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A Closer Look at the Benefits of 
Systematic Managed Futures

The hedge fund industry has grown rapidly over the years, benefiting 

from the promise of consistent returns with limited downside 

volatility. In 2008, however, many hedge funds disappointed 

investors by failing to provide protection during a rapidly declining 

equity market. As a result, the industry saw significant outflows 

in 2008 with assets under management declining from a high 

of $1.9 trillion down to $1.4 trillion by year end.1 A common 

criticism has been that some hedge funds have beta exposures, 

and these criticisms seemed partially validated during the market 

distress of 2008.

However, one hedge fund style held up particularly well during 

this period—namely systematic managed futures, which 

continued its track record as a style that offers significant 

diversification when market volatility spikes. A trend-following 

systematic managed futures program typically adds value during 

periods of rising volatility and during periods where the market 

diverges away from fundamental valuation. This investment 

style, therefore, has the potential to curtail downside risk during 

periods of market distress. During the market turmoil of 2008, for 

example, the HFRX Systematic Diversified Index rose 31.55%, 

while the HFRX Global Hedge Fund Index fell 17.13%. 

This report explores the return history of systematic managed 

futures programs. We focus on the return distributions of this style 

versus other hedge fund styles and demonstrate the attractive 

diversifying benefits it provides when added to a package of 

standard asset classes. 

We use monthly hedge fund data from the TASS database for 

this study, covering the period from December 1989 through 

September 2009. The TASS database is comprehensive, tracking 

over 6,300 actively reporting hedge funds. Most importantly, the 

database also includes over 7,000 graveyard funds that have 

either closed or stopped reporting, which allows for the creation 

of investment style indexes that are free from survivorship bias. 

Our analysis focuses on the average manager return for each of 

the major hedge fund investment styles, including both live and 

dead funds. 

A Description of Systematic Managed Futures

Systematic managed futures is a style of investing overseen 

by professional money managers known as commodity trading 

advisors (CTAs). These trading advisors typically invest in over 

100 different futures contracts, tracking various commodity, 

currency, fixed-income and equity markets. The traded contracts 

usually offer a high degree of liquidity, and are, therefore, 

particularly suitable for a strategy that follows price trends. 

Average holding periods for a given futures contract is often 

shorter than 30 days. 

Trend following managers far outnumber discretionary managers 

within the managed futures style.2 Trend followers depend on 

market trends to persist in adding value. They utilize statistical 

algorithms to identify trends and invest in markets, and 

subsequently exit these markets once there are signals that the 

trend no longer exists. In contrast, discretionary trading relies on 

personal experience and judgment.
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Because trend followers depend on price trends to persist, the 

payout profile of the strategy resembles that of a long straddle.3 

The strategy can add value when commodity prices are rising 

or falling, so long as the trend persists long enough to cover 

minimal transaction costs. The strategy fails to add value when 

prices are mean reverting. Because the payout stream resembles 

a long straddle, it can be thought of as being long volatility and 

long positive convexity. This feature makes it an attractive hedge 

against other asset classes that sell volatility and those that 

exhibit negative convexity. 

A trend following strategy is designed to balance a diversified 

investment plan’s convergent exposure with divergence. 

According to the research by Chung, Rosenberg and Tomeo 

(2004), the majority of hedge funds follow a convergent 

philosophy. A convergent strategy is based on the idea that all 

investments have an intrinsic value and that the security will 

eventually realize this intrinsic value. The convergent strategy 

searches for undervalued securities and invests in these securities 

in order to realize a profit once these securities converge to their 

appropriate value. Examples of convergent strategies typically 

include investments in equity market neutral, relative value 

and event driven strategies. Convergence also includes more 

traditional assets classes such as equities, high-yield bonds, 

private equity and real estate. In fact, most of the exposure of 

a traditional pension fund, endowment or insurance company 

consists of convergence and should perform well as long as 

economic conditions are benign and volatility remains subdued. 

Systematic Managed Futures is an example of a divergent 

strategy. A divergent strategy is based on the belief that 

past price patterns can predict future prices. The divergent 

investor believes that these patterns reflect investor’s attitudes 

to a variety of economic, political and psychological factors. 

Divergent strategies should perform well when financial markets 

demonstrate increased volatility and uncertainty. 

Consider the following. Every five or ten years financial markets 

are seemingly faced with some exogenous event that drives 

volatility higher. A currency crisis in Thailand, a sovereign 

debt crisis in Russia, a speculative internet bubble followed 

by an internet crash and a sub-prime mortgage crisis have all, 

to varying degrees, surprised investors. Many investment plan 

strategies are not designed to do well in these environments. 

