
Increasing correlation between 
bonds and equities, rising interest 
rates, increased geopolitical 
risk and potentially overheating 
markets appear to have eroded 
many of the diversification benefits 
of the 60:40 balanced portfolio.

The traditional asset management portfolio, long 
considered a low risk, default option, may no 
longer be a match for today’s markets.

As the traditional portfolio framework looks 
increasingly vulnerable, uncorrelated strategies 
such as managed futures are now considered by 
many to help provide the necessary diversification 
to achieve long term investment goals.

Among the strategies employed by managed 
futures managers, also known as CTAs (commodity 
trading advisors), trend following is by far the 
most commonly employed, a strategy which when 
included as an allocation in a diversified portfolio 
may help protect portfolios against downside 

risks, reduce volatility and improve risk adjusted 
returns.

A recent research paper published by AIMA and 
Societe Generale supports this theory. Riding the 
Wave describes what managed futures are, how 
they work and concludes that “adding managed 
futures to a diversified portfolio has the result of 
increasing both the total investment portfolio’s 
return and reducing its risk, consequently 
improving its risk-adjusted return”.

What are managed futures/CTAs? 
CTAs generally use a combination of futures, 
options and forward contracts to be long or short 
of an index or individual market, including equity 
indices, government bonds, currencies and 
commodities. 

The point at which a trade is initiated or exited, and 
how much exposure is taken, depends entirely 
upon price data and a systematic trend following 
CTA’s own proprietary strategy for analysing and 
interpreting this data. 

These strategies are developed and usually tested 
before being employed by the fund manager. 
Human emotion and guesswork are then generally 
removed from the investment process. 

Low correlation, directionally unbiased 
A traditional portfolio of stocks and bonds can be 
transformed by an allocation to managed futures.

While managed futures may lag during periods 
of strong equity performance, they can provide 
stability to a portfolio, reducing risk whilst enabling 
any drawdowns to recover more quickly than a 

US giant to open $60bn strategy 
to UK & European investors

The New Perspectives investment strategy, which is subject to 
regulatory approval, will be a Luxembourg-listed UCITS fund and will 
have a virtually identical portfolio to the US mutual fund equivalent, 
which has around $60 billion under management.

� e fund has been running in the US since 1973, and the Luxembourg-
domiciled version will be run using Capital Group’s team-based 
approach. Rob Lovelace - son of Jon Lovelace, the investor who 
originally developed the strategy, is part of that team.

New Perspectives investment director David Polak said the fund has 
a ‘disruptive’ investment thesis that large multinational companies 
are better analysed based on the country of origin of their revenues 
rather than the domicile of their listing.

He said: “� is notion of a new geography is not a screen, but what 
we think of as a disruptive investment idea that drives the bottom-up 
stock selection of the fund.”

� e US mutual fund’s portfolio has around 54% in US-listed stocks 
but only 41% of revenue comes from the US economy, while Europe 
makes up 31% of the holdings and only 20% of the revenue.

“A location-agnostic approach is perhaps another way to think about 
it,” said Polak.

� e fund will follow the group’s strategy of having approximately 
20% of the portfolio run by its analysts, with the fund managers 
running the remainder.

� is � ts with Capital’s approach to the way it remunerates its analysts 
for ideas – initially over one year, but with the majority of remuneration 
coming in years four and eight.

In line with this the portfolio turnover is around 25% but there are no 
rigid price targets on holdings. Capital prefers to monitor an investment 
idea over time with the focus on what it calls ‘intrinsic value.’

“Part of the decision making is that the market sees what we see so 
we do not want to be the only tree in the woods, even if over the 
longer term we turn out to be right. � e market has got to see some 
of what we do.”

� ere are limits of 25% per industry and 5% per stock. Unusually, the 
fund also has a limit of ‘single person stocks’ where only one analyst 
or fund manager likes a company.

A couple of stock-speci� c examples of how the idea works are Naspers, 
a South African listed media company which owns a 34% stake in 
Tencent, China’s largest internet provider, and nearly 30% of Russia’s 
equivalent, as well as being a leading player in pay TV in Africa.

� e Danish pharmaceutical company Novo Nordisk, meanwhile, 
bene� ts from global disease trends and gets over 40% of its revenue 
from the US.

� e US version of the fund has around 220 stocks and Capital says 
the proposed European version will have a similar number.

Since 1973 the strategy has only underperformed its benchmark, the 
MSCI All Countries World Index, on three occasions.

Capital Group has total assets under management of $1.4trn putting 
it in the top ten in the world by assets, with BlackRock being the 
largest at $4.7trn.
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One of the world’s largest active 
equity managers, Capital Group, 
is to bring a � agship strategy to 
Europe with the planned launch 
later this year of an unconstrained 
global equity fund.
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traditional stocks and bonds portfolio.

One of the main benefits of managed futures 
strategies is that they are directionally unbiased.

In periods of turmoil, managed futures strategies 
have the ability to take short positions, meaning 
that the strategy can capture profits from negative 
price trends as well as positive ones.

With low correlation to equities, it also means 
that they can perform well in adverse market 
conditions.

If we analyse the annual returns and look at 
the seven years when they were negative for 
either equities or bonds, we can see that, with 
the exception of 2011, managed futures were 
profitable in each of these years (2000 to 2002, 
2005, 2008 and 2013).

Looking back at some specific periods of financial 
turmoil; after the dot-com bubble burst (2000-02), 
during the global financial crisis (2007-09) and 
during the eurozone sovereign debt crisis (2010-
12), it is possible to track the correlation between 
equities and managed futures.

On each occasion, the correlation between them 
plunges sharply and managed futures showed 
strong positive performance.

As the charts show, managed futures strategies 
have historically offered an attractive return and 
correlation profile in falling and rising markets, and 
in times of market stress they also took advantage 
of significant price moves driven by the flow of bad 
news and investors’ fear. 

Therefore, replacing part of a long-only allocation 
equity or credit position with an allocation to 
managed futures, not merely as a substitute but 
as a stand-alone strategy, can reduce the volatility 
of the overall portfolio holding and improve risk 
adjusted returns.

Accessibility via UCITS
The features of managed futures, such as being 
benchmark unconstrained, non-correlated and 
well-positioned for opportunities in times of market 
stress, have historically been available only to 
institutional investors.

But via the UCITS structure these funds are 
increasingly available via a number of platforms, 
meaning they are now much more accessible 
to wealth managers looking for greater portfolio 
diversification and higher risk-adjusted returns. 

Darran Goodwin is a partnership member at 
Garraway Capital Management and the manager 
of Garraway Financial Trends
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