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Market Neutral Contrarians
In the early 2000s, as the stock price bubble collapsed, investors became more
interested in absolute return strategies in the hope of avoiding big losses. But
2008 showed that absolute returns are much easier said than done. Here we
provide insights as to how this elusive goal can be achieved using futures as the
instrument.
Alexei Chekhlov and Peter Kambolin have successfully developed a market
neutral approach. Below, they discuss what this involves and how they identify
trade opportunities without making bets on the direction of markets.

Peter Kambolin and Alexei Chekhlov

“People tend to over-buy or
over-sell when there isn’t
enough time to process
the information, creating
inefficiencies that could be
picked up by the computers
that ‘know what to do’ and
can process information a
lot quicker.”
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The flagship strategy of their firm, Systematic Alpha Management, is marketneutral statistical arbitrage implemented in futures markets. Hence Systematic
Alpha is a commodity pool operator and commodity trading advisor, but the
core strategy is far removed from what most CTAs do.
Dr. Chekhlov is portfolio manager and head of research. See Futures Lab for
his background in physics and math. Before he co-founded Systematic Alpha,
he worked for Wexford Management as quantitative analyst in options pricing
and trading; for BNP Paribas as proprietary trader in quantitative global fixed
income futures; and at TrendLogic Associates as assistant director of research
for global futures and equities strategies.
Mr. Kambolin is Systematic Alpha’s chief executive officer and chief operating
officer. Before co-founding the firm, he was the founder and principal of Thor
Capital LLC and worked for Fifth Avenue Research & Advisory Group in equity
research, Phillip Louis Trading as proprietary trader and Unibank in operations.
This interview took place in late 2009.
Opalesque Futures Intelligence: How did you decide to go the market neutral route?
Peter Kambolin: In 1998, I co-founded an equities broker-dealer. At that time, we had
a number of high net worth clients who gave us discretion over their accounts and
we traded in and out of stocks for these accounts. In 2000, it became apparent to
me that the environment was very difficult and we had to put together a systematic
strategy that would perform well in any market condition, good or bad. We simply
could not afford to have a losing quarter, otherwise we were running the risk of
potentially losing all of our clients! Around that time I met Alexei Chekhlov, who
eventually became my partner at Systematic Alpha Management. It took us about a
year to put together the strategy, which was a combined effort, with lots of original
ideas from both of us. All of the initial back-testing was done by Alexei.
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Alexei Chekhlov: We believe that one can make money
consistently only with a systematic approach. It may be counterintuitive, but the more a quantitative method goes against
human nature, the more practical potential it has. Our core
strategy is contrarian in a very simple way: selling a particular
asset when the price is going up and buying it when it is going
down. The widely used trend indicator, the Channel Rule, would
tell you to do the reverse—stick with the trend, if something
goes up, buy it. If you can play a “minority game” – as defined in
a model introduced by Y.-C. Zhang – you can have a noticeable
edge.
OFI: What about all the contrarians who lost their shirts short selling
the 1990s stock bubble?
AC: Contrarian trading could be dangerous if you go against
the market with one directional bet, or in outright trading. In
our core strategy, we do not rely on a single trade like shorting
the market and don’t have an opinion about the direction of
individual markets. Rather, we predict the relationships between
markets. Not all the time, of course, but when markets have
extreme moves, we have a trading opinion. For example, we can
say that there is a better than 50%/50% chance that a spread
will narrow. Such an approach relies not on predicting the broad
market direction but on relative movements of market statistics,
which are more stable and predictable.
PK: The key is that we don’t trade individual markets; we identify
relationships between the markets and trade the relationships.
For us, short term over-reaction or under-reaction to the change
in the price of the markets we trade is a lot more relevant than
the longer term direction of the markets.
OFI: How did you do in 2009?
PK: We are up for the year, posting positive returns in 9 out
of 11 months so far this year, unlike most commodity trading
advisors that had a difficult time in 2009. We are not a typical
trend-following CTA that takes directional bets in various
markets, but rather a market neutral, contrarian, fully systematic
manager using futures as the means to put on trades. Because
we are so different, our correlation to other futures managers
is virtually zero.
OFI: What happened in 2008?
PK: Like most other CTAs, we did well in ’08, but for totally
different reasons. We made money but not because we caught
trends in crude oil or the S&P 500. Running a market neutral
strategy, we don’t care if markets go up or down. However, we
are sensitive to short-term mispricing, and last year presented
a lot of opportunities for us, especially during September and
October in the midst of the crisis. The more volatile the markets
are, the less time people have to make the right investment
decisions. People tend to over-buy or over-sell when there isn’t
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enough time to process the information, creating inefficiencies
that could be picked up by the computers that “know what to
do” and can process information a lot quicker. When volatility
is high, traders are mostly concerned with the direction of the
