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24 RESEARCH

An honest update on the

trend-following landscape

Thomas Rollinger, managing partner, and Scott
Hoffrman, partner, of Red Rock Capital compare
the performance of trend-following CTAs

rend-following is the most prevalent
sirtegy utilised throughout the manaped
futures i sl ey, WAL is D Baesh way 1o
objectively analyvse, meamine, and compare
M perlormande of 3 partialar group of trend-Taol-
I CTASY
Last Autiime, wee attemmpded e answser ihis
uist i by publishing a pesearch paper thal inteo
el G gaarn I brie Fhal reasires o mel som
pares the ‘poodmess’ of stndlar monagers returns.
This arttele updates that graginal plece, and the
mieasurements and ranking methodology that we
inttally tntroduced remains the same.
[awe o the inherent (Le. freel beverage found
in the futures markets, risk-adjusted returns (ool

RAMNKING METRICS

for, a crucial aspect of managed fulures and how (o
correctly measure performanee.

Char propriclary melric aims tosiep indo the
shoes of 4 loyal, lemg-term invesbor with any of the
manageTs analysed, and ask: “What aspecis of my
CTA manager's performanae xre most imporiznt bo
e, The Eanking Metrics table conmveys thd msal
Erar Al Asprecta, The prosies we e [0 measire
thuern, and the selght wie give 1o esch fseamine fment
i onar welghied final ranking.

For the perlod sines the Imeeprlon of our
flagship Systemanie Glohal Macro [irend - follw
Ingi progeran, Seplender 200 to Angust 2004, e
measure each aspect of the muonagers’ returns with
our proxies nnd then nxsigm them oowelght stmellar
o how one caleulytes o grade polmt overage.

absolute returms) are the only proper way o com-

pare AlmElA T managers felurns.
A CTA Investor sutective ly chooses i whal

A TR E - T e i iy el Do G Fale 4 prsrcann. Bot
e leviel ebuasen s nol, inand of itself, & souree of

Foad s
This pent Is repeated Iy Falsundersiood By many
if the managed Tutures [Tt is Ty, & BIoEran Tin

with a higher margin-lo-equiby raticowill produce
a higher compound rate of growih at the price ol
higher drawdtowns [periods of loss). For sxample,
asEUmee one manager produces 3 HFE nel return
ower 12 months and another manager ondy pro-
duces a 149% net returm [ the second manager used
only hall s mich margin-to-eguity. and produced
oy Ball &8 ooe b volatility Do their meturns, then
e Two manaEecs’ performanoe were caseniizlly
eyl o A risk-adjusied bagis, Yet tha Tirsd man-

Due to the inherent leverage in futures
markets, risk-adjusted returns are the

only proper way to compare similar
managers

ager will aften win swards and acclaim for having
Teeller” performana: —which demonsisites i lack
o umslerstameling of, o s lessn g ek of eomeeen

Importarg sspect of mareger's reburns Proaxy for massuremeant | Saighting
When was The leal fel oew eouily high Manthe it Curmel P
mee? ek n
Wihal & The currant deswsdow from Chal Crapth af Cureed Dirsw- | 25%
k=sk high-aater mark? [ 55
Hear ggeaanl henes the mansger's risk-ed- Sartma Ratia ]
pusted eluers bes=n oaer the lang-min?

e

Onee we have the mnkings for each of the man-
agers on the individwal aspects, we can combine
Thie rankings (81 their cespective weighisl 1o arcive
Al a fipal mank This is a3 simple, quick method [o
rank similar mansgers againsd one another,

Tox miroplify Uhe proscess, by design the cankings
dir ot hasee proporticnal infesmatlcen embedded
in themn, be hiow miich Dsider B mamsser & than
mAnsEeT B, et [neomeidering The resulis of our
ranklng, the ledlowing shiouldd be msded:

- A CLAS rehurns, volatilily, and droawdoswns are
Iunctions of o subjective decision that bas been
miade by the manager - ie al what volatility will
they run their program. Or to pal it another
way: al whal mangin-to-equity ratso will they
run thesie progsim. Far this reassn, only
Analyding the mansgers monthe in coreent
drawilora aned the depih of that curreni
drawiloram i nol sufficient, A rink-sdjostied
el R ewn e o Elsk Bailo by ihee tahilel mmist




e applied that normaliscs managers’ relburns
aguins one another.

