Is the offering targeting retail through traditional equity-based financial advisors or the separate 
introducing broker channel?  Each path to the investor has different regulatory regimes, offering types, risk modeling and 
investor protections / benefits.

So is Bloomberg Businessweek wrong?  No. There are way too many hedge funds highly correlated to the beta in the stock 
market. Investors should open their eyes to different beta exposures and focus on performance / correlation during times of 
crisis.  After all, isn’t uncorrelated performance the point of hedge funds?

In this issue other interesting items to note include Andreas Clenow and his new book, Following the Trend.  In particular Mr. 
Clenow makes observations about differences in win percentage and risk management between trend and counter-trend 
approaches that is thought provoking.  After this we have interesting market commentary from Efficient Capital, Sunrise and 
Brandywine Asset Management.

I hope you find this issue useful.  Feel free to reach out with comments.

Best Regards,
Mark Melin, Editor
Melin@Opalesque.com
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http://www.ai-cio.com/channel/ASSET_ALLOCATION/Where_is_the_Sweet_Spot_for_Hedge_Fund_AUM_.html
http://www.amazon.com/Following-Trend-Diversified-Managed-Futures/dp/1118410858/ref=sr_1_1?ie=UTF8&qid=1374160752&sr=8-1&keywords=following+the+trend
mailto:melin@Opalesque.com
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Managed Futures Scoreboar : Altegris 40 Index 

Monthly Performance (%)

The Altegris 40™ Index tracks the performance of the 40 leading managed futures programs as reported to our research affiliate 
International Traders Research, each month, based on ending monthly equity for the previous month.
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Managed Futures Scoreboard Spotlight 

 

Altegris 40 Index 
The Altegris 40™ Index tracks the performance of the 40 leading managed futures programs as reported to 
our research affiliate International Traders Research, each month, based on ending monthly equity for the 
previous month.

Monthly Performance (%) Date Range: 01/90 - 06/13

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2013 1.90 -0.58 1.44 2.58 -4.30 -3.79 -2.94

2012 0.32 0.41 -2.27 0.60 1.90 -3.76 4.09 -1.36 -1.65 -3.62 0.28 0.49 -4.75

2011 -1.37 1.70 -1.53 3.90 -3.65 -2.60 3.59 -0.20 -0.06 -3.96 0.30 0.96 -3.23

2010 -2.49 0.94 3.97 1.54 -2.42 0.38 -1.29 4.14 1.82 3.88 -3.54 4.29 11.33

2009 -0.65 -0.05 -2.77 -3.27 1.38 -2.66 -0.11 0.33 2.38 -2.56 4.03 -4.00 -7.98

2008 1.82 5.69 -0.44 -1.15 2.06 2.67 -4.59 -2.67 0.21 5.15 3.67 2.57 15.47

2007 1.71 -3.75 -2.34 4.20 3.57 2.89 -3.09 -3.73 4.67 4.31 -0.65 -0.23 7.18

Date Range: 01/90 - 06/13

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2013 1.90 -0.58 1.44 2.58 -4.30 -3.79 -2.94

2012 0.32 0.41 -2.27 0.60 1.90 -3.76 4.09 -1.36 -1.65 -3.62 0.28 0.49 -4.75

2011 -1.37 1.70 -1.53 3.90 -3.65 -2.60 3.59 -0.20 -0.06 -3.96 0.30 0.96 -3.23

2010 -2.49 0.94 3.97 1.54 -2.42 0.38 -1.29 4.14 1.82 3.88 -3.54 4.29 11.33

2009 -0.65 -0.05 -2.77 -3.27 1.38 -2.66 -0.11 0.33 2.38 -2.56 4.03 -4.00 -7.98

2008 1.82 5.69 -0.44 -1.15 2.06 2.67 -4.59 -2.67 0.21 5.15 3.67 2.57 15.47

2007 1.71 -3.75 -2.34 4.20 3.57 2.89 -3.09 -3.73 4.67 4.31 -0.65 -0.23 7.18

2006 1.91 -1.78 2.68 2.44 -2.65 -1.37 -1.48 1.12 -1.06 1.10 2.45 3.38 6.70

2005 -4.20 0.69 -0.56 -2.45 3.09 3.41 0.06 0.54 1.54 0.16 4.29 -1.81 4.51

2004 0.96 5.64 -0.98 -6.22 -1.59 -3.30 -1.14 -0.69 1.35 3.42 5.41 0.33 2.57

2003 6.13 5.97 -5.72 1.47 5.87 -2.51 -2.26 0.94 -0.46 2.25 -0.30 4.33 15.99

2002 -1.20 -2.82 -0.29 -2.36 2.59 8.84 5.34 2.41 4.61 -5.18 -2.76 6.09 15.22

2001 1.04 0.95 6.48 -6.16 0.03 -1.10 0.22 2.99 3.08 4.32 -7.77 2.11 5.39

2000 0.91 -1.12 -2.48 -1.51 1.37 -1.55 -1.76 2.06 -1.74 2.09 6.26 8.23 10.63

1999 -2.89 1.87 -0.81 3.07 -1.66 2.60 -0.78 0.60 0.35 -4.42 1.94 1.29 0.87

1998 0.63 -0.78 1.17 -3.97 2.54 0.12 0.21 7.93 4.47 -0.40 -1.83 2.35 12.61

1997 3.91 2.39 -0.11 -2.34 -1.66 1.16 6.98 -4.76 1.26 -0.62 1.40 2.68 10.22

1996 3.12 -6.01 0.57 5.22 -2.36 1.02 -2.58 -0.35 4.49 8.10 7.05 -2.28 16.04

1995 -2.70 3.66 8.23 1.79 1.13 -2.16 -1.96 1.24 -2.50 0.10 1.68 4.49 13.16

1994 -4.14 -2.27 1.59 -1.33 2.24 4.71 -3.13 -3.79 1.31 -0.05 1.40 -1.73 -5.46

1993 -0.85 7.61 -0.55 4.60 0.10 1.43 4.87 -1.14 -1.25 -0.70 -1.69 1.81 14.66

1992 -8.16 -3.79 -0.08 -3.72 1.08 6.67 7.16 5.36 -2.43 -0.26 1.63 -1.42 0.89

1991 -5.44 0.30 6.90 -1.65 -1.10 2.69 -4.55 -1.01 5.45 -2.65 1.02 16.01 15.12

1990 4.27 2.11 3.71 3.72 -6.53 2.68 10.36 8.00 3.37 3.02 -0.39 -1.31 37.15
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Monthly Performance (%)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2013 1.90 -0.58 1.44 2.58 -4.30 -3.79 -2.94

2012 0.32 0.41 -2.27 0.60 1.90 -3.76 4.09 -1.36 -1.65 -3.62 0.28 0.49 -4.75

2011 -1.37 1.70 -1.53 3.90 -3.65 -2.60 3.59 -0.20 -0.06 -3.96 0.30 0.96 -3.23

2010 -2.49 0.94 3.97 1.54 -2.42 0.38 -1.29 4.14 1.82 3.88 -3.54 4.29 11.33

2009 -0.65 -0.05 -2.77 -3.27 1.38 -2.66 -0.11 0.33 2.38 -2.56 4.03 -4.00 -7.98

2008 1.82 5.69 -0.44 -1.15 2.06 2.67 -4.59 -2.67 0.21 5.15 3.67 2.57 15.47

2007 1.71 -3.75 -2.34 4.20 3.57 2.89 -3.09 -3.73 4.67 4.31 -0.65 -0.23 7.18

2006 1.91 -1.78 2.68 2.44 -2.65 -1.37 -1.48 1.12 -1.06 1.10 2.45 3.38 6.70

2005 -4.20 0.69 -0.56 -2.45 3.09 3.41 0.06 0.54 1.54 0.16 4.29 -1.81 4.51

2004 0.96 5.64 -0.98 -6.22 -1.59 -3.30 -1.14 -0.69 1.35 3.42 5.41 0.33 2.57

2003 6.13 5.97 -5.72 1.47 5.87 -2.51 -2.26 0.94 -0.46 2.25 -0.30 4.33 15.99

2002 -1.20 -2.82 -0.29 -2.36 2.59 8.84 5.34 2.41 4.61 -5.18 -2.76 6.09 15.22

2001 1.04 0.95 6.48 -6.16 0.03 -1.10 0.22 2.99 3.08 4.32 -7.77 2.11 5.39

2000 0.91 -1.12 -2.48 -1.51 1.37 -1.55 -1.76 2.06 -1.74 2.09 6.26 8.23 10.63

1999 -2.89 1.87 -0.81 3.07 -1.66 2.60 -0.78 0.60 0.35 -4.42 1.94 1.29 0.87

1998 0.63 -0.78 1.17 -3.97 2.54 0.12 0.21 7.93 4.47 -0.40 -1.83 2.35 12.61

1997 3.91 2.39 -0.11 -2.34 -1.66 1.16 6.98 -4.76 1.26 -0.62 1.40 2.68 10.22

1996 3.12 -6.01 0.57 5.22 -2.36 1.02 -2.58 -0.35 4.49 8.10 7.05 -2.28 16.04

1995 -2.70 3.66 8.23 1.79 1.13 -2.16 -1.96 1.24 -2.50 0.10 1.68 4.49 13.16

1994 -4.14 -2.27 1.59 -1.33 2.24 4.71 -3.13 -3.79 1.31 -0.05 1.40 -1.73 -5.46

1993 -0.85 7.61 -0.55 4.60 0.10 1.43 4.87 -1.14 -1.25 -0.70 -1.69 1.81 14.66

1992 -8.16 -3.79 -0.08 -3.72 1.08 6.67 7.16 5.36 -2.43 -0.26 1.63 -1.42 0.89

1991 -5.44 0.30 6.90 -1.65 -1.10 2.69 -4.55 -1.01 5.45 -2.65 1.02 16.01 15.12

1990 4.27 2.11 3.71 3.72 -6.53 2.68 10.36 8.00 3.37 3.02 -0.39 -1.31 37.15

 Note: Estimates appear in italics. See Notes to Performance below.
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Performance Statistics Date Range: 01/90 - 06/13 

Annualized Return 7.72% 9.04% 6.63% 

Annualized Std. Deviation 11.71% 14.88% 3.72% 

Correlation  -0.12 0.24 

Sharpe Ratio (rf=2.5%) 0.45 0.44 1.11 

Worst Month -8.16% -16.80% -3.36% 

Date of Worst Month 01/1992 10/2008 07/2003 

Worst Drawdown -15.00% -50.95% -5.15% 

Date of Worst Drawdown 12/91 - 4/92 10/07 - 2/09 1/94 - 6/94 

 

 

Performance Source: http://www.managedfutures.com/P40.aspx.  Past performance is not 
indicative of future results.  Many widely reported managed futures indices are practically 
uninvestible and the diversification displayed in smooth performance numbers may not equal 
that of an investment in an individual CTA. 