market rather than how markets are trading in relation to each
other. In general, we prefer more volatility, not because we’re
long or short VIX, but because we see more opportunities in
such an environment.
OFI: What do you see coming in 2010?
PK: We hope to see more volatility; choppiness in the markets is
good for us. But we cannot make any predictions.
OFI: Are you a high-frequency trader?
AC: The term needs to be defined better. We trade tens of
thousands of futures contracts per day. We hold our positions
for minutes or hours. The average is probably six hours or so,
which is much longer than ultra-high-frequency traders’ holding
time. We do use technology that helps us save milliseconds on
the entry into or on the exit out of a trade, and in that sense
we are a high-frequency trader. We are very quick to enter and
exit. We do not necessarily close our positions at some predetermined time, such as the market close. That would be
irrational for us.
PK: We’re open 24 hours, with 3 shifts covering the day, evening
and night sessions. There are people constantly watching how
the computers execute.
OFI: How did the business develop?
PK: Initially we traded small managed accounts for high-networth individuals starting in late 2001. In 2004 we decided to
consolidate the managed accounts into the fund, so we audited
the track record and launched Systematic Alpha Futures Fund,
Ltd. in June of 2004. In early 2006 we launched a domestic
version of the fund, Systematic Alpha Futures Fund LP, and in
late 2006 started accepting managed accounts with a minimum
of $5 million. Today managed accounts represent close to 50%
of our total AUM, which stands at $435 million as of December
2009. Our program is also available on the HFR managed
account platform.
OFI: What is the capacity limit on this type of trading?
PK: We would notice problems if we were near our capacity.
So far we don’t see any signs of it. Stock index and currency
futures are very liquid instruments and we’re a tiny part of the
market. Currently our capacity estimate for the core strategy
is set at $1 billion.
OFI: Have you changed the model over time?
AC: Our ability to extract alpha depends on constantly finetuning what we do. Correlations between the markets and
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other factors such as average liquidity change over time; we
have to incorporate those changes into our models. Even if
an improvement boosts the quality of a model by a very small
amount, it is worth introducing, as model diversification pushes
out capacity limits.
OFI: Were there other changes?
AC: We apply the same core idea to a large set of instruments
that we believe have similar characteristics and to several time
frames. We now have close to 300 individual fully-automated
sub-strategies. Our clients understand the core idea underlying
our models, but the details of implementation constantly evolve
due to improvements both in technology and in our own models.
PK: Automatic trading allows us to explore more opportunities.
Our commissions are now pennies per trade instead of dollars
per trade, so it allows us to capture smaller opportunities. We
diversify as much as possible. By breaking trades among many
sub-strategies, we get more capacity as we don’t have to push a
lot of volume at any particular point of time.
OFI: What’s a big potential risk for you?
AC: The source of predictability would disappear if the number
of arbitrageurs gets so large that they collapse the opportunity.
Then the market will become nearly efficient, close to a Random
Walk. Hypothetically this can happen, but we do not think it is
a likely outcome anytime soon as long as humans trade these
markets and make their own trading decisions.
PK: Some markets, in particular certain currencies, don’t offer
much opportunity. We see more opportunities in global equity
markets which contain a larger population of non- sophisticated
retail traders who tend to be very emotional and produce the
short term inefficiencies we look for. If retail traders disappear,
the opportunities we seek could disappear as well.
OFI: Do you foresee novel approaches?
AC: We upgrade our knowledge with new data continuously. You
have to refine and re-test the models constantly to maintain the
edge. However, major discoveries are rare events.
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Physics and Trading: Decoding the Link
Futures trading often attracts people with math or physics training. From an investor’s point of view, this means that a manager has
very impressive credentials but it may not be easy to understand how the academic background translates to the down-to-earth
activity of trading.
We wanted an example that illustrates this transition in an easy-to-grasp way, to demystify it as much as possible. After the crisis of
2008, there were complaints that complicated financial instruments, designed in the abstract by mathematicians, wrecked havoc
on the system. Does the trek from math and physics to finance work? Why and how does it work?
Alexei Chekhlov graciously took the time to explain the connection, as he sees it, between his earlier work in physics and the
investment approach he subsequently developed. The five main themes he highlights below are determined by his particular
experience and don’t necessarily cover all the issues.
Still, these themes may be used as signposts for a conversation with a quant. One intriguing point is how human actors in markets
differ from molecules in physics. This is where irrationalities – the topic of behavioral finance – come to play.
Mr. Chekhlov worked on theoretical physics in the Soviet Union before coming to the US. He has a Ph.D. from Princeton University
in applied and computational mathematics and teaches financial price analysis at Columbia University’s mathematics department
in an evening class after his day job managing Systematic Alpha.
A discussion of the market-neutral statistical arbitrage strategy he uses as a commodity trading advisor is in the previous section.