Equities, corporate bonds, real estate and private equity all 

require steady to declining volatility to offer positive returns. In 

other words, most assets classes are effectively short volatility. 

Divergent strategies such as systematic managed futures are 

long volatility. They work well because not all investors have 

access to information especially during volatile and uncertain 

times. These strategies also may work if fundamental information 

is incomplete or misleading, and when investor sentiment is the 

dominant force in setting asset prices. The strategy can do well 

during rising or falling markets, so long as price trends persist. 

Most importantly, a systematic managed futures program is 

designed to perform well during periods when most of the other 

Chart 1: Return Distributions, December 1989–September 2009
Return Distributions of Various Hedge Fund Catergories and Equity Markets

 Annualized Annualized Annualized  Excess 
Category Return Volatility IR Skewness Kurtosis

Convertible Arbitrage 9.26% 7.12%  1.30   (3.61)  33.43 

Dedicated Short Bias 2.57% 16.33%  0.16   0.53   1.16 

Emerging Markets 15.77% 14.64%  1.08   (1.07)  4.17 

Equity Market Neutral 10.29% 4.67%  2.20   (0.61)  5.24 

Event Driven 12.99% 6.00%  2.16   (1.49)  6.45 

Fixed Income Arbitrage 9.27% 5.03%  1.84   (3.78)  31.39 

Fund of Funds 8.45% 6.77%  1.25   (1.09)  6.19 

Global Macro 12.20% 8.20%  1.49   1.33   3.55 

Long/Short Equity Hedge 15.89% 9.55%  1.66   (0.27)  2.03 

Managed Futures 11.77% 10.52%  1.12   0.70   1.78 

Multi-Strategy 11.18% 7.19%  1.55   (0.11)  7.91 

MSCI World 5.75% 15.45%  0.37   (0.72)  1.55 

S&P 500 5.63% 15.02%  0.37   (0.67)  1.30 
 
Source: TASS Database, Factset, Standard and Poor’s

For illustrative purposes only. Past performance is not a guarantee of future results.
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strategies in an investment plan are performing poorly. This 

feature shows up exceptionally well in asset-allocation analysis, 

and suggests that systematic managed futures will likely grow 

in importance as a core component in a comprehensive and 

successful investment plan.

Performance Analysis of Hedge Fund Categories

Chart 1 summarizes key statistics of the return distribution 

of various hedge fund styles from December 1989 through 

September 2009. The data utilizes all live and all dead strategies 

from the TASS database, and is, therefore, not subject to 

survivorship bias. The Chart, and all subsequent analysis, uses 

the monthly average manager return for each investment style. 

The Chart summarizes the first four moments of the return 

distribution for the major investment styles. The first two moments 

understate the impressive history of managed futures programs. 

While showing strong returns, the average return of managed 

futures seems roughly in line with other styles. In addition, the 

volatility of systematic managed futures is higher than most of 

the other hedge fund styles.

But the skewness and kurtosis statistics are much more 

demonstrative of the power of systematic managed futures. 

Skewness and kurtosis are the third and fourth moments of a 

return distribution. A negative skew indicates a tendency for a 

strategy to have periodic episodes of significant drawdowns. A 

high kurtosis statistic means that the distribution has “fat tails”, 

and an inordinate amount of the volatility is driven by extreme 

events. The combination of negative skewness and high kurtosis 

can be particularly troubling, as it indicates the strategy has 

a propensity to experience extreme events with significant 

drawdown. Convertible arbitrage, fixed-income arbitrage and 

event driven strategies show this characteristic. In contrast, 

the returns of systematic managed futures appear much more 

normally distributed. 

Next we examine whether or not there is hidden beta in hedge 

fund returns. Chart 2 shows the average median manager return 

for each hedge fund style in rising and in falling markets. Most 

styles validate the critics who claim that hedge funds have 

positive equity beta exposure. Many of the categories do much 

better in a rising market than in a falling market. Systematic 

managed futures, in contrast, has done well when the MSCI 

World index has been either up or down. This is further evidence 

that systematic managed futures can play an important role in 

diversifying a mostly convergent investment plan.

Another concern regarding hedge fund distributions is shown 

in Chart 3. The second column summarizes the first order 

autocorrelation coefficient for each style. Investors might be 

surprised to see the high degree of serial correlation within some 

of the style indexes. 