  

Performance Statistics Date Range: 01/90 - 06/13

Performance Source: http://www.managedfutures.com/P40.aspx.  Past performance is not indicative of future results.  Many widely 
reported managed futures indices are practically uninvestible and the diversification displayed in smooth performance numbers may 
not equal that of an investment in an individual CTA.

http://www.managedfutures.com/P40.aspx
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June was another difficult month for managed futures, as the 
large cap Newedge CTA Index ended down -1.50% and was 
up only a slight 0.74% year to date, while the Altegris 40 slid 
3.79% in June.  As graphically evident in the chart below, the 
large cap iSTOXX Efficient Capital index, which includes the 
top 20 managed futures performers based on assets under 
management, showed a June decline on trend reversals 
in key financial markets.  “Many trend following programs 
were short bonds and long dollar,” noted Alexei Chekhlov, 
founding partner at the New York-based CTA Systematic 
Alpha Management.  The firm utilizes counter-trend strategies 
in combination with market neutral methods, avoiding trend 
following, and year to date is up 5.46% in the A shares and up 
12.58% in class B shares.  

“A slowing of economic growth in China combined with 
concerns of Fed tapering led to trend reversals in equities, 
commodities, and interest rates in June,” said Sol Waksman, 
founder and president of BarclayHedge.

Asset Inflows: Despite negative performance in a choppy 
market environment, asset inflows to managed futures reached 
at all time highs with reported inflows of $2.98 billion in May 
alone.   Some notable CTAs receiving significant 1st quarter 
asset inflows exceeding 15% of their AUM include Crabel, JE 

End of May Slide Follow Through into June
By Mark Melin

The iSTOXX Managed Futures index experienced a 
reasonably steady climb most of the year until late May and 
early June trend reversals in large financial markets hit trend 
following programs.  Chart Copyright © 2013 iSTOXX 
Source
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The iSTOXX Managed Futures index experienced a 
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End of May Slide Follow Through into June 
 
By Mark Melin 
 
 June was another difficult month for managed futures, as the large cap Newedge CTA Index 
http://www.newedge.com/content/newedgecom/en/brokerage-services/prime-
brokerage/newedge-indices.html ended down -1.50% and was up only a slight 0.74% year to 
date, while the Altegris 40 slid 3.79% in June.  As graphically evident in the chart below, the 
large cap iSTOXX Efficient Capital index, which includes the top 20 managed futures performers 

based on assets under management, 
showed a June decline on trend reversals in 
key financial markets.  “Many trend 
following programs were short bonds and 
long dollar,” noted Alexei Chekhlov, 
founding partner at the New York-based 
CTA Systematic Alpha Management.  The 
firm utilizes counter-trend strategies in 
combination with market neutral methods, 
avoiding trend following, and year to date is 
up 5.46% in the A shares and up 12.58% in 
class B shares.   
 

“A slowing of economic growth in China 
combined with concerns of Fed tapering led 
to trend reversals in equities, commodities, 
and interest rates in June,” said Sol 
Waksman, founder and president of 
BarclayHedge. 
 

Asset Inflows: Despite negative performance in a choppy market environment, asset inflows to 
managed futures reached at all time highs with reported inflows of $2.98 billion in May alone.   
Some notable CTAs receiving significant 1st quarter asset inflows exceeding 15% of their AUM 
include Crabel, JE Moody & Company, Campbell & Company, Fort (Global Diversified & 
Contrarian),  Doherty (Relative Value Volatility), Eagle,2100 Xenon (Managed Futures 2x),  C-
View Limited (Emerging), Kottke Associates (Commodity), Cardwell Investment Technology, T2 
Associates, QBasis Fund Management. 
 

Moody & Company, Campbell & Company, Fort (Global Diversified & Contrarian),  Doherty (Relative Value Volatility), Eagle,2100 
Xenon (Managed Futures 2x),  C-View Limited (Emerging), Kottke Associates (Commodity), Cardwell Investment Technology, T2 
Associates, QBasis Fund Management.

Markets strongly trending: While trend followers might have found trouble, some trending markets included the US and Canadian 
Ten Year Government Bond, US five Year note and soybean meal.  Markets where relative value traders are eyeing price dislocation 
could include: US / Australian Dollar,  Russell / Hang Seng, Crude Oil and Soybean Meal / Oil.  As another measure of trend strength, 
the Rho Trend Baromoter is at 39% as of this writing, highlighting a murky environment for trend followers.   

End of the month equity market volatility spikes tested short vol options programs, but firms mentioned in this issue Global Sigma 
Plus and LJM Partners finished higher, capturing the volatility opportunity (and they are likely pleased that the market drop found a 
floor after a volatility selling opportunity presented itself.)

Newedge Indicies Highlights Dispersion

“After a solid start to the year, CTA performance broadly dipped in May and June. However, we continue to see a large dispersion of 
performance amongst the index constituents with some posting positive performance in June,” said Ryan Duncan, global co-head of
Newedge’s Advisory Group for Alternative Solutions.

http://www.newedge.com/content/newedgecom/en/brokerage-services/prime-brokerage/newedge-indices.html
http://www.stoxx.com/indices/index_information.htm
http://www.rhoam.ch/
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Index      June 2013 H1 2013
  
Newedge CTA Index    -1.50%  1.03%
Newedge Trend Index    -2.87%  0.76%
Newedge Trend Indicator    -1.72%  -11.72%
Newedge Short-Term Traders Index  -1.18%  3.75%
Newedge Macro Trading Index   -1.03%  1.58%
Newedge Macro Trading Index (Quantitative) -3.00%  -2.06%
Newedge Macro Trading Index (Discretionary) 0.21%  3.81%
Newedge Commodity Trading Index  -0.90%  -1.54%
Newedge Commodity Trading Index (Trading) -0.90%  -3.58%
Newedge Commodity Trading Index (Equity) -0.92%  10.94%
Newedge Volatility Trading Index   0.10%  -3.07%
 
Some of the top performing hedge funds during June included:

The Newedge CTA Index:
•  P/E Investments (FX Aggressive): est. +2.63%
•  Altis Global Futures Portfolio (Composite): est. +1.68%
•  Boronia Capital (Diversified): est. +1.19%

The Newedge Trend Index:
•  Altis Global Futures Portfolio (Composite): est. +1.68%
•  Aspect Capital (Diversified): est. +0.34%
•  Transtrend (Enhanced Risk): est. -0.54%

The Newedge STTI Index:
•  Revolution Capital (Mosaic): est. +6.19%
•  R.G. Niederhoffer (Diversified): est. +2.00%
•  Boronia Capital (Diversified): est. +1.19%

The Newedge CTA Index, which is equally weighted, calculates the daily rate of return for a pool of the largest 20 CTAs that are 
willing to provide daily returns and are open to new investment. Both indices are rebalanced and reconstituted annually.

The Newedge Trend Index, which is equally weighted, calculates the daily rate of return for a pool of the largest 10 trend following-
based CTAs that are willing to provide daily returns and are open to new investment.

The Newedge Short-Term Traders Index is designed to track the daily performance of a portfolio of the largest 10 short-term, 
diversified CTAs who have a holding period shorter than 10 days, are willing to provide daily returns and are open to new 
investment.

The Newedge Commodity Trading Index includes funds that utilize a variety of investment strategies to profit from price moves in 
commodity markets. Managers may typically use either (i) a trading orientated approach, typically involving the trading of physical 
commodity products and/or of commodity derivative instruments in either directional or relative value strategies; or (ii) Long short 
equity strategies focused on commodity related stocks.

The Newedge Trend Indicator is a market based performance indicator designed to have a high correlation to the returns of trend 
following strategies.

Newedge’s Alternative Investment Solutions Group, part of Newedge’s Prime Clearing Services, is an innovator in providing 
investors with benchmarking tools that accurately represent key hedge fund strategy styles.

Newedge is the leading prime broker for the CTA market, servicing the largest share of the CTA fund market in the word. Currently, 
Newedge ranks No. 3 based on the CFTC’s tracking of customer assets on deposit.

*YTD Performances are as of 6/30/2013
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Two Minutes With Matt Osborne of Altegris

Investors who bought into the uncorrelated, liquid alternatives managed futures message have been disappointed recently, noted 
Matt Osborne of Altegris Advisors, co-author of the recently released white paper “Is the Trend Your Friend?”  Written with Lara 
Magnusen, a director at Altegris, the white paper studies the long term performance characteristics of managed futures and perhaps 
most significant explains the beta market environment that contributed to managed futures relative under performance.  

Mark Melin (MM): How important is an understanding the market environment in terms 
of setting appropriate performance managed futures expectations?

Matt Osborne (MO): It’s critical.  Understanding not only the current environment as well 
as having a historical framework is key to developing a long –term perspective.  All asset 
classes go through cycles, ensuring investors understand these cycles helps investors to 
better understand the diversification benefits of managed futures as well as manage their 
performance expectations. 

MM: On a historical basis trends have always been a component of market environments.  
How important is the mean reversion aspect of trends appearing and not appearing in 
markets.  Winton’s David Harding is quoted as saying: “Trends come and go and we can’t 
predict when they will come next, but we know they will come.”  Could managed futures 
be set for a period of mean reversion?  IE: is the strategy “due” for a resumption of 
trends?  

MO: Mr. Harding is correct; we can’t predict.  Based on experience, however, I think trend 
following managers are potentially poised to capitalize on future breakout movements in 
the markets. We witnessed significant market reversion post May 22nd – when Bernanke 
hinted that QE tapering was on the horizon.  It appears as if we may be moving from a 
mean-reverting phase of prior years to a trending phase–providing a ripe environment of 
opportunity for trend followers over the remainder of 2013.

MM: In the white paper, you mention markets “Whipsawing between risk-on and risk-off environments constrains trend persistence.”  
What will it take for this type of non-productive trend following environment to change? 

“When will things improve? A bedrock principle of managed futures 

is that they simply require persistence of trends—in either 

direction—in order to potentially deliver strong returns.”

MO: We’ve essentially had a perfect storm for trend following managers. Thankfully, the damage has been minimal in our view vs. 
drawdowns in long only asset classes.   When will things improve? A bedrock principle of managed futures is that they simply require 
persistence of trends—in either direction—in order to potentially deliver strong returns. We’ve seen some signs of increased price 
persistence already.  The true catalyst could be a number of things, from increased volatility, a persistent rise in interest rates, to less 
government intervention in financial markets.  

By Mark Melin

Matt Osborne is director of Altegris 
Funds. Altegris was among the early 
managed futures brokerage firms to 
offer the investment in a mutual fund 
product structure. Previous to Altegris 
he was Director of Research for 
Managed Investments at Man Financial.
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MM: With the potential for the Fed to pull back from manipulating the yield curve, does this have potential for market trends to re-
emerge?  What has been the impact of QE on the managed futures industry at large?  

 “With tapering potentially on the horizon, you can see by just looking at a 

 chart of the 10-year, that trend looks to have reversed.   QE has also hurt 

 trend followers because it has created a domino effect of global deleveraging.”  