Universal Descriptors of Fluctuations

In the past, scientists did not see finance as a worthwhile or noble enough field, while finance people thought scientists were out of
touch with financial reality. Therefore there was little interaction. Starting in mid-1990s many theoretical physicists became interested
in finance partly because the Soviet Union disappeared and the US Congress reduced its financing of research projects in physics. That
released many highly skilled mathematicians and physicists, who found their application niches in finance.
In my work in physics, I focused on such problems as instabilities between two liquids and turbulence problems that arise in nonlinear
systems in response to random fluctuations. We worked on statistical analytical methods and measurement techniques which helped
either to solve and/or explain such problems as critical phenomena and fluid turbulence.
In physics, there is the notion of universality, meaning methods are frequently useful for problems other than those they were initially
developed for. As it turns out, in finance as well, you can use the tools of statistical physics to describe price changes statistically without
even knowing the details of individual fluctuations and what exactly causes them.
Price fluctuations can be studied as a statistical ensemble. One can start by defining a probability distribution function of two-point
price differences. Does this description apply universally to many markets? Probably the same parameters do not describe all markets.
There are some parameters that are universal across many markets and some that are market-specific.
The test is to define which parameters are universal and to define the set of markets they apply to—the universality class. Then one can
go on to study more complex statistical properties, like how the price changes influence each other.
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This is how I got interested in financial markets. In 1995, after studying the random-force driven Burgers equation, I thought of applying
a similar approach to the S&P 500. I purchased the tick-by-tick futures price data for an exchange-traded S&P 500 futures contract and
applied various physics-inspired measurements that had not been done before for that data. I found that the statistics of price changes
had a lot in common with the statistics of the velocity differences that I had studied in the physics of turbulence.
Once you go deeper into statistical measurement, you get a much more accurate small-scale model than you can get by applying
conventional assumptions such as Gaussian distribution and the Random Walk model. This can lead to better modeling of future market
behavior, at least hypothetically.
A probability distribution specifically tailored for a market leads to a clearer understanding of risk, because the so-called fat-tail properties
naturally appear and become part of your model rather than remain an outlier or a “black swan” of some sort. Extreme price changes
are not outliers but rather an intrinsic part of the distribution function. So you can be prepared for jumps and gaps in short-term market
price behavior.
This type of reasoning is not what the majority of finance professionals favor. But it is an advantage for a trading strategy if you are in a
minority and yet your views are correct. When a trading methodology becomes widespread, the expected returns decline.