Chart 2: Average Return in Up or Down Markets,  
December 1989–September 2009

 Up Market Down Market 
Category MSCI > +3% MSCI < -3%

Convertible Arbitrage  1.84   (0.59)

Dedicated Short Bias  (3.32)  6.11 

Emerging Markets  4.26   (2.48)

Equity Market Neutral  1.19   0.35 

Event Driven  1.94   (0.53)

Fixed Income Arbitrage  1.34   (0.05)

Fund of Funds  1.85   (0.68)

Global Macro  1.90   0.15 

Long/Short Equity Hedge  3.51   (1.94)

Managed Futures  1.30   1.56 

Multi-Strategy  2.29   (0.90)

Source: TASS Database, FactSet

For illustrative purposes only. Past performance is not a guarantee of future results.

Chart 3: First Order Autocorrelation, December 1989 –  
September 2009

  1st Order 
  Autocorrelation

Convertible Arbitrage  0.54

Dedicated Short Bias  0.15

Emerging Markets  0.39

Equity Market Neutral  0.17

Event Driven  0.51

Fixed Income Arbitrage  0.44

Fund of Funds  0.34

Global Macro  0.12

Long/Short Equity Hedge  0.27

Managed Futures  0.04

Multi-Strategy  0.23

MSCI World  0.13

S&P 500  0.08

Barclays US Agg  0.15

Source:  TASS Database, MSCI, Standard and Poor’s
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A high degree of positive serial correlation indicates that the true 

annualized volatility is greater than that shown by annualizing 

monthly volatility (Getmansky, Lo and Makarov [2004]). Serial 

correlation might occur in strategies with less liquid securities, 

plagued with stale pricing. Consider a strategy with high positive 

monthly serial correlation. If, in one month, the strategy declines 

by 5%, it is highly probable that the strategy will also fall the 

following month. The high degree of correlation may indicate 

that the “true” return in the first month was much worse than 

-5%, but that the pricing service only caught up after the 

second month. Therefore, the reported price volatility was much 

smoother than what an investor entering or exiting the strategy 

would have experienced.

Since the autocorrelation problem is likely to increase with less 

liquid strategies, it is not surprising that convertible arbitrage and 

fixed-income arbitrage show a high degree of serial correlation.

Systematic managed futures represent the most liquid of the 

various styles. Interestingly, the strategy shows virtually no serial 

correlation. Therefore, the annualized volatility measures for this 

strategy are much more accurate than the understated volatility 

of other hedge fund styles such as convertible arbitrage and 

fixed-income arbitrage. 

Diversification 

Thus far, the data confirm many positive potential benefits from 

the systematic managed futures style. The historical returns are 

strong, and unlike some other hedge fund styles, the returns 

are normally distributed. The strategy shows no sign of hidden 

equity beta exposure, having added value in both rising and 

falling markets. In addition, there is no serial correlation in the 

monthly returns, largely due to the exceptionally high liquidity 

of the strategy. All of these features make the strategy an ideal 

candidate for inclusion in a diversified investment portfolio. 

We test this notion in Chart 4. The chart plots the historical risk 

and return experience for a portfolio of equities (A), bonds (B), 

and managed futures (C). Two additional diversified portfolios are 

created, one with a simple equal-weighted allocation to equities 

and bonds (D), and a second portfolio with an equal-weighted 

exposure to equities, bonds and managed futures (E). 

Notice the improvement in risk and in the information ratio when 

moving from Portfolio D to Portfolio E. Portfolio D, with a traditional 

allocation to equities and bonds, achieves an information ratio of 

0.81 with an overall volatility of 8.25%. The return distribution 

shows slight negative skewness and positive Kurtosis, though 

neither is statistically significant. Portfolio E, which includes a 1⁄3 

allocation to managed futures, shows both an increase in return 

(8.58%) and a reduction in volatility (6.59%) with improved 

skewness and kurtosis statistics. We caution against over-

interpreting the return pickup, since the return environment for 

an asset class can depart significantly from past experience.