MO: QE has both helped and hurt.   The Fed bond buying program has helped interest rate trends, pushing yields to historical lows 
– creating the ultimate “don’t fight the Fed” trend.  With tapering potentially on the horizon, you can see by just looking at a chart 
of the 10-year, that trend looks to have reversed.   QE has also hurt trend followers because it has created a domino effect of global 
deleveraging.  As various countries essentially manipulate their currencies, FX markets have become increasingly choppy and difficult 
for trend following managers.  In general, I think as the Fed and governments become less involved in introducing new or continuing 
existing policies, it will create the potential for trends across markets to re-emerge – since markets will rely more heavily on historical 
market drivers and not having to try and navigate and interpret what certain policies mean and don’t mean and the impact those 
policies may or may not have.  

MM: Altegris is known as traditionally allocating assets heavily in the trend following category. There is no doubt it is the most 
predominate strategy with a valid beta market environment. What degree of value, if any, do you find in relative value or volatility 
strategies not dependent on the market environment of price persistence?  

MO: There is a great deal of value; these strategies take a different approach to finding alpha, the merits of which is a much deeper 
discussion.

MM: What is the difference between a trend and momentum strategy?  

MO: Not everyone may answer this same way, but in our view, momentum strategies are a type of trend strategy that is seeking 
directionality.  They are agnostic as to whether markets have momentum on the downside or upside.  

MM: What’s the key point, the drop dead line, you want people to take away from this report?  

MO: We want to acknowledge that it has been challenging for managed futures managers and those invested in managed futures.  
At the same time, we hope that readers understand that no one can time a market’s top  and bottom perfectly—and those who 
maintain  a long-term allocation to managed futures, in our view, have the opportunity to experience the most  complete range of 
potential benefits offered by the strategy.
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IS THE TREND YOUR FRIEND? 

Examining the prospects for a rebound 
in managed futures, one of the most 
accessible of all uncorrelated strategies 

Executive summary:

The historical benefits of managed futures investing have been well documented. As 
an investment strategy that has delivered positive absolute returns over time with very 
low correlation to traditional long-only strategies, coupled with a seemingly remarkable 
ability to perform best during periods of upheaval and financial crisis, managed futures 
have become increasingly popular as a core long-term diversifier for investors’ portfolios. 
After many years in which managed futures were restricted to ultra-high-net-worth 
individuals and institutions, the advent of lower-minimum hedge fund access and now 
mutual funds and ETFs have increased the availability of the strategy for the financial 
advisor community and the mass affluent market. 

As is often the case in the investment world, an expansion of popularity and market 
reach has unfortunately coincided with a sustained period of disappointing performance 
for managed futures investors. Not only are many industry observers now questioning 
the efficacy of the strategy, but investors are re-examining their allocations to managed 
futures and the asset class’ place in their portfolios. 

This is especially troublesome for investors who may be underweight equity markets, and are watching as equity indices successfully 
scale new heights on the wall of worry. 

In this white paper we examine the characteristics of managed futures, and examine the specific market dynamics that we believe 
have created a difficult environment for the strategy post-Global Financial Crisis. Importantly, we look forward and ask whether it is 
time for those dynamics to begin shifting back in favor of managed futures investing. 
Our core conclusions are: 

• A long-term performance perspective helps to remind investors about the portfolio benefits of an allocation to managed futures, 
through multiple cycles. 

• While performance drawdowns are frustrating, they don’t negate those long-term benefits—and drawdowns in managed futures 
have been relatively shallow when compared to traditional long-only asset classes. 

• Trend following is the primary driver of managed futures returns. An index of trend persistence in markets may be turning positive. 

• An end to volatility compression may help create conditions that are supportive of performance. Periods of sideways volatility 
generally coincide with positive performance, while periods of volatility expansion may potentially produce particularly strong returns 
for managed futures. 

Lara Magnusen is Vice President and 
Director of Investment Products at 
Altegris and has a background in 
research as well as seeding managers.

By Matt Osborne and Lara Magnusen 
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• Whipsawing between risk-on and risk-off environments constrains trend persistence. The prospect of a definitive outcome for the 
global economy, in either direction, creates opportunities for more trends to develop. 

• Managed futures are one of the few strategies that can produce positive absolute returns in both falling and rising interest rate 
environments. 

• Treasury bill yields historically form part of the managed futures return stream. With zero percent interest rates and no carry 
benefit, “true” or “excess” managed futures returns may still add considerable value to a stock/bond blend by reducing volatility and 
increasing the Sharpe Ratio of the entire portfolio. 

• We dispute the commonly voiced belief that the industry is “too big.” While the managed futures industry has grown in assets 
under management, the fact is, it continues to represent a fraction of overall futures market volume. 

• We anticipate a performance recovery in addition to ongoing diversification benefits. We encourage investors to take advantage of 
the recent underperformance of managed futures by considering initiating or adding to portfolio allocations. 

Recent Performance Within a Long-term Perspective

To say that managed futures have struggled over the past few years might seem patently obvious—the strategy has, after all, suffered 
negative calendar-year performance in three of the past four years, and delivered its first back-to back losing years since 1990. 
However, examining market behavior over the past 20-plus years may help put the recent performance of managed futures into 
perspective, and provide investors with some comfort that current returns are not somehow a proverbial new normal. 
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Asset classes are, by their very definition, cyclical to varying degrees. So it is with managed futures—with the caveat that historical 
underperformance for the strategy has been: 1) infrequent and 2) relatively lower when compared to traditional long-only asset 
classes. 

In fact, while past performance is no guarantee of future results, a key aspect of managed futures’ long-term profile is its track record 
of generating profits through a wide array of market cycles. To that end, managed futures have experienced positive returns in 19 out 
of the last 23 years.

Delving further into these numbers, we see in Figure 2 a illustration of the extent to which managed futures have lagged the other 
major market indices over the last three calendar years on an annual return basis. 

However, over a longer timeframe, managed futures’ performance ranks much higher—slightly trailing US stocks, and beating out US 
bonds, commodities and international stocks since January 1990. In addition, the table below shows that, even during the last three 
years, managed futures generated the second-lowest standard deviation and worst drawdown, respectively, compared to the other 
major asset classes—which is consistent with managed futures’ compelling risk profile over longer timeframes as well. 

We believe that the unique risk/return characteristics of managed futures investing are revealed in this broader historical context, and 
that the key long-term role that the strategy can play in a diversified portfolio is reaffirmed. 

A Leading Role For Trend Following

We view managed futures through the lens of the Altegris 40 Index®, which monitors the performance of the 40 leading managed 
futures programs based on month-end equity as tracked by Altegris (net of the manager’s fees, typically both management and 

IS THE TREND YOUR FRIEND? 
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incentive fees).1 Trend followers typically comprise 75% of the Index, while specialized managers make up the remainder. As this 
breakdown implies, managed futures have historically been dominated by trend following managers, whose performance— as their 
name suggests—is largely driven by capitalizing on trends as they develop. 

David Harding, Founder and President of Winton Capital Management, has been successfully pursuing a trend following strategy 
for 25 years. He describes the efficacy of the approach by explaining that “when a market is going up, for example, it’s slightly more 
likely to carry on going up, rather than reverse and go down. And if you correctly invest in those trends over a long enough period of 
time, across enough markets, you can make money.” 

This has certainly been true for Winton, as well as for many of its trend following peers. 

Choppy markets and a lack of price trends, however, generally make it difficult for the majority of trend following managed futures 
managers to deliver strong risk-adjusted returns. And it just so happens that three of the past four years (2009, 2011 and 2012) have 
featured the three lowest trend-strength readings for a calendar year in history, according to the Rho Trend Barometer. 

Developed by Rho Asset Management, the Rho Trend Barometer measures the percentage of markets with medium to strong 
trends.2 Just as a thermometer reading of 32 degrees Fahrenheit equates to freezing, when the Trend Barometer reads a value that 
is less than 43.3%, market trendiness begins to get “colder” or weaken. Likewise, when the Trend Barometer gets “hotter”—that is, 
moves above 43.3%—the more markets are trending. 

Trend following is a core managed futures strategy that generally seeks to profit from the continuation of medium to long-term 
directional price moves in a market. Specialized trading programs generally seek to capitalize on short-term market fluctuations, 
often using trend or counter-trend strategies with a shorter time horizon. For example, being positioned long after market prices 
have moved higher for a period of time or positioned short after prices have moved lower for a period of time. 

As a result of this analysis, illustrated in Figure 3 found that four of the five calendar years with a Trend Barometer value of less than 
43.3% also— not surprisingly—saw negative performance for managed futures. 

1 ) Altegris calculates the dollar-weighted average performance of those 40 managed futures programs for the monthly Altegris 40 
Index performance. 

2 )Please see www.rhoam.ch for more information about Rho Asset Management. 

http://www.rhoam.ch
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Digging deeper into the numbers, we found that 2009, 2011 and 2012 all witnessed unprecedented levels of non-trending months. 
Each year featured nine months in which the Trend Barometer value was less than 43.3%. In contrast, 2008 and 2003 had just 
six months apiece in which the Trend Barometer value was less 43.3%—not to mention, four months in each year in which the 
Trend Barometer value was above 60%, with corresponding returns for managed futures of 15.47% and 15.99% for the two years, 
respectively. 

However, it’s also important to note that not every market needs to trend for trend followers to be successful. Indeed, the chart 
shows us that the best-performing years for managed futures have historically been when the Trend Barometer value is around 
50%—meaning that just half of the markets had medium to strong trends on average during those years. The emergence of just a few 
sustainable trending markets, then, allows managers to build greater positions as trends further strengthen.

Looking Forward: When Will the Trend Again Be our Friend? 

Certainly, the recent performance of trend following managers must be judged in the context of conditions ranking among the most 
unfriendly in history for these strategies. To say the markets have lacked enduring trends would be an understatement—they have 
been, according to Winton in a recent letter to investors, “mean / reverting more than at any point in the past 20 years.” 

The good news is that all prior periods of exceptionally trendless markets have been short-lived. Many were followed by conditions 
punctuated by more durable trends—and the latter period of 2012 brought signs that such a transition might be in store. 
Accordingly, we believe that trends could very well move off their historic lows as measured by the Trend Barometer and begin to 
strengthen. Consequently, medium-and longer-term trend followers should be able to take advantage of more sustainable trends that 
could emerge. 

This scenario becomes particularly important if markets start to trend downward, as trend followers (and managed futures managers 
in general) can profit from falling markets just as easily as rising markets. 

At the same time, not all managed futures managers are trend followers—a significant subset are specialized managers, pursuing 
a wide variety of trading approaches, including discretionary macro, short-term systematic, countertrend and other strategies.  
Interestingly, six of the 10 short-term systematic managers in the Altegris 40 generated positive returns in 2012. In marked contrast, 
only two trend following managers were up on the year. In fact, the only managers in 2012 that returned double-digit positive returns 
for the calendar year were two specialized managers—thus highlighting the importance of exposure to a diverse blend of elite 
managers as part of an investor’s total allocation to managed futures at all times, particularly during trendless or choppy markets. 

The Mixed Blessing of Low Volatility

Unlike traditional long-only investments, managed futures typically perform well in environments in which volatility is expanding. In 
fact, high volatility can be quite friendly to managed futures managers. 

