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Introduction
In our recent note, “Trend-Following: What’s Not to Like?”, our key point was that 
trend-following and equities returned about the same in the long term, yet got there 
by very different routes: trend-following tended to do well when equities didn’t (tech 
bubble burst 2000-3, GFC 2008-9), and equities performed well during the ‘CTA 
winter’ in the aftermath of the GFC. Our suggestion was that trend-following was highly 
complementary to traditional investments such as equities and the ubiquitous 60/40.

It is always fascinating to read feedback. Perhaps it should not have been surprising 
that the negatives were in focus. Yes, the CTA winter did last 10 years, and 
performance was flat. We stated this. But we also pointed out that equities lost half 
their value twice since 2000. 

Let us take this criticism on the chin and use the opportunity to flesh out a point 
we alluded to in our note, namely how we can monetise trend-following’s negative 
correlation to equities when risk assets turn south. Spoiler alert: we can allocate to a 
trend-following strategy alongside a traditional portfolio, improve overall return and risk 
characteristics and not materially underperform in the ‘CTA winter’ of 2009-19. Sound 
too good to be true? Read on.

If It Moves, Monetise It
The key concept here is monetisation; using trend-following’s observed ‘crisis alpha’ 
characteristic, meaning its ability to perform well during crisis periods for traditional 
portfolios, to facilitate greater exposure in the good times. If we’re less concerned 
about a fall, we tend to run, ski, snowboard, climb – you name it – faster.

In Figure 1, note how a portfolio of 50/50 stocks/trend-following performs just as well as a 
pure equities portfolio (around 8%), yet has significantly lower volatility (10% versus 14%), 
and around one third the drawdown (16% versus 50%). To coin a phrase, what’s not to 
like about that? Well, we could be picky and say that yes, risk-adjusted returns are higher 
in the blended portfolio – the Sharpe ratio is 0.52 versus 0.30 for World Stocks – but you 
can’t eat Sharpe ratio. Returns are what really matters to end investors, such as those 
from pension funds. Wouldn’t it be nice if this improvement in risk could be monetised? 

Figure 1. World Stocks, Trend-Following (Barclay BTOP50), and 50/50 Blend Since Inception of BTOP50 
Index in 1986. Account Curve (Top), Drawdown (Bottom)
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World stocks represented by MSCI World Net Total Return Index hedged to USD. Trend-following represented by Barclay BTOP50 

Index. Source: Man Group database, Bloomberg, BarclayHedge. Date Range 31 December 1986 to 30 June 2023. Please see the 

important information linked at the end of this document for additional information on hypothetical results.
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We also have the CTA winter problem. Between 2009 and 2019, trend-following 
strategies were broadly flat, returning -0.4% per annum compared with World Stocks 
at +10.3% (Table 1). It is unsurprising that any blend of trend-following with World 
Stocks underperforms.

Table 1. Statistics for World Stocks, Trend-Following (Barclay BTOP50), 50/50 Blend, and 2x Levered 
50/50 Blend

World Stocks Trend-Following

50/50  
World Stocks/

Trend-Following

2x 50/50 World 
Stocks/Trend-

Following

Ann. Return 7.8% 7.1% 7.9% 11.7%

Volatility 14.4% 9.5% 8.5% 16.9%

Sharpe 0.30 0.38 0.52 0.48

Max Drawdown -50.4% -16.1% -23.6% -44.7%

Ann. Return, 2009-19 10.3% -0.4% 5.1% 9.1%

Source: Man Group database, Bloomberg, BarclayHedge. Date range: 31 December 1986-30 June 2023. Please see the 

important information linked at the end of this document for additional information on hypothetical results.

In summary, although our blended portfolio looks better than World Stocks in pure 
statistical terms, we have two problems. First, returns are the same, and second, it 
underperforms a World Stocks portfolio for 10 years starting in 2009.

Switching Up a Gear
In the final column of Table 1 we illustrate what happens when we gear up our blended 
portfolio by a factor of two, funding the additional exposure – 100% in this case – at 
the prevailing cash rate. Compared to our original World Stocks portfolio, in the first 
column, we notice that for our geared blended portfolio in the final column:

1. Overall returns are significantly better; 12% versus 8% per annum 

2. Returns during the CTA winter 2009-19 are about the same, around 10% per 
annum (our critics are happy!)

3. Volatility and drawdowns are about the same

Eureka! What we have done, through this additional gearing, is monetise trend-
following’s defensive properties, thereby solving our two problems. We can take more 
exposure in the good times because we know that the downside is taken care of 
through trend-following’s crisis alpha properties. We illustrate the starting World Stocks 
portfolio and final twice-geared blended portfolio in Figure 2.
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Figure 2. World Stocks and 2x Levered 50/50 Blend of World Stocks and Trend-Following (BTOP50). Account 
Curve (Top), Drawdown (Bottom)
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BTOP50 Index. Source: Man Group database, Bloomberg, BarclayHedge. Date range: 31 December 1986-30 June 2023.  