As we commyey L our while paper, Sording: A
‘Sharper’ Ratio, the Sortino ratio is 2 more
approprate measure 1o use for this purpose
than the Sharpe ratio. The Sharpe ratss
Admrmes Tkl Thee relurns i is medsuring are
morrally distriboted, andd therefore, unfaicly
And incorrectly penalises manggers whose

TS ex il positive ssymmetry (skewmess).

T realily, inwesnoes Dvpieally weleoms upsite

wolan iy and pereeive only Sosmside volaiiiy

sk Actual Fisk,

I aeteidion 1o dhe 0 minneagers we analysed,
thls wear we added two well-knowm and
respecied industry benchmarks: The hewedse
CTA Index and the Mewedge Trend Index.
The former represenls the equal-weighled
periormance of the top 208 lairgest diversified
LCTAx gpen for investment. The latter repre-
Acila Lhe equial-weighted peeformanee f the
T 100 Large st trensd-Tolbosing TTAS Gpsen Tor
ifwealmen.

RANKINGS: SEP2003-AUG2014
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- While Winten has approximately $25hn o
Aukl, and the cormbdnet skl of the resl
of managers is arcund 33¥hn, a signdficant
portion of assets do not appear o be invested
with managers ranked highest on the List. The
results of this paper suggest investors may have
Bisen Beller s rved By aondeenlBEling on some
of The prsdre Bouiigue” marnagens on the List,
gl A Covenant or Alralam,

Only four trend-following CTAs we

studied are making new equity highs

Ranking on ssch inchivdus| msssurs mightncd
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Observations and comments an the

regults

= Winton Capital continues 1o lead the pack and
dezerves the kudos thatl il rereives

- Four CTAs on the List pust made net new eguity
Tipghs amel, therefore, dre nod in 8 deswdown,
Thuie gives thism g 21 sink o bBolh calepories
sihibch has oosted their overall rank - as i
shonild.

< Aninteresting relabed exercise bo our objec-
trve ranking melhodology s bo subjectively
shuty and rank Lhe attractiveness of each of
the managers VAL prow i Cures over our
sy pericd, We Foubd that Wintomn and Ly
winnoul Lo This categary, Interestimgly. The st
ey ialling [ approseh Tanars two ol ihe
quantitatively chosen iop thres guversll ranked
mansEeTs. The execpiion Is Bed Bock Capinal,
whilch ends up with o higher overall ronk than
Iynee. T his ix Decanse Bed Rock hos a hlgher
Sortind rais {though lynx hos a sleghily higher
Sharpe ratio).
« Good ‘recent performanne’, as o many like to
forus on and revard with praise. needs bobe
kept in the correct perspective. For instance,
a roanage T conile Be g RS ane vear and then
e Amoiler 5% thae following vear (and win
dwiarda) then e dosvn -115%, and Back ap 8% yer
thie entire e 3080 e vnder Thelr Righ saner
miArk. Dises o aavey, lowal Investor wha has nol
SCCT A TRD new enully ek in more than 55
mianths really care ITs manages s “upT this
year-to-datle™ We argue that they shoald nod.
Gonsldering the length of some of the miane-
ngers’ drawdowns, we helleve concern is
warranted, from a current or prospective
investor slandpodnt, as towhether or ol such
managets will ever make another new equity
high again. Unforiunately, as we've seen many
Lirmes Befone inour induslry, mansgers who
ghare This s Someern convenien iy chose
dorw That particular progrim - only to laumeh
ariher. Praspect ive investors wisnlbd do
themsclves 8 Tavour e heing skepdical of fivmes
Lvtineking mew programes fn the wake of aflinge
Tlagship programs,

Invihils artlele we present anelliclent aned objec-
Ehve way 1o measurs the perioromance ol sinnilar
trend- following CTAs, Sinee late 213, several of
the managers in our analysis. as well as with the
trend-based CTA indices heve picked up some
steame, amdd with the recenl directionsl wolatilivy
g in The global correndey and commodiny mar-
Eels There i & possibality tsan the envinsnment
willl et 1o ghill to & good one for irend- fol-
LTS,