Svante Bergström, Founding Partner and Portfolio Manager at Lynx Asset Management, describes the ideal conditions for trend 
following managers: 

“When you have high volatility and stocks are falling, that tends to create trends not only in stocks, but also in fixed income and 
currencies and commodities at the same time. So that’s normally when you see us perform best.” Such was the case in 2008, a 
positive environment for managed futures in which the strategy returned 15.47%, while US stocks were down -37%. 

Conversely, as volatility across markets starts to diminish or compress, managed futures managers usually find a more challenging 
environment—as they have in recent years. 

While current levels of volatility are not out of the ordinary compared to other periods over the past 20-plus years, the range and 
length of time in which volatility has compressed over the past two years is only comparable to that seen in 2009, when managed 
futures delivered negative returns of nearly -8%. 

IS THE TREND YOUR FRIEND? 
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“Periods of compressing volatility have proven to be the only times in 

which managed futures have consistently underperformed.”  

Looking at stretches of time with neither volatility expansion nor compression, however, reveals an interesting discovery: intervals 
of essentially flat volatility have generally been positive for managed futures as well. In fact, periods of compressing volatility have 
proven to be the only times in which managed futures have consistently underperformed. 

Figure 4 depicts historical volatility3 change from the previous year, as represented by the gray shaded area. An increase (volatility 
expansion) or decrease (volatility compression) simply means that volatility for a particular time period is greater or less than an 
earlier time period.

Extreme periods of volatility compression (indicated by the red arrows) are when the volatility changes are greater than or equal to 
20% and move from above zero (positive) to below (negative). 

Likewise, extreme periods of volatility expansion (the blue arrows) are when the volatility changes are greater than or equal to 20% 
and move from below zero (negative) to above (positive). 

3) Defined by the aggregate standard deviation of 38 markets. Standard deviation is a statistical measure of how a consistent set of 
data are over time; a lower standard deviation indicates historically less volatility. 

4 Illustrative Example: Volatility Compression 

• Volatility of 78% for February 2009 indicates an increase in volatility of 78% compared to the previous year. 
• Volatility of 53% for March 2009 indicates an increase in volatility of 53% compared to the previous year. 
• Volatility of 38% for April 2009 indicates an increase in volatility of 38% compared to the previous year. 
Thus, April 2009 volatility is weakening compared to February 2009 volatility (i.e., not increasing by as much). 
Illustrative Example: Volatility Expansion 
•  Volatility of -29% for August 2010 indicates a decrease in volatility of -29% compared to the previous year. 
• Volatility of -26% for September 2010 indicates a decrease in volatility of -26% compared to the previous year. 

IS THE TREND YOUR FRIEND? 
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• Volatility of -12% for October 2010 indicates a decrease in volatility of -12% compared to the previous year. 
Thus, October 2010 volatility is strengthening compared to August 2010 volatility (i.e., not decreasing by as much). 

Clearly, there have been far more pronounced periods of volatility compression in recent years. As detailed in Figure 5, the level 
of volatility dropped a whopping 139% over 18 months beginning in November 2008, while the eight-month period beginning in 
September 2011 saw a drop of 41%. 

The significance: During times when volatility is compressing, managed futures have historically not performed well. For example, 
during these two recent periods of extreme compression, managed futures delivered total returns of 1.68% and -3.74%, respectively. 

IS THE TREND YOUR FRIEND? 
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At the same time, the chart highlights managed futures’ equally prominent track record of positive performance during periods of 
rapidly expanding volatility. 

For instance, managed futures delivered total returns of 6.90% and 9.95% during the two largest volatility expansion periods of the 
last 23 years—more than offsetting the underperformance during the most extreme compressions. In fact, as Figure 5 reveals: 

› Managed futures during all periods of extreme volatility expansion delivered an annualized return of 13.71%, compared to 
3.48% for periods of extreme compression. 

› Further, we see that even during periods of flat volatility since 1990, managed futures still did quite well, generating an 
annualized return of almost 7%. 

› Indeed, performance for the strategy was solid to spectacular across short, medium and extended periods of flat 
volatility—15.5% during a three-month period in 1992, or example; 16.5% for the 21 months from February 2001 to October 
2002; and 50.4% for the 69 months from September 1993 to May 1999. 

In short: While managed futures historically under-performed during periods of extreme compression, they generally performed well 
amid flat volatility or really well during heightened volatility expansion. 

Looking Forward: When Will Volatility Compression end?

Volatility expansion or compression over the past few years has been “amplified” compared to the previous 20-plus years. While 
markets could continue to experience diminishing volatility, we believe it is more likely that they will start to see an expansion, given 
the recent historically low volatility levels. Such a shift would, of course, augur well for managed futures managers, particularly those 
pursuing trend following strategies. 

But a shift to volatility expansion would not be the only possible catalyst for improved managed futures performance. As long as 
volatility simply stops compressing, the environment should be more favorable for managed futures. 

This is a partial excerpt of the white paper.  To view the entire report follow this link

IS THE TREND YOUR FRIEND? 

http://www.uncorrelatedinvestments.com/blog/wp-content/uploads/2013/07/ALTWPTrendYourFriendFINAL052813v3-3.pdf
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Quantitative Modeling Expert Lays Bare Trend 
Following Mathematical Foundations 

In the book Following the Trend (Wiley, 2013) fund manager at ACIES Asset Management 
and former head of Equity and Commodity Quant Modeling at Reuters Andreas Clenow 
tackles the mathematical side of the trend following story.  The book lays out a method for 
developing and executing a reasonably robust quantitative trend following strategy with 
all secrets published in the book. 

“My initial thought in writing the book was to do something different.  I didn’t want to 
tell hero stories about the successful people in the managed futures industry but rather 
discuss the core strategies and the math supporting it.”  

The book outlines not only the basis for a trend following strategy but also discloses how 
he manages his own managed futures CTA, “Globalanced Systematic.  “You can’t just have 
one strategy in a fund any longer,” he said, referring to early trend followers who adopted 
the simple moving average cross method of trend following epitomized by Richard Dennis 
and the famous “Turtles.”  Early turtles utilized a single formula and executed the strategy 
across various markets.  Some CTAs, such as David Harding of Winton Capital, adapted 
their core trend following strategy with new models while others, such as the now defunct 
CTA John Henry, remained true to the basic single formula moving average cross trend 
following model.  

“There are two main strategies in my mind.  Trend trading and counter-trend trading,” 
he said, a controversial statement particularly for those who operate relative value, carry 
trade or volatility strategies.  “One strategy is more prominent than the other.  The big 
strategy where returns are most significant is trend following, but that is also the most 
volatile strategy.  Trend following is the most important for sure.”  

AUTHOR INTERVIEW

By Mark Melin

For his CTA fund, Mr. Clenow operates a counter-trend overlay on top of the trend following model.  He doesn’t like to combine 
strategies into one algorithm but rather keep trend models separate.  In other words, the trend following model could be long while 
the counter-trend model could sell the same commodity.  

“Counter-trend strategies traditionally go against the direction of the trend,” he said, noting, however, notes that most interesting 
are counter trend models that go with the trend, waiting for an inevitable pull-back in the trend and then entering the trend on a 
drawdown.  When the trend is still intact this counter-trend, “invest on a dip” model tries to enter after the trend model already 
stopped out. So it reenters the same positions that the trend system had earlier.  But, as he notes on page 252 of the book, counter-
trend strategies typically utilize tighter stop loss parameters than a typical trend following model.  

Author Andreas Clenow operates a 
CTA, Globalanced Systematic, and 
has conducted robust analysis of 
various trend following strategies.
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“Counter-trend trading can carry additional risk and I run tighter stop loss parameters,” Mr. Clenow noted, citing proprietary studies 
he has conducted.  “Counter-trend trading is not as profitable as trend trading, much less interesting as a standalone strategy as it is 
when combined with a trend strategy.”   Mr. Clenow noted the time horizon in counter-trend strategies are typically of a shorter trade 
duration and have a higher expected win percentage than trend trading.  “It is a hit and run strategy,” he said noting the smaller 
win size.  “In trend trading I’m happy winning 30% to 40% of the time.  When you win in trend following the size of win can be most 
significant.”   

When he designs an algorithm Mr. Clenow attempts to identify points in a market lifecycle when participants, either buyers or sellers, 
may be experiencing pain and thus overreact to market conditions.  (This is typically accomplished through analysis of volatility, price 
movements, range expansion and sometimes trade volume.)  

What does the author consider his most interesting chapter of the book?  In chapter seven on reverse engineering Mr. Clenow 
considers the core strategies of many well-known names in the managed futures industry, including Sunrise Capital, Transtrend and 
Mulvaney, and attempts reverse engineering.  Reverse engineering of managed futures strategies has been a hot and valid topic of 
debate, as academics such as Thomas Schneeweis (CAIA founder and University of Massachusetts scholar) among others engaged in 
attempts to de-construct strategies while top CTA managers maintain their entry and exit points as well as risk management formulas 
make them more efficient at capturing beta and their algorithms cannot be easily copied.

“In chapter seven I wanted to show that you can modify a simple trend following strategy with time frame, risk parameters and asset 
allocation and you can mimic most trend following systems in the market,” he said.  

While looking at managed futures performance sometimes makes the investment seem like an easy ride, Mr. Clenow also wanted 
to show how difficult managing volatility in the strategy can be.  “Investors need to understand they may have to endure pain to 
achieve long term gain,” he said, noting that monthly returns may mask daily CTA volatility. “Sometimes negative volatility is the price 
investors pay for returns.”

AUTHOR INTERVIEW
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Short Volatility CTA Discusses The Ability to 
Predict Volatility and Risk Management 

Recent Pinnacle award winner Hanming Rao is Chief Investment Officer for Global Sigma Plus, 
a short option trading system in the S&P 500 markets. A Harvard PhD and former SAC Capital 
and Millennium Partner trader, Dr. Rao engages in what for some is a controversial trading 
strategy: selling option premium on the S&P 500 futures.  

The strategy works by selling “out of the money” options and collecting a set premium from 
the option buyer at the time of the trade.  The option buyer is seeking to hedge against a 
stock market decline and thus pays a premium for the “insurance.”  The pricing of the option 
premium is dictated based on a number of factors, but most significantly volatility in the 
markets traded, time horizon relative to expiration and the distance the option is sold from 
the current market price.  The trade profit is defined by the option premium collected while 
the primary risk is that the options sold move higher in price and close “in the money.”  A loss 
example might be selling an S&P 500 put before a market crash and having the value of the 
put rise significantly afterwards.  The loss on the trade is defined by the difference between 
the initial option sale price and the now higher closing price of the option.  

Dr. Hanming Rao recently won 
a Pinnacle Award for best 
emerging manager.