Market Education
When I started to work on Wall Street, I had to deal with a lot of immediate practical issues quite remote from studying the highfrequency statistics of price changes. But I continued to think that a more accurate, quantitative understanding of price fluctuations
would lead to a better trading model.
At the time BNP Paribas was more open to hiring former physicists. There I was part of an small team, all physicists, who developed and
executed proprietary trading strategies in a wide set of futures markets, including a contrarian trading component I worked on.
The experience taught me that going against the majority of traders can be profitable if you can develop a rational forecasting algorithm.
We traded our statistical approach through the Asian and Russian crises of 1998. Even though we used a purely systematic strategy, we
had to execute it manually, as automation was not possible with the technology of the time. Trading has changed so much in the past
decade!
From a practical standpoint, I came to recognize that in one key respect the behavior underlying market price changes is different from
the laws of nature that govern velocity differences in liquids, for instance. Unlike the universal laws of nature, large groups of humans do
not always behave the same way. The statistical description of price changes is very useful but there are limits to its applicability, which
have to be carefully understood. This may have been one of the most important lessons of my Wall Street education.
We currently trade against deviations of price changes from an efficient market—or, in other words, from a Random Walk. Our trades
are taken in the direction that would bring the market into a more efficient state. Deviations occur because market participants do not
always act in the most rational way, even if one assumes that the very notion of rationality is the same across all participants. For instance,
there exist such simple behavioral biases as over-reaction or under-reaction to certain new market information. It is known that market
participants frequently over-react to sudden new negative market information and under-react to certain new positive information.
A human trader’s decision may be dependent on his stress level, his other losses or gains, his personal emotional state, etc., which should
not be the case in a fully efficient market. The more this type of behavior there is, the more opportunity there is for our trading models.
But the more markets are traded via fully rational automated algorithms, the more price changes conform to a Random Walk model. In
that sense, traders like us make markets more efficient. For example, major exchange-traded currency futures markets like the British
pound or the euro are quite efficient and – at least based on our research – offer no opportunities for systematic prediction.
Despite this trend, we expect that inefficiencies will persist in some markets for quite some time and that quantitative models will offer
ways to exploit that. As has been noticed by many researchers, humans are not necessarily becoming more rational over time.
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Skill Match
Our skills are best applied to high-frequency financial price fluctuations, therefore our approach is to model these fluctuations. We
describe them in a way very similar to the way statistical physics describes physical phenomena. To efficiently use such information you
need the financial instruments with the lowest transaction cost and the most liquid futures seem to be the best fit for this purpose.
Once you model a particular market, the next step is to turn this understanding into a robust trading strategy. This bring a host of
problems related to out-of-sample performance and/or over-fitting. There is no single secret magic formula; you just have to diligently
work on applying a wealth of appropriate statistical techniques in a disciplined way.

Weak Stationarity
Behind the statistical modeling approach described above lies an implicit assumption that the statistical properties you’ve quantified will
persist in the future. In exact sciences this property is called stationarity. We believe that in financial markets this does not exist in a strict
mathematical sense. It can be only understood in a weak, somewhat time-dependent way, so that one’s view on statistical properties can
and has to be re-tested over time.
Some financial instruments may be more stationary than some others. For example, because equity indices are a weighted average of
individual stock prices, one would expect them to be less dependent on the idiosyncrasies of particular components and therefore their
distribution to be more stationary. The index futures market is, therefore, a significant part of our focus.
Even though we are a fully systematic trader, we do not take the systems and inferred statistical behavior religiously. Perhaps because we
are former scientists, we continuously re-verify the model against financial reality. We can’t just assume our model parameters estimated
from past data will stay constant over time. So we re-infer the parameters for the trading system using a new, ever-expanding financial
dataset. Our goal is to find the most relevant parameters for the present.