Chart 4: Portfolio Return and Risk, December 1989 –  
September 2009 
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   Annualized Annualized Annualized  Excess 
Portfolio Category Return (%) Volatility (%) IR Skewness Kurtosis

 A MSCI World 5.75  15.45  0.37 -0.72 1.55

 B Barclays Cap US Agg 7.05  3.86  1.83 -0.28 0.70

 C Managed Futures 11.77  10.52 1.12 0.70 1.78

 D 1/2 MSCI World  6.72  8.25  0.81 -0.76 1.91
  1/2 Barclays 

 E 1/3 MF 8.58  6.59  1.30 -0.04 1.06
  1/3 MSCI World   
  1/3 Barclays 

Source:  TASS Database, FactSet, MSCI

For illustrative purposes only. Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of income, gain and loss and the 
reinvestment of dividends and other income. Investors cannot invest directly in an index. Past performance is not a guarantee of future results.
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Of interest, however, is the significant improvement in risk 

reduction by including managed futures in the allocation. As a 

stand alone strategy, systematic managed futures realizes an 

annualized volatility of greater than 10%, which is higher than 

most hedge fund styles. Yet, when combined with equities and 

bonds, the overall portfolio volatility declines fairly significantly. 

Recall that systematic managed futures is a divergent strategy, 

designed to “zig” when standard convergent strategies are 

“zagging”. Therefore, even though the strategy is fairly volatile 

in isolation, when included as a key component in a diversified 

portfolio of funds, it has the potential to lower overall portfolio risk. 

Another illustration of this is in Chart 5. This chart shows the 

percentage total drawdown of each of the two diversified portfolios 

since the end of 1989. Many investors are more concerned about 

drawdown risk, which only focuses on the risk of losing money. 

The chart shows the maximum percentage loss from peak to 

trough over this time period. The portfolio with an allocation to 

systematic managed futures was able to significantly reduce total 

drawdown during the bear markets of 2000 – 2002 and 2008.

What is the Right Allocation?

The benefits from diversification are well known to many hedge 

fund managers. In fact, it is common for a Fund of Funds 

strategy to maintain a healthy allocation to systematic managed 

futures. A large institutional fund often gains an exposure to a 

managed futures program, indirectly, via an allocation to a Fund 

of Hedge Funds program. If a large pension fund allocates, say, 

10% to a Fund of Funds, and this Fund of Funds allocates 10% 

to CTAs, the overall fund has a mere 1% allocation to systematic 

managed futures.

Is this a large enough allocation? The potential reduction in asset 

volatility from a systematic managed futures program should be 

particularly appealing for CIOs who attempt to match a plan’s 

assets and liabilities. Increasingly, institutional investors such as 

pensions, endowments and insurance companies are moving 

toward managing against their liabilities. In this context, an 

institutional fund can be viewed as a de-facto hedge fund itself. 

The assets are a collection of funds, or a fund of funds. The 

liabilities are the short positions. If the assets exceed the liabilities, 

the overall fund has positive equity, and in certain cases, the 

investment committee may receive a performance reward.

Viewed in this context, institutional investors may want to consider 

direct investments into systematic managed futures programs. The 

downside to this approach is the potentially high monitoring costs 

involved, as well as the risks associated with manager selection. If 

this is a concern, some of these costs can be mitigated by hiring 

a manager specializing in Funds of CTA Funds.

Conclusion

Systematic managed futures programs draw their appeal from 

an ability to add value when market volatility spikes. Very few 

investment styles can match this claim. While the strategy can 

be volatile in isolation, its strength lies in its ability to lower overall 

portfolio volatility.

A key benefit of a systematic managed futures program is that 

it adds divergence to a portfolio of funds. The strategy has the 

payout profile of a long straddle and therefore, should add value 

when markets trend persistently in a given direction. Divergent 

markets often coincide with periods of distress. It is during these 

periods, when convergent allocations to equities, high-yield 

bonds and real estate come under pressure, that the benefit to 

systematic managed futures is greatest.

The historical success of many managed futures programs 

during these periods shows up in an analytical framework. 

Portfolio analysis that allows a significant allocation to systematic 

managed futures shows a general improvement in overall portfolio 

volatility, skewness, portfolio drawdown and information ratio. 

These qualities make systematic managed futures an important 

ingredient in a healthy and successful investment plan.

Chart 5: Total Return Drawdown from Peak to Trough,  
December 1989 – September 2009

-35

-30

-25

-20

-15

0

2008200419991989

— ½ Equity, ½ Bonds
— 1∕3 MF, 1∕3 Equity, 1∕3 Bonds

-5

-10

1994

Percent

Source: Barclays, TASS, MSCI

Past performance is not a guarantee of future results.
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Endnotes: 

1 Source:  Casey Quirk, Bank of New York Mellon, 2009

2 According to TASS database downloads, trend followers make up over 80% of this 
universe since 2005.

3 See, Fung and Hsieh, 2001

4 The formula for adjusting volatility is: 

 σAnnualized = σMonthly √ 
12+2∑ (12-i)ρi, where ρi represents lag i autocorrelation.
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