CTA INTERVIEW

By Mark Melin

With under $89 million in assets under management, the short option strategy employed by Dr. Rao is known to have a higher 
average win percentage than trend or relative value strategies, in several studies known to average around 74%.  The analytical value 
of win percentage in this strategy, however, might be considered a red herring.  As noted in the interview below, risk management – 
particularly during market crisis – can be significant. Investors analyzing risk in this strategy might do well to consider worst drawdown 
and downside deviation as clues to risk control, with particular emphasis on drawdown mitigation during periods of rising volatility.  In 
P (A|B) Method analysis, one benchmark CTA in this category used for comparison is LJM Partners who has a track record dating back 
1998, operating during periods of multiple crisis with nearly $200 million in total firm assets under management. We recently caught 
up with Dr. Rao after his winning the Pinnacle Award for best emerging CTA: 

Mark Melin (MM):
Can volatility, a key 
driver of profit and 
loss in this strategy, be 
predicted?  Past study 
of volatility has indicated 
that occurrences are 
randomized.  If it can 
be predicted, what are 
you looking at?  Do the 
variables in your formula 
have validity?

Global Sigma Plus has an interesting track record and Dr. Rao is well versed in market strategy, 
yet the risk management regime has yet to be tested during a period of market crisis.  Past 
performance is not indicative of future results.  There is risk of loss when investing in managed 
futures.  This interview does not constitute a recommendation to invest. Performance data supplied 
by the CTA and was not audited by this publication.
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“Volatility is very mean reverting and range bounded”

Hamning Rao (HR):  Volatility is very mean reverting and range bound.  The average VIX price for the past 20 years has been around 
20. In comparison, the S&P500 doubled in value over the last ten years and quadrupled from 1993 to 2013. I don’t know where 
S&P500 will be for the next 10 years, but it is my opinion the average VIX will most likely still be around 20. 

“Many people say stock markets are random. If the market is 

random, there won’t be fat tails.” 

Many people say stock markets are random. On the other hand, everyone is talking about fat tails. These two things cannot exist at 
the same time. If the market is random, there won’t be fat tails. 

The reason for fat tails, in my opinion, is due to investors herd mentality and risk averse nature of human being. Long term stock 
market price direction is moved by fundamentals but short term it is a “voting machine.” That is why economists love long term 
forecasts and technical analysts love short term plays. From technical stand point of view, it is hard to forecast long term movement 
because there are too many variables. This is more like butterfly effect: there was a butterfly flapping its wing in Brazil, then you had 
a tornado in Oklahoma City. You may say the butterfly caused the tornado, but they were too far apart and too many things could 
happen in the middle, it was hard to draw the conclusion. However, the federal agents warned residents 36 minutes before the 
tornado. So it’s no longer unpredictable when it’s close. Same thing in the financial markets, in summer 2008, most people believed 
Lehman would survive. However, the Friday before Lehman filed bankruptcy, people knew either Lehman would be bought by 
another bank or it would disappear. You only have two choices then and the market quickly priced in what would happen next. I could 
even argue 911 was not random. You had Airlines sold off unusually hard and VIX climbed 11 points to 32 during the 10 trading days 
before the attack. It was quite a warning already.
 
MM: Describe your strategy.

HR: Like many option programs, we also sell options to collect premium. The difference is we may hedge our risk exposure using 
future aggressively. We try to manage risk on a day to day basis and try to minimize our draw down. We focus on shorter time frame 
and we can only sell options within 6 weeks to expiration. We also trade very frequently -- we traded 20,000 contracts per year per 
million dollars for 2012 (a high level of trading, which potentially indicates a fair amount of hedging activity). If the strategies work, 
higher turnover is helpful to minimize draw downs. 

MM: Are you 100% discretionary or is there some formula or process you utilize? 

We had models and back tests. But trading and execution are discretionary. Compared to futures markets, it is very hard to automate 
options trading. You had hundreds of strikes and multiple-expiry compare to one single number of underline futures. So far we feel 
discretionary trading is fine and don’t plan to change it.

MM: What is your edge?  

 “The only way to distinguish option sellers was when market tanked or had 

big spikes. It is like what Warren Buffet said: ‘Only when the tide goes 

out do you discover who’s been swimming naked.’ In order to generate 

consistent returns over time, you need to focus on risk management.”

HR: We think we have a better risk control. Generating returns in an option strategy is the easy part. Everyone knows how to sell 
options. When market is range bounded, both good traders and bad traders make money. Traders without strong risk management 
actually will make more money. Like in 2012, the S&P500 index didn’t have a big movement compared to 2010 or 2011, and almost 
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every option sellers made nice profit. The only way to distinguish option sellers was when market tanked or had big spikes. It is 
like what Warren Buffet said: “Only when the tide goes out do you discover who’s been swimming naked.” In order to generate 
consistent returns over time, you need to focus on risk management. We optimized our program based on risk adjusted return 
instead of maximum return. We hedge our risk aggressively when we have draw downs -- since big draw downs are not 0 to 1 switch. 
Big draw downs always followed by smaller draw downs. So you need cut loss aggressively even when you have smaller draw downs.

MM: What happens when the VIX is at very low levels?  Are their points at which you don’t enter the market?  Do you sit on the 
sidelines? 

“It is very hard to make money when the VIX is low.”

HR: It is very hard to make money when the VIX is low. Obviously if VIX ever went 0, we would close shop since there would be no 
premium to collect. Our expected return is positively correlated to VIX. When the VIX is higher, we could collect more premium and 
generate higher returns. We don’t have a set target of returns because this variable. However, since VIX averaged 20 over the past 20 
years, we expect 20% returns over longer period of time. 

We typically are in the markets. Very occasionally we may be out of the market when realized volatility is higher than implied volatility 
or when we believe market is going to have a big jump in volatility.

MM: You work on the S&P, are you selling calls and puts or just puts?  How do you determine distance from the money?  Is there a 
volatility based formula or is it a standard deviation from the market?

HR: We trade both calls and puts. We typically choose options that have around 95% of chance to expire out of money. It is based on 
volatility.  (It is interesting to note the CTA’s reported win percentage is up near 95%, well above the strategy average of the mid 70% 
range yet the track record is still only a few years old.)

MM: Describe how you enter positions (with this strategy it is interesting to note if they scale / leg in positions separately or enter the 
order as a strangle).

HR: We usually sell puts and calls separately instead of selling a strangle. We also spread out our orders and establish positions 
gradually instead of one big order. 

MM: Address your risk controls.  When unexpected volatility strikes, how does the risk management work?  Are you hedging with 
futures or option spreads?  Do you sell into the back month and roll the position?  What might an investor benchmark relative to 
expectations when volatility strikes?

HR: When the VIX spikes, we usually short futures to hedge. Sometimes we also buy options to hedge as well. We don’t sell into the 
back month or roll the positions. We don’t like roll. We are memory-less. We mark to market everyday and use the settlement price 
as our cost for next day. Our mandate is to manage day to day risk. When you think about a roll to the forward month, you basically 
refuse to take loss on your positions. We believe that is not helpful in short term trading. Your trading decision should not be affected 
by your entry point cost.

When Volatility strikes, obviously our existing positions may lose money. But losing money may not be a bad thing because you will 
gain opportunities (by selling into the volatility spike into forward months) to boost returns the following month.

MM: What’s your margin to equity levels during a normalized market environment and what is the worst case extreme during a 
volatile market environment?

HR: We normally use 40% margin to equity based on CME SPAN margin and may spike to 80% in rare occasions. This is high 
compared to other CTA programs. (Editor: by comparison, the average margin to equity for trend traders typically hovers near 15%). 
One reason is CME imposed higher margin for equity index product compare to other commodities like Currency, Agriculture and 
Metals even though they have higher volatility. So just looking at margin to equity ratios is not fair for Equity index products.

[Risk Disclosure: Past performance is not indicative of future loss.  Hypothetical past performance, such as modeling performance 
during previous market environments, is considered to be of lesser analytical value than a CTA’s track record trading client capital.]
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Uncorrelated Investing Market Commentary
The articles below are authored by the CTAs, who are responsible for content.

THE BRIGHT MANAGED FUTURES MINDS SPEAK THEIR MIND 

iSTOXX® Efficient Capital®: Financial Markets Volatile 

with Trend Reversals 

June was a negative month for the iSTOXX Efficient Capital Managed Futures 20 Index as 15 of the 
20 constituent managers produced trading losses. Trend following programs struggled the most, 
generating an estimated -2.8% loss. Short term, FX and global macro managers also posted losses 
of approximately -1.5%, -1.0% and -0.4% respectively.  Once again, the index’s equal volatility 
adjusted weighting methodology added value in June. Financial markets were characterized by 
volatility and trend reversals as investors reacted to the FOMC signaling a quicker than previously 
anticipated end to their asset purchasing program. Equity markets had a difficult start but 
recovered most of their losses to close June slightly lower. Although bond markets continued to 
decline, the overall impact was greatly reduced as index managers decreased exposure to the 
fixed income sector. Currency markets also experienced sharp reversals as the US Dollar Index 
initially weakened significantly but subsequently recovered to end the month nearly unchanged. 
Commodity markets were led by activity in metals as gold closed its toughest quarter in recent 
history. Sharp drops in both precious and base metals prices provided trading opportunity across 
the different styles as profits in metals partially offset losses in other sectors.

The index sponsor, STOXX Limited, Switzerland, does not promote any financial instruments which 
reference to the iSTOXX® Efficient Capital® Managed Futures 20 Index.

39 Confidential Copyright © 2013 Mark H. Melin 
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iSTOXX® Efficient Capital®: Financial Markets Volatile with Trend 
Reversals   
 
June was a negative month for the iSTOXX Efficient Capital Managed Futures 20 Index as 15 of 
the 20 constituent managers produced trading losses. Trend following programs struggled the 
most, generating an estimated -2.8% loss. Short term, FX and global macro managers also 
posted losses of approximately -1.5%, -1.0% and -0.4% respectively.  Once again, the index’s 
equal volatility adjusted weighting methodology added value in June. Financial markets were 
characterized by volatility and trend reversals as investors reacted to the FOMC signaling a 
quicker than previously anticipated end to their asset purchasing program. Equity markets had a 
difficult start but recovered most of their losses to close June slightly lower. Although bond 
markets continued to decline, the overall impact was greatly reduced as index managers 
decreased exposure to the fixed income sector. Currency markets also 
experienced sharp reversals as the US Dollar Index initially weakened 
significantly but subsequently recovered to end the month nearly 
unchanged. Commodity markets were led by activity in metals as gold 
closed its toughest quarter in recent history. Sharp drops in both precious 
and base metals prices provided trading opportunity across the different 
styles as profits in metals partially offset losses in other sectors. 

The index sponsor, STOXX Limited, Switzerland, does not promote any financial 
instruments which reference to the iSTOXX® Efficient Capital® Managed Futures 
20 Index.

The iSTOXX® Efficient Capital® Managed Futures 20 Index, developed in 
collaboration with Efficient Capital® Management, a leading investor in 
the Managed Futures space, represents the 20 largest Managed Futures Traders. Strict rules 
about minimum assets under management, existing track record and fee structure are applied to 
the initial universe of CTAs to ensure market representativeness. STOXX® independently 
constructs, calculates and publishes the index value on a daily basis, while Efficient Capital serves 
as a research partner. 