Breakthrough Spotting
Unfortunately, as we have already pointed out, trading cannot be seen as a pure science that interprets unchanging laws of nature. It is
probably more like medicine, which has significant scientific elements but also contains elements that cannot be mathematically proven,
only estimated.
However, there are researchers in the quantitative finance field who are trying to advance the fundamental understanding – the first
principles – of financial markets. They try to think of the “basic equations of motion” for high-frequency finance, even describing the price
evolution process at the level of limit order book.
If such an understanding becomes possible, the fuller statistical physics of financial price fluctuations would be created and quantitative
finance would change its status to a more rigorous scientific discipline. Multiple rigorous conclusions could be derived from the first
principles and tested against the results of experiments, as in physics.
Some researchers think such an advance is within reach while others think it is not possible. But if it were to happen, a new class of
significantly more accurate trading models would follow.
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The Year Ahead
We asked Jon Sundt, founder of Altegris Investments Inc., to review the prospects for
managed futures, macro and quant strategies in 2010. Altegris oversees more than $2
billion in assets and does business with about 90 commodity trading advisors. See the
Top Ten in this issue for the best performers in the Altegris 40 index.
This interview took place in late 2009.

Jon Sundt

“Investors are
coming back
to alternatives,
but now they’re
more focused
on liquidity
and are more
discerning.”

The July 14, 2009, issue of Opalesque Futures Intelligence contains Mr. Sundt’s
perspective on investing with CTAs.

Opalesque Futures Intelligence: What are your
key pointers for investing in 2010?
Jon Sundt: There are real challenges as to where
you can get returns. US stocks are at historically
high price/earnings ratios. It is hard to believe
that American consumers will push P/E ratios
to new highs. Bonds have a potential bubble,
with rates practically at zero. Long-only bond
investing is very dangerous, but relative value
may be attractive. You don’t want to be long
anything that people are printing and putting
into the market in massive amounts, like
Treasuries. I don’t think we’re out of the woods
economically. A massive de-leveraging process
is continuing and has a way to go—warning
signals include the slump in commercial real
estate and debt crises in Greece and Dubai.
For conventional asset allocation, you have
to avoid too much exposure to fixed income
and selectively look overseas. Alternatives, in
particular strategies that go long and short, are
attractive.
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OFI: If there is more economic trouble, aren’t
hedge funds vulnerable, as they were in 2008?
JS: In 2008 hedge funds lost 19% or 20%,
depending on which index you consult. That’s
only half as bad as other investments. And
of course managed futures had double digitgains. Publicity around blowups and fraud
scandals obscure the fact that the hedge fund
industry did well in the past two years when
you look at it as a whole.
OFI: Which hedge fund strategies are likely to do
well now?
JS: Certain strategies performed spectacularly
in the 2009 credit recovery, but that was
a temporary situation. The time frame for
credit opportunities was short. Credit spreads
were very wide in February and March, then
narrowed in the Spring and Summer. By
contrast, global macro, managed futures and
long/short equity are bedrock styles for a welldiversified alternatives portfolio.
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OFI: Weren’t managed futures disappointing in 2009?
JS: It looks like CTAs will end 2009 with a small loss. November
was the best month of the year for the strategy. Many managers
benefitted from the short dollar/long commodities trade and
trend followers made money going long interest rates, on US
bonds in particular. It was a tough year for long-term trend
followers but short-term traders did better. A portfolio that
combines long-term trend followers with short-term traders
held up pretty well. If there is a double dip, these strategies
have a better chance.
OFI: Won’t the 2009 returns scare investors away from trendfollowers?
JS: It is important for investors to think in terms of meaningful
time windows, not necessarily calendar years. We evaluate
manager performance in 24-month and 36-month windows. The
Altegris 40 managed futures programs returned close to 20%
in a 24-month rolling window. If you consider what happened
since the credit crisis started in 2008, managed futures has
done well. But picking the right managers is essential. Some
fund of funds don’t invest in trend followers, possibly because
they themselves made poor investment choices in the past or
saw other people make poor choices.
OFI: What’s going on with global macro?
JS: Global macro is increasingly attractive. Because global macro
traders have discretion, they can capitalize on unprecedented
developments like the growing fear that Dubai and Greece
may default on their debt. In an environment where historical
patterns no longer hold, it is an advantage to have discretion
to adjust to market events. In 2009, many global macro traders
profited from relative value trades between sovereign bonds
while some did well with currencies or capitalized on Brazil and
other emerging markets.
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OFI: How do quantitative strategies look, going across managed
futures, macro and long/short equity?
JS: I like quantitative strategies and don’t see any problems
with the managers we follow, but it depends on a manager’s
understanding of the market and his leverage. You have to pay
attention to quant traders’ gross exposure. Net exposure can
be misleading. You can have two traders, both with zero net
exposure but very different leverage. One borrows one dollar,
goes short one dollar, long one dollar; gross exposure is two.
The other borrows $7, goes long $4, short $4; gross exposure is
eight. Both say they’re market neutral! You have to look through
that. Typically we stay away from those with gross exposure 4X
or higher.
OFI: Why do you favor long/short equity?
JS: For one thing, long-only equity is going to be really tough,
given the already high P/E ratios. Long/short has a better
chance. One caveat is that in 2008 many long/short equity funds
turned out not to be hedged as expected, so they performed
badly. That was a wake-up call for many asset allocators. Some
managers did not have a good handle on their net exposure
or market exposure. The fact that they recovered well in 2009
should not make us forget the problems. Another issue is that
in the crunch many got caught in thinly traded stocks and could
not get out. You want to analyze the securities they trade and
look for net large-cap exposure.
OFI: What are investors interested in?
JS: There is a group of investors who chase the heat—that
is, recent top performers. But after the shock wave of 2008,
people are looking more carefully at data. Investors are coming
back to alternatives, but now they’re more focused on liquidity
and are more discerning. By the way, at Altegris we had a record
inflow of capital in 2009, working with a lot of wealth managers
and advisors.