Please see the important information linked at the end of this document for additional information on hypothetical results.

Some Parting Thoughts
Our reader may have picked up on our frustration at some of the comments on 
our original “Trend-Following: What’s Not to Like?” piece, and indeed this was the 
motivation for writing this article. By concentrating on the CTA winter, in a sense our 
critics were saying, “In one of the best periods for our strategy (stocks), your strategy 
(trend-following) does badly”. It is hard to argue with this kind of logic. Defining the 
CTA winter as being the 10 years from 1 January 2009, as we do in this article, 
performance of World Stocks is in the 83rd percentile of rolling 10-year returns, while 
trend-following is in its 1st percentile. That this 1st percentile corresponds only to an 
annualised loss of 0.4% is remarkable in itself, in our view. What we have suggested 
in previous articles in this series is that this diversification should be celebrated. In this 
article we have shown how this diversification can be monetised.

Gearing, or leverage, is the key to this monetisation, and indeed this is a well-trodden 
journey along the Capital Markets Line, maximising return for a given level of risk1. 
Leverage is often associated with additional risk and followed by a gnashing of teeth 
and a sharp intake of breath. In this case, the leverage is afforded by the diversification 
offered by the trend-following strategy. Because of trend-following’s low correlation to 
stocks on average, and negative correlation in crisis periods, the twice-geared portfolio 
has very similar risk characteristics to the original World Stocks portfolio, namely 
volatility and maximum drawdown. We refer our reader to our article “Leverage Does 
Not Equal Risk” for a more in-depth discussion.

But we can do better still. First, trend-following can be tuned to perform better in crisis 
periods, as we discussed in “The Need For Speed In Trend-Following Strategies”. 
Second, there are various ways of representing both the traditional portfolio and trend-
following strategies in a cash-efficient manner, through implementation in the form of 
futures. In fact it is possible to gear portfolios without additional cash. In short, you can 
potentially implement this strategy without needing to raise another dollar.

We will explore the benefits of cash efficiency in our next note.

1. https://www.investopedia.com/terms/c/cml.asp#toc-what-is-the-capital-market-line-cml
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Simulated Hypothetical Performance Results 

Hypothetical Results are calculated in hindsight, invariably show positive rates of return, and are subject to various modeling assumptions, statistical 
variances and interpretational differences. No representation is made as to the reasonableness or accuracy of the calculations or assumptions made 
or that all assumptions used in achieving the results have been utilized equally or appropriately, or that other assumptions should not have been used 
or would have been more accurate or representative. Changes in the assumptions would have a material impact on the Hypothetical Results and 
other statistical information based on the Hypothetical Results.

The Hypothetical Results have other inherent limitations, some of which are described below. They do not involve financial risk or reflect actual 
trading by an Investment Product, and therefore do not reflect the impact that economic and market factors, including concentration, lack of liquidity 
or market disruptions, regulatory (including tax) and other conditions then in existence may have on investment decisions for an Investment Product. 
In addition, 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. Since trades have not actually been executed, Hypothetical Results may have under or over compensated 
for the impact, if any, of certain market factors. There are frequently sharp differences between the Hypothetical Results and the actual results 
of an Investment Product. No assurance can be given that market, economic or other factors may not cause the Investment Manager to make 
modifications to the strategies over time. There also may be a material difference between the amount of an Investment Product’s assets at any 
time and the amount of the assets assumed in the Hypothetical Results, which difference may have an impact on the management of an Investment 
Product. Hypothetical Results should not be relied on, and the results presented in no way reflect skill of the investment manager. A decision to 
invest in an Investment Product should not be based on the Hypothetical Results.

No representation is made that an Investment Product’s performance would have been the same as the Hypothetical Results had an Investment 
Product been in existence during such time or that such investment strategy will be maintained substantially the same in the future; the Investment 
Manager may choose to implement changes to the strategies, make different investments or have an Investment Product invest in other investments not 
reflected in the Hypothetical Results or vice versa. To the extent there are any material differences between the Investment Manager’s management of 
an Investment Product and the investment strategy as reflected in the Hypothetical Results, the Hypothetical Results will no longer be as representative 
and their illustration value will decrease substantially. No representation is made that an Investment Product will or is likely to achieve its objectives or 
results comparable to those shown, including the Hypothetical Results, or will make any profit or will be able to avoid incurring substantial losses. Past 
performance is not indicative of future results and simulated results in no way reflect upon the manger’s skill or ability.
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