 

Ernest Jaffarian, founder of 
Efficient Capital, is one of 
the early managed futures 
fund of fund programs 
with a focus on uncovering 
niche traders. With iSTOXX, 
Efficient Capital  recently 
launched an investible 
managed futures index 
consisting of the largest 20 
programs. 

The iSTOXX® Efficient Capital® Managed Futures 20 Index, developed in collaboration with Efficient Capital® Management, a 
leading investor in the Managed Futures space, represents the 20 largest Managed Futures Traders. Strict rules about minimum 
assets under management, existing track record and fee structure are applied to the initial universe of CTAs to ensure market 
representativeness. STOXX® independently constructs, calculates and publishes the index value on a daily basis, while Efficient 
Capital serves as a research partner.

Sunrise Capital: The First Half Of 2013 Was A Time For Less Conventional 

CTA Approaches

The first half of 2013 proved to be quite tricky for the CTA industry with the Barclay CTA Index down 0.62% (estimate as of July 
8th) from January through the end of June. Similarly, other systematic macro indices have lagged far behind the S&P 500 and other 
traditional investment benchmarks.  However as always, some intrepid CTAs have found ways to deliver compelling returns this year 
and they are doing so utilizing some unique approaches to systematic trading.  



Copyright 2013 © Opalesque Ltd. All Rights Reserved.

23

ISSUE 52 • July 2013

opalesque.com

OPALESQUE FUTURES

Like many CTAs, Sunrise found quite a bit of trouble in the “risk on/risk off” whipsaws of 2012.  Despite 
this, Sunrise has rebounded nicely in 2013 and through the end of June, the firm’s new Flagship 
Program known as Sunrise Evolution is up 14.0% on a net basis.  
What has been the key to Sunrise Evolution’s success so far in 2013? Four trades discussed below shed 
some light on how markets have unfolded over the past six months and how Sunrise has attempted to 
capitalize on price patterns within these markets differently and, in some instances, more successfully 
than some of their peers. Moreover, as these four trades demonstrate, diversification remains a 
powerful defense for CTAs such as Sunrise against even the trickiest of market moves.  
The first example of one of Sunrise’s successful 2013 trades stems from a new reality of the global 
economy:  when China sneezes Australia gets a cold.  Downbeat economic data out of China over the 
past few months has fueled speculation that the commodities super-cycle is slowing down.  Combine 
this with China being Australia’s largest trading partner and the outsize role natural resources have on 
Australian exports and we have a recipe for a sharp retrenchment in the Australian dollar.  Indeed, from 
a high of over 104 in early April, the market has sharply collapsed down to 91 by the end of June and 
Sunrise has capitalized on this move.

Generally speaking, trading algorithms that identify strong trend definitions were sure to spot the 
precipitous drop in the Australian dollar from early April to mid-May.  Starting from mid-May through 
the end of June however, the pattern shifted from a rather linear descent to a slightly choppier “saw-
toothed” decline that appeared to hurt some CTAs but fell right into one of several wheelhouses of the 
highly diversified Sunrise Evolution Program.  As such, Sunrise was able to ably capture small pullbacks 
within the larger trend and thereby dampen the volatility that appeared to stymie more traditional trend 
following approaches.

Another example of a successful 2013 Sunrise trade arises from the sharp gold reversal that has devastated the portfolios of many 
discretionary “gold bugs” and certain long term trend approaches to the commodity.  From the doldrums of 2008, gold marched 
from $800 per ounce to what seemed to be continual new heights and hence, the “gold fever” that has characterized many 
investment approaches since the financial crisis.  Then April happened.  In two days gold dropped $200 per ounce.  The suddenness 
of the move spooked market participants, leading all to search for reasons for the drop (ranging from inflation numbers to Cyprus’ 
central bank selling its reserves) and many to flee the commodity altogether.

However savvy CTAs such as Sunrise needed to look no further than the stair-step decline of gold that began in September 2012 
to find a compelling justification for building a short position prior to gold’s 2013 collapse.  Indeed, a flexible, longer-looking 
component of the Sunrise Evolution Program was not deterred by gold’s subsequent run-up of over $125 per ounce from the low 
towards the end of April.  This proved to be extremely helpful for Sunrise as gold again drifted lower through May and into June 
and its systematic patience was rewarded on June 20 when gold dropped another $80 in one day, ultimately dropping below $1200 
per ounce.  Amazingly, two of the three biggest one-day dollar declines in gold in the past 35 years occurred during Q2 of this 
year.  While most investors not only missed these shorting opportunities, but also lost significantly on existing long positions, several 
perceptive CTAs such as Sunrise nailed the short trades by employing flexible models that embrace the concept that under certain 
circumstances that investors may never understand, gold or any other market can fall even more rapidly than it has risen in recent 
years.

A third component of Sunrise’s successful 2013 worth examining is its trading approach to fixed income.  Certainly one of the most 
compelling long term trends of the past several years has been the upward price march of bonds.  The economic implosion of 2008 
and a subsequent half decade of stimulus measures by the U.S. and many other governments have sent bond prices and interest 
rates to places few could have imagined.  With economies around the globe showing signs of recovery, the million dollar question 
on everyone’s mind in recent months was “when and how will the bond bull market end?”  Every investor, CTAs included, seemed to 
have different answers to these questions and as demonstrated recently, a manager’s returns over the past several months have been 
highly dependent upon the accuracy of those answers.

Many investors, including many CTAs, held fast to massive long bond positions as 2012 turned to 2013 and have not been quick to 
unwind those positions, even as Bernanke’s comments have spooked markets and strongly suggested that the end of the trend is 
neigh.  However Sunrise, through the more diversified and dynamic approach of Sunrise Evolution, much earlier in 2013 began to not 
only aggressively unwind its long positions but also, take on short bond positions in some of its models.  Therefore, when the bond 
tides really began to turn sharply in May and June and lengthy trends began to deteriorate across the entire yield curve, many firms 
were squarely in harm’s way while others like Sunrise, were not.  

THE BRIGHT MANAGED FUTURES MINDS SPEAK THEIR MIND 

Jason Gerlach is the 
managing partner of 
Sunrise, while founding 
partner Rick Slaughter 
runs research and 
partner Chris Stanton 
co-manages the portfolio 
with founding partner 
Gary Davis.
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Much like gold, the end of the trend in bonds has been fast, violent and in many cases as harmful to investors as the preceding 
uptrend was helpful.  CTAs like Sunrise with models that spotted the early stages of this violent downward price move in the months 
and weeks prior to the Bernanke comments of June 19 were well positioned to profit from the massive sell-off that ensued.  CTAs and 
discretionary traders that did not pick up on these clues suffered mightily as evidenced by the top bond management funds which 
in many cases have just posted their worst quarters on record.  In sum, it’s clear that volatility has returned with a vengeance to the 
bond market and the operative question for any CTA going forward is how their models are calibrated to deal with this new fixed 
income reality.

Lastly, it is worth examining equities, an area where, after enjoying profits from January through April, Sunrise took some lumps in 
May and June.  Specifically, like most CTAs and most investors generally, Sunrise benefitted mightily from the raging bull equity 
market that originated a few years ago but truly launched in earnest with the turn of the calendar to 2013. Indeed, print a six-month, 
one-year, or two-year chart of the S&P and the trend is inescapable: up and to the right with a particularly strong burst in early 2013.    
With the S&P closing at an all-time high of 1669.16 on May 21 and many global equity markets following suit, both longer and 
shorter term aspects of Sunrise Evolution thrived on equities through the middle of May. Moreover, due to some unique innovations 
in their new flagship, Sunrise was at times better able to calibrate and focus its stock positions and when needed, de-couple U.S. 
markets from non-U.S. equity markets, which have at times demonstrated far less strength and far more volatility than their U.S. 
counterparts.  In addition, certain components of Sunrise Evolution wisely pocketed much of the equity profits they had achieved 
in the earlier months of 2013 and thus as certain markets (particularly those in Asia and Australia) began to sharply retrace, Sunrise 
had much less to lose than many competing CTAs and did not appear to suffer as much damage as others from the volatility as Q2 
unfolded.   

Since mid-May however, equities have presented challenges that have confounded even more diversified trading approaches such 
as that of Sunrise.  The first trouble spot arose in Japan, when the Nikkei experienced intraday swings of over 1000 points two days 
in a row as the index ultimately fell 3000 points on the back of a rising yen and questions about the efficacy of “Abenomics.”  These 
moves went suddenly and swiftly against a well-established trend and invariably caused Sunrise and other CTAs to give up some 
of the gains they had made in earlier months.  Next, questions about the health of the Chinese economy sparked concerns about 
global demand and negatively affected stock markets in East Asia and Australia—again bucking an established trend and forcing 
profit givebacks by CTAs such as Sunrise.  Finally, the same June 19 Bernanke speech that spurred on the tremendous shorting 
opportunities in gold and fixed income shocked equity markets and drove them violently backward in such a way that losses were 
inevitable for just about any CTA approach, including that of Sunrise Evolution.  

The net result of all of this was a significant giveback in equities by Sunrise in both May and June. Yet despite this, Sunrise Evolution 
nonetheless found a way to record slight overall portfolio gains in both months.  How was this so?  The answer lies in the power of a 
diversified trading approach, an approach that in Sunrise’s case allowed the firm to neatly offset all of its equity losses with big gains 
in other sectors and markets as highlighted by the trades discussed above.   Therefore, in the case of CTAs such as Sunrise Capital 
Partners at least, the first six months of 2013 suggest that the winning strategy may be a more broadly diversified and more nimble 
trading approach that is not scared to take some profits and that even in the face of a few massive long term trends, keeps eggs 
spread across many baskets such that it is not as dangerously exposed to the damages that can come from sudden, violent reversals 
to such trends.  

Brandywine Asset Management: Buying when there’s “Blood in the 

Streets” 

In the book Jackass Investing, Mike Dever recounts the story of the siege of Paris in 1871 and the quote made famous at that time 
when Baron Rothschild told a new investor to “buy securities when there was blood in the streets.” We’ve seen great investors do 
this time after time. They take advantage of investment opportunities that others are afraid to exploit. But the average person does 
just the opposite. We know this with certainty (the data is presented in Mr. Dever’s book) and have based a number of Brandywine’s 
sentiment trading strategies on this return driver. In those strategies Brandywine looks for extremes in market sentiment to take 
short-term trades opposite the crowd. We apply this approach to both financial (stock indexes, interest rates) and commodity 
markets. If you’d like to read the chapter where Mr. Dever discusses this (along with an actual trading strategy for trading stock 
indexes that is revealed in the book’s Action Section), just follow this complimentary link: http://bit.ly/oDQYX8. 

The same opportunity can also present itself when evaluating a manager with which to invest. Every investment manager has periods 
where they outperform and underperform their expected returns. Those managers with less-diversified portfolios tend to have more 

THE BRIGHT MANAGED FUTURES MINDS SPEAK THEIR MIND 
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extreme performances, while those trading more diversified portfolios may have less extreme 
variations in performance. In the case of Brandywine’s Symphony program, our broad strategy 
and market diversification has resulted in performance volatility of less than half that of the S&P 
500. At the same time we are targeting returns of 12% annually, which is in excess of those to be 
expected by buying and holding stocks (of course we must remind you that past performance is 
not indicative of future performance). 