OFI: Do you invest in emerging markets?
JS: There is a compelling case for emerging markets, which
global macro managers can take advantage of, whether through
currencies, debt or equity. We’re looking right now for highquality EM managers who can get hedged exposure in India,
Brazil and China. “Hedged” is the key word.
OFI: Does it look like there will be good trades for macro this year?
JS: For talented global macro traders, there is a lot of
opportunity. Many bank prop trading desks are closed now, so
there are fewer macro traders, which means the ones still in the
business have a stronger hand. Interest rates are volatile and
there is much dislocation the G20 sovereign debt market and in
currency markets.
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Ups and Downs of Changing Landscape
The US House of Representatives passed a sprawling bill, called the Wall Street Reform and Consumer Protection
Act of 2009 or H.R. 4713, in December. Derivatives trading and investment advising are among the many activities
affected by the 1,300-plus-page regulatory behemoth.
While additional provisions may be inserted into the bill as it makes its way through the Senate and the final
law may be different, much of what’s there will probably remain. The table below lists certain items relevant to
commodity trading advisors and futures markets.
Regulators blame unregulated credit default swaps for the collapse of Lehman Brothers and the difficulties of
AIG, the insurance company. So, moving these over-the-counter derivatives to clearinghouses is a top priority.
The main issue is that a handful of big dealers, especially investment banks, control OTC derivatives and have an
advantage in price information.
Commodity Futures Trading Commission Chairman Gary Gensler recently commented: “Can you imagine if other
markets operated similarly to the over-the-counter derivatives marketplace, where the dealer is the only one
with the information? It would be like buying an apple from the supermarket when the price of the apple is kept
private.”
By contrast, of course, futures and options on futures are regulated and traded on exchanges. The Futures
Industry Association says it has long favored “closing gaps in the regulation of derivatives and promoting the
value of the price discovery and hedging benefits provided by futures markets.”
The Association, in a statement on the topic, described the 2009 bill as an important step in this process and said,
“We look forward to working with the Senate to further improve this legislation.”
The US is not the only country moving to regulate OTC derivatives. The European Commission announced a
similar agenda in October, including higher capital requirements for customized OTC derivatives transactions and
mandates that all standardized contracts be traded in regulated venues.
“It is encouraging that Europe and the United States are moving in the same direction regarding regulatory
reform,” Mr. Gensler told the Global Markets Advisory Committee in December. “Reform starts with bringing
transparency to the opaque over-the-counter markets,” he said.