But even with a low volatility of returns, Brandywine will regularly incur losing periods. The past 
three months have been one such period. After reaching new performance highs at the end of 
March, Brandywine’s Symphony program dropped -4.63% in the 2nd quarter. A drawdown of this 
moderate size is expected to occur at least once each year. So the question is what to expect 
going forward. Using history as our guide, we see that similar losing periods are followed, on 
average, by a positive return of more than 18% (net to our investors) over the subsequent 12 
months. (Past performance is not indicative of future results.)

Our current drawdown may be a great opportunity to start your investment with Brandywine. 
In addition to performance, if you have an equity-dependent portfolio, an investment with 
Brandywine provides tremendous portfolio diversification. The correlation between Brandywine’s 
Symphony program and the S&P 500 is a (negative) -0.02. 

Also, despite the strong rally in stocks and the recent decline by Brandywine, over the past two 
years the aggressively-traded Brandywine Symphony Preferred Fund has outperformed the S&P 

500 (a +17.25% annualized return for Brandywine vs. a +12.77% return for the S&P 500 total return index. 

If you are prepared to take an analytical—rather than emotional—approach to investing, please call us to discuss how an investment 
with Brandywine can improve your portfolio’s overall returns and reduce your risk. The time to diversify is now, not after stocks suffer 
a decline. 

Performance Attribution 

Brandywine’s 2nd quarter drawdown (totaling 4.6%) was primarily the result of losses from Brandywine’s arbitrage-based trading 
strategies in the currency and interest rate markets. As the popular carry trade in the yen unwound, this had a ripple effect that 
produced losses in Brandywine’s Yen, Australian Dollar and Mexican Peso positions. Similarly, the rise in U.S. interest rates associated 
with the talk of ‘tapering’ the Fed’s purchases of debt, shifted the yield curves being traded by Brandywine, resulting in losses on 
its interest rate positions. Profits and losses in the remainder of Brandywine’s portfolio were in balance. While there were slight 
losses from trend trades, these were offset by profits generated from ‘event-based’ trades in the interest rate and currency markets 
following the release of the employment report in May, and an old crop—new crop soybean spread in June. 

To view a recent article written by Mr. Dever, click here

Because we reference historical tested performance in this report, the following disclaimer is required: 

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. 
NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO 
THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS 
AND THE ACTUAL RESULTS ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. 
ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH 
THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO 
HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. 
FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF 
TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE 
NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC 
TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE 
RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS.

(1) Since the start of trading in Brandywine’s Symphony program in July 2011.

Mike Dever, founder 
of Brandywine Asset 
Management, runs just under 
$100 million using a return 
driver based multi-strategy 
approach across a diversified 
portfolio of global financial 
and commodity markets.
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CFTC Files Aggressive Charges Against MF 
Global CEO Jon Corzine and back office 
executive Edith O’Brien

THE UNTOLD STORY

By Mark Melin

On June 27 the Commodity Futures Trading Commission (CFTC) filed civil charges against MF Global’s CEO Jon Corzine and 
assistant treasurer Edith O’Brien in what can only be considered an increasingly bizarre incident.  

Citing a lack of appropriate supervision, the CFTC suit most importantly points to what knowledge, if any, Mr. Corzine and Ms. 
O’Brien had regarding asset questionable transfers that are documented to have come from customer segregated accounts.  If 
knowledge of illegal asset transfers can be proven and the case is criminally prosecuted the actions could be punishable by up to ten 
years in jail.  Without re-iterating fine detailed work of NFA board member and Commodity Customer Coalition founder John Roe, 
the essential concept is pretty simple.  

Mr. Corzine asked if the questionable fund transfers were 

“enough to be in compliance” and Corzine received a “no” answer.  

The height of CFTC evidence against Mr. Corzine may center on a recorded phone call between Mr. Corzine and an un-named MF 
Global treasury employee. To paraphrase, Mr. Corzine asked if the questionable fund transfers were “enough to be in compliance” 
and Corzine received a “no” answer.  

In another recorded conversation, Mr. Corzine appeared to display knowledge of the asset transfers and their origin from customer 
accounts, according to published reports. “We have a money management account at Chase, if my memory serves me,” Mr. Corzine 
told the employee. “Yeah, it’s the JP Morgan Trust account, but that’s cash seg for clients -- it has nothing to do with greasing our 
wheels for Chase to move,” the employee said, referring to the customer segregated funds.

In addition to recorded conversations making the case clear, there is documented evidence, both in the public domain and yet to be 
published, that show warnings were given regarding the questionable if not illegal nature of the asset transfers. 

Later in Congressional testimony Mr. Corzine said he did not involve himself with asset transfers and claimed repeatedly not to 
know where the money went. US Congressman Michael Grimm (R-NY), a former FBI Financial Fraud investigator, has called on the 
Department of Justice to charge Mr. Corzine with perjury.  

Will criminal charges be filed against MF Global executives?

DoJ Charges Not Forthcoming According to Press Leaks

Throughout the investigation, curious press leaks occurred from those close to or directly involved in the DoJ investigation. As former 
Futures Magazine editor Dan Collins notes, just as the heat was turning up against Mr. Corzine leaks from investigative sources 
quickly claimed “There is no evidence of criminal wrong doing.”   

http://commoditycustomercoalition.org/gotcha-cftc-files-suit-against-corzine-et-al-customers-to-receive-100-recovery/
http://www.law.cornell.edu/uscode/text/7/13
http://www.law.cornell.edu/uscode/text/7/13
http://commoditycustomercoalition.org/gotcha-cftc-files-suit-against-corzine-et-al-customers-to-receive-100-recovery/
http://commoditycustomercoalition.org/wp-content/uploads/2013/06/enfmfglobalcomplaint062713.pdf
http://commoditycustomercoalition.org/wp-content/uploads/2013/06/enfmfglobalcomplaint062713.pdf
http://www.bloomberg.com/news/2013-07-07/wall-street-spin-machine-mobilizes-for-corzine.html
https://www.youtube.com/watch?v=WtHgOzGXXAU
https://www.youtube.com/watch?feature=player_detailpage&v=CG6b_0tgKO8#t=30s
http://commoditycustomercoalition.org/rep-michael-grimm-calls-on-ag-holder-to-bring-corzine-perjury-charges/
http://dancollinsreport.com/stop-leaking-and-start-investigating/
http://www.nypost.com/p/news/business/corzine_off_the_crook_t3VpDFmfEsx9Qd7VdtCLvM
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Leaks from those close to the DoJ investigation began occurring as early four months after the MF Global incident and appeared to 
serve the purpose of diminishing the public demand for an investigation.  National mainstream media reports seldom questioned the 
leakers despite documented criminal evidence to the contrary in the public realm. 

“I find this anonymously sourced article to be one which lacks an appropriate level of professional skepticism,” Hilary Till, a policy 
advisor at the Heartland Institute, said in a statement.  Editors at several national media outlets are documented to have withheld 
reporting damming information in the MF Global incident. “An informed observer would have preferred for (the article) to also have 
explored the credible evidence that Mr. Corzine perjured himself before multiple House and Senate Committees as evidenced by 
numerous recorded phone calls prior to MF Global’s bankruptcy referenced in the civil complaint by the CFTC, and as summarized 
by Rep. Michael Grimm (R-N.Y.).  Of note is that Rep. Grimm is a former FBI agent who had been tasked with investigating financial 
crimes and a current member of the House Financial Services’ Committee.” 

DoJ’s criminal division did not respond when asked if an investigation would take place surrounding leaks in a purportedly highly 
confidential criminal case.    

Congressman Grimm’s call for DoJ perjury prosecution, as well as other troubling MF Global issues impacting the stability of 
markets and the US economy, has yet to be reported by certain mainstream media.  These include questionable manipulation of the 
SEC’s Edgar database that appears not to be properly investigated and hid risk in MF Globlal’s bond offering, according to public 
documentation.  Throughout the MF Global case documented information of a potentially criminal nature was in the public domain 
and admitted into the Congressional record; a CFTC commissioner called for an investigation into certain issues on national TV, yet no 
known investigation of the issues has occured and the major media remained mostly silent.  When the media fails to report interesting 
issues brought up by a former FBI Fraud Investigator turned Congressman and CFTC commissioners who consistently spoke out on 
lack of investigations and potentially criminal behavior damaging US markets, it weakens the brave efforts of well-meaning regulators, 
politicians and law enforcement officials.  Or is that the point?  

What Is The Holdup at DoJ?

With leaks from official sources involved in the investigation claiming the “case was cold” as early as 4 months after the crime scene 
was established, one might wonder why, approaching three years after the incident occurred, DoJ has yet to close the case?  “All 
the relevant information is well known and documented,” said one source with knowledge of the asset transfers, speculating the DoJ 
could simply let the statute of limitations expire in 2015 rather than issue a legal opinion that would require it to ignore key facts in 
the case. 

 “The CFTC was tired of waiting for DoJ to act,” 

a high ranking regulatory official was quoted as saying.

 “The CFTC was tired of waiting for DoJ to act,” a well known Wall Street journalistic source told me, quoting a high level regulatory 
official in a remark that failed to make the published story.  (Both sources have independently confirmed these statements via e-mail 
but their identities will remain confidential.)  

“In light of all of the other scandals in this administration, dropping charges against Mr. Corzine) does raise a question about tainted 
prosecutorial discretion for this former Democrat governor of New Jersey,” said Michael Warder, Vice Chancellor of Pepperdine 
University.  “Attorney General Eric Holder adds to a growing list of, at the very least, politicized judgments.”  Mr. Warder himself joins 
a list of three legal professors, one a former SEC enforcement attorney, to question the lack of DoJ prosecution and investigation.  
As best can be determined, comments from these highly respected legal minds have yet to appear in any mainstream business 
publication or on any traditional US television network.

Corzine Responds

Mr. Corzine’s attorney, Andrew Levander of Dechert LLP, called the lawsuit “unprecedented.” 
In regards to the “unprecedented” claim made by Mr. Corzine’s attorney, author and Bloomberg View Columnist William Cohan 
points out in an article titled The Wall Street Spin Machine Mobilizes for Corzine the charges were not unprecedented.  In 1988 
the CFTC charged former CME chairman Brian Monieson with failure to supervise.  It is unknown if Mr. Levander really meant to 
say charges had never been filed against the Wall Street political elite and thus were “unprecedented.”  When asked to clarify his 
position Mr. Levander’s office did not respond.