Copyright 2009 © Opalesque Ltd. All Rights Reserved.

opalesque.com

OPALESQUE FUTURES

REGULATORS

ISSUE 18 • Jan 07, 2010

13

Futures traders may benefit if OTC derivatives become more like futures and trade in venues where prices are
transparent and counterparty risk is controlled. This could eventually result in new markets where there are
opportunities to implement some futures trading strategies.

Wall Street Reform Act of 2009, Selected Highlights
Regulate over-the-counter derivatives, with certain exceptions
Require hedge fund managers to register with the SEC
New rules for advisors registered with both SEC and CFTC
Assessments on broker-dealers for investor protection fund
Account protection for futures contracts held in a portfolio

Double Registration
Another part of H.R. 4713 could be less benign. The bill requires hedge fund managers, including those already
registered with the CFTC, to register with the Securities and Exchange Commission. This may mean more
record keeping and time spent responding to SEC questions and examinations.
However, the bill exempts managers with less than $150 million in assets under management, so it will not affect
smaller commodity trading advisors. For those with over $150 million AUM, new rules are to be determined.
The Act directs the CFTC and the SEC to establish rules as to the form and content of reports to be filed by
investment advisors that are registered with both agencies.
This is to be done within 12 months after the enactment of the Private Fund Investment Advisers Registration
Act of 2009 and the governors of the Federal Reserve System are also to be consulted. Congress appears to
believe that the SEC and CFTC will work together effectively, while liaising with the Federal Reserve.
Mr. Gensler has said that his “agency has a long history of cooperation with other agencies, including periodic
joint enforcement meetings, memoranda of understanding and surveillance briefings.” But there have been
stories of bureaucratic turf battles between the SEC and the CFTC, going back years.

Copyright 2009 © Opalesque Ltd. All Rights Reserved.

opalesque.com

OPALESQUE FUTURES

REGULATORS

ISSUE 18 • Jan 07, 2010

14

Moreover, the reporting requirements for double-registered advisors will serve a number of different goals. The
SEC is supposed to prevent fraud by individual advisors. But the main rationale for the new legislation is to nip
in the bud future financial crises. Systemic risk management became a priority after the 2008 shock.
Hence the role of the governors of the Federal Reserve System in setting reporting requirements. They are likely
to want information on leverage, for instance, for the purpose of monitoring systemic risk.

Energy Futures
On a separate issue, the CFTC continues to consider whether to set position limits in energy markets. The
agency appears to favor doing so. Mr. Gensler says there are position limits in many agricultural markets.
“In setting position limits for certain agricultural commodities, the CFTC sought to ensure that the markets were
made up of a broad group of market participants with a diversity of views,” he says. “Similarly, working with the
exchanges, such position limits were set for energy futures as recently as 2001.”
Another argument regulators make in favor of position limits is that energy futures are a large and important
market. More than 315 million energy futures and options contracts were traded on CFTC-regulated exchanges
through October of 2009. The largest contract in crude oil by volume, NYMEX’s West Texas Intermediate,
accounted for 114 million contracts, equivalent to 114 billion barrels of oil with a notional value of nearly $7
trillion, according to Mr. Gensler.
In 2008, Congress gave CFTC more authority over certain energy derivatives trading. Contracts traded on
exempt commercial markets can be subjected to the same regulation as exchange-traded futures if they have
a significant price discovery function. In July the CFTC decided that the ICE Henry LD1 Fixed Price Contract
traded on the Intercontinental Exchange has such a function.
More than 40 additional energy contracts, including natural gas and electricity contracts currently traded on
exempt commercial markets, are being considered for their role in price discovery. The regulator asked for
public comment on these contracts. Clearly, there is a trend to extend futures regulation to instruments that
trade outside regulated exchanges.
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Trend Following with
an Eye on Psychology
We feature a trend-follower with a distinctive method. WholeCapital founder
Jan de Wever is a discretionary trader who looks for a behavioral edge while
using a systematic model to identify entry signals and control risk.
Mr. de Wever hails from Belgium but is currently based in San Francisco. He
says he bought his first mutual fund at age nine and his first stock at twelve.
He started trading futures at age seventeen. Prior to starting WholeCapital in
2009, he worked as a trader for Fortis bank (now BNP Paribas) in Brussels and
arbitrage firm Flowtraders in Amsterdam.
Jan de Wever

He’s been trading for his own clients for only a few months, but sounds happy
about his hybrid approach. We asked him to explain how he differs from other
trend followers.