THE UNTOLD STORY

http://dealbook.nytimes.com/2012/02/28/doubtful-signs-of-a-criminal-case-against-mf-global/
http://www.nypost.com/p/news/business/corzine_off_the_crook_t3VpDFmfEsx9Qd7VdtCLvM
http://heartland.org/issues/law
http://www.nationalreview.com/articles/339811/corzine-s-crime-century-bruce-bialosky
http://rt.com/shows/keiser-report/episode-398-max-keiser/
http://www.bloomberg.com/news/2013-07-07/wall-street-spin-machine-mobilizes-for-corzine.html
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MF Global Legal Connections

In addition to retaining Dechert, while Mr. Corzine was CEO at MF Global the firm was a client of Covington and Burling prior to the 
October 31 bankruptcy.  Additionally Covington and Burling was appointed for involvement in insurance matters by the MF Global 
debtor’s bankruptcy trustee, former FBI director Louis Freeh, on April 12, 2012. At Covington and Burling white collar defense 
lawyers included US Attorney General Eric Holder and former DoJ criminal division head Lanny Breuer, but Mr. Corzine was not an 
individual client of the law firm.  

After exiting DoJ Mr. Breuer returned to work at Covington and Burling where he embraced his role in white collar criminal defense, 
listing as a legal specialty navigating “corporate crisis” and “Congressional investigations.” Following the financial crisis of 2008, 
questions were raised regarding Mr. Breuer’s criminal division and its investigation of MF Global and Wall Street’s political elite when 
important markets and the economy at large have been damaged. Members of Congress called for an independent prosecutor in 
the MF Global investigation.  Mr. Breuer was subject of journalistic reports that led to questioning a lack of Wall Street investigations 
at the DoJ. This includes a PBS Frontline report where, answering critics, Mr. Breuer was quoted as saying concerns regarding the 
economic impact of prosecuting powerful banks played a hand in prosecution decisions and not simply pursuing justice.  Further, a 
CBS News / 60 Minutes piece revealed the DoJ failed to question several bank executives in the 2008 derivatives led stock market 
crash, including the Countrywide Financial chief fraud investigator said to have information on fraud at the firm.  Mr. Breuer resigned 
from the DoJ after appearing in the Frontline piece and was head of the DoJ criminal division during the MF Global investigation.  

The timing of Mr. Breuer’s resignation, already the longest serving head of the criminal division after four years, was not relevant to 
the Frontline piece airing, according to a source close Mr. Breuer.  “It is patently absurd to assume there was a connection between 
Mr. Breuer’s resignation and the Frontline piece,” said the source.  “Mr. Breuer had been preparing to leave DoJ for months and the 
timing was purely coincidental. It is common for top administrative officials to leave after one presidential term in the White House 
and a start of a second term.”   

The source close to Mr. Breuer speculated that it was the US Attorney’s Office in the Northern District of Illinois (Chicago) who was in 
charge of investigating Mr. Corzine and not DoJ’s criminal division, citing this article in Futures Magazine. Although different sources 
close to the DoJ investigation had indicated it was the US Attorney’s office in the Southern District of New York (New York City) 
that ran the investigation of Mr. Corzine and a separate source had indicated former US Attorney in Chicago Patrick Fitzgerald was 
“uncomfortable” with the DoJ investigation. 

Defenders of Mr. Breuer say he was tough on corporate crime.  During his tenure at DoJ the agency recovered almost $2 billion in 
resolutions regarding interest rate manipulation of the London Interbank Offering Rate (LIBOR) with UK-based Barclays; millions in 
resolutions with Swiss-based UBS; the $4 billion fine against UK-based British Petroleum; the most Medicare fraud “takedowns” in 
US history and the most extraditions from Mexico in a single year.  While the source cited the $1.25 billion fine paid by the UK-based 
bank HSBC for laundering drug money for cartels and Iran, critics have called this settlement weak in light of the fine represented 
a small portion of the bank’s yearly profits and the damaging nature of the money laundering clients.  There are no documented 
criminal cases brought by DoJ against senior executives at powerful US financial institutions involved in the 2008 market collapse 
despite the significant negative societal impact.  

The Confusing Case of Edith O’Brien

The CFTC charges brought up issues that are confusing for many inside observers of the case.  In particular, it appears as though 
MF Global assistant treasurer Edith O’Brien, who was interacting directly with Mr. Corzine on the asset transfers, appears to industry 
observers to have known the transfers were questionable if not clearly illegal before they were made.   

“I don’t want to take anyone down with me.”

The CFTC suit notes that Ms. O’Brien failed to copy her colleagues on an email with details of one questionable asset transfer 
because “I don’t want to take anyone down with me,” she said on a recorded line.  If Mrs. O’Brien assumed the transfers had the 
potential to take people down, why did she execute what appears as a known illegal asset transfer?  Did she believe the case would 
not be investigated and she would not be subject to prosecution due to her affiliation with powerful Wall Street political players?

THE UNTOLD STORY

http://www.washingtontimes.com/news/2012/jul/25/no-justice-in-corzine-case/
https://docs.google.com/viewer?a=v&q=cache:MmwPXgM2_-cJ:mfglobalcaseinfo.com/pdflib/597_15059.pdf+http://mfglobalcaseinfo.com/pdflib/597_15059.pdf&hl=en&gl=us&pid=bl&srcid=ADGEESh_hijZ49sjv-JVYRJdMtW3sI49rtK6GKw60ixHu8QIZ8Sc3OArpo97gqtqfAwDX5jeWFaCWVzQ5o2GAKfuNsuDC8ZuegthzLtuJKXAAFlGDUS7GcHmJc9XuXuXd4zY16kKTqg0&sig=AHIEtbSlZk2vMex6RZPBzIlCDU2lvSqgsQ
http://www.breitbart.com/Big-Government/2012/07/26/REVEALED-Corzine-s-MF-Global-Was-a-Client-of-Eric%20Holder-s-Law-Firm
http://dealbook.nytimes.com/2012/05/08/republicans-seek-independent-investigation-of-mf-global/
http://www.pbs.org/wgbh/pages/frontline/untouchables/
http://www.pbs.org/wgbh/pages/frontline/business-economy-financial-crisis/untouchables/transcript-37/
https://www.youtube.com/watch?v=_0BXXp49E7c
https://www.youtube.com/watch?v=_0BXXp49E7c
http://www.futuresmag.com/2012/04/24/nfa-offers-help-in-criminal-investigation-of-mf-gl
http://www.justice.gov/opa/pr/2012/June/12-crm-815.html
http://www.justice.gov/criminal/vns/caseup/ubssecurities.html
http://www.justice.gov/enrd/ENRD_Assets/ENRD_2008_Accomplishments_Report_Final.pdf
http://www.guardian.co.uk/business/nils-pratley-on-finance/2012/dec/11/hsbc-money-laundering-fine
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The Real Damage is to the US Financial System

The most significant crimes are those that damage public markets and the world economy.  It may be an old school thought, but 
the crimes that damage the economy should be investigated hardest.  Currently, however, we have a system in place where those 
who speak out in defense of markets – regulators, political leaders, law enforcement and journalists --  receive little support or are 
punished by those official entities entrusted with defending markets and providing a check and balance against powerful players 
abusing the system. 

If one were to plot the demise of the economy, the concept of free markets and democracy, it might start by punishing those who 
stand in defense of justice and free markets.  

Can the Magic of Hope and Change Happen?

While the political winds that have gripped this investigation from the start seem to favor the cover-up route, an optimist might 
consider that change has been occurring.  The wheels of justice can be slow but might just get it right in the long run.  

The CFTC’s move to charge Mr. Corzine was relatively bold.  As a member of a small but powerful Wall Street elite who have 
appeared to operate without any checks and balances, Corzine is at least being logically questioned for the first time by a regulatory 
agency with a history of standing in defense of markets.  (Think about former CFTC Chairwoman Brooksley Born who bravely 
confronted the improper derivatives design and lost her job as a result; or former CFTC Chairman William Rainer who fought for 
logical derivatives regulation in the bruising Enron battle.)  

If at trial the CFTC brings out evidence so loud and clear, and the political winds change relative to protecting powerful Wall Street 
actors ahead of critical markets, then we might see action.  Change doesn’t happen overnight.  It was only a few years ago even 
debate regarding Glass-Steagall was repressed in DC and certain media circles and now there could be a vote in Senate on the 
issue.  But perhaps a more significant milestone might be found in recent revelations from the DoJ’s RMBS working group. The 
group is considering fighting sophisticated financial crimes with simple yet effective bank fraud laws against knowingly providing 
false information to a financial institution.  This is a crime for a reason.  The fact DoJ is looking to more aggressively enforce the law 
in areas that damage the US economic engine is a post-Lanny Breuer positive that caught the attention of Frontline producer Nick 
Verbitsky.

As Frontline demonstrates, the media can have a positive role at helping clean up a mess that has generally led to distrust of the 
system.  Hiding the problem and not reporting significant issues is not a method to engineer confidence, because most cover-ups are 
eventually discovered.

MF Global In Proper Perspective

The ultimate sin in the brokerage industry is to convert customer funds for the firm’s own needs.  PFG’s Russ Wasendorf Sr. and fraud 
at Peregrine Financial Group (PFG), discussed in the last issue of OFI, illegally converted customer segregated funds for his own 
purposes and received a harsh 50 year prison sentence.  The week preceding MF Global’s October 31, 2011 bankruptcy, the firm is 
documented to have converted customer funds for its own purpose of covering a house margin call.  

Knowingly converting customer funds for the brokerage firm’s needs and having a reasonable idea those funds would not come 
back to customers is clearly illegal, if that is what occurred.  The impact of this violation of the sanctity of the customer segregated 
funds concept resulted in spinning direct segregated account into the most significant crisis of confidence in derivative industry 
history.  Resulting changes in regulatory protections from MF Global and PFG requiring confirmation of bank balances, proposals for 
an insurance fund and a “C level” written sign off for large asset transfers, among other regulatory protections have, ironically, made 

THE UNTOLD STORY

http://www.youtube.com/watch?v=ONEcoq9pjac&feature=youtu.be
http://www.reuters.com/article/2013/07/17/us-financialcrisis-fraud-probes-idUSBRE96G13620130717
http://www.uncorrelatedinvestments.com/blog/wp-content/uploads/2013/07/OFIJune2013.pdf
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the segregated account significantly more secure.  Yet questions regarding the failure of DoJ to properly investigate and prosecute 
actions that have so damaged derivatives markets relied on for commodity price stability will likely continue.   

“MF Global’s unlawful use of customer funds harmed thousands of customers and violated fundamental customer protection laws 
on an unprecedented scale,” said Steve Stanek, a research fellow at the Heartland Institute and managing editor of Budget and Tax 
News. “Edward Snowden, who recently leaked information on the massive spying being done against Americans by the National 
Security Agency, is looking for a place to give him asylum. I suggest he seek asylum on Wall Street, where the right business and 
political connections are enough to stop all criminal prosecutions.”

THE UNTOLD STORY

http://www.uncorrelatedinvestments.com/blog/wp-content/uploads/2013/07/OFIJune2013.pdf
http://heartland.org/issues/budgets-and-taxes


Copyright 2013 © Opalesque Ltd. All Rights Reserved.

31

ISSUE 52 • July 2013

opalesque.com

OPALESQUE FUTURES

This newsletter is designed to include a wide variety of industry voices and information. To participate, send your news, events and viewpoints to 
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