WholeCapital’s Global Opportunities Program is designed to profit from short- and
medium-term trends. But we’re not a typical commodity trading advisor. Our trading strategy is positioned
between a CTA and a global macro approach.
The trading system is hybrid in nature; it combines (40%) systematic and (60%) discretionary elements. We feel
this provides the flexibility to adapt to the infinitely complex and ever-changing marketplace while conserving the
repetitive process of a systematic trading model
The trading program incorporates technical analysis as well as ideas from behavioral finance. In essence the
trading model aims to profit from recurrent human behavioral tendencies through pattern recognition, volatility
and inter-market trend analysis.
Risk management is entirely systematic, with risk limits on each trade and an overlay on the entire portfolio to
make sure we don’t risk more than 5% on strongly correlated positions.
The other systematic component is in identifying entry signals. But there is discretionary choice from systematically
generated signals: when there are three or four entry signals, we will the choose the one that I perceive as having
the best risk/reward profile.
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In addition, I apply a additional psychological screening where we seek trades that look and feel the most
uncomfortable. That’s because I believe that in the market there is a trade-off between being comfortable and
making profits. Does that make us a contrarian? “Yes” in the sense that we will look for less crowded trades,
but “no” in the sense that we don’t tend to go against price action but look for underlying relative strength and
weakness.
We focus only on the most liquid markets. Positions are clustered around five to ten liquid global markets that
are predominantly driven by speculative flows. Mainly Gold, Crude Oil, T-notes, T-bonds, S&P, EUR/USD, JPY/
USD, GBP/USD, AUD/USD & CAD/USD. The target for the program is to achieve +20% annual returns with a
worst peak-to-valley drawdown of 15%.
WholeCapital is a company with a higher purpose. We aim to build wealth for our clients and also make them
feel good about the company they are aligning themselves with. 10% of our own profits will be donated to
targeted charitable projects.
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Ranking By Assets
The following programs are components of the Altegris 40 Index, which tracks the performance of the 40 leading managed
futures programs as reported to International Traders Research, an affiliate of Altegris Investments, Inc.
The Index has been active since January 1990. It is derived from a proprietary database of more than 500 Commodity Trading
Advisor programs. The programs in the index are those with the largest equity in the previous month.
Note: The list includes only CTAs tracked by International Traders Research. There may be other programs not tracked by ITR
that outperformed or underperformed those listed which, if tracked, would affect the order of the rankings.
PAST RESULTS ARE NOT NECESSARILY INDICATIVE OF FUTURE RESULTS

Program
Nov ‘09 Return

2009 as of Nov

2008 Return

Man-AHL
Diversified Program

5.48%

-11.34%

24.92%

Winton Diversified
Trading Program

5.12%

-2.83%

20.25%

BlueCrest
BlueTrend Fund

7.12%

9.72%

43.34%

QIM Global Program

2.12%

15.33%

11.94%

Transtrend Diversified Trend
Program - Enhanced Risk

2.11%

-6.81%

29.38%

Aspect
Diversified Program

8.08%

-7.11%

25.44%

FX Concepts
Global Currency Program

0.79%

-15.45%

11.49%

Graham K4D-10 Program

4.24%

3.63%

21.82%

Campbell Financial, Metal
& Energy Large Fund

3.50%

-3.68%

-0.79%

Aisling Analytics
Merchant Commodity

-3.10%

-3.69%

23.87%
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professional reporting service

No wonder that each week, Opalesque publications are read by more than 600,000 industry
professionals in over 160 countries. Opalesque is the only daily hedge fund publisher which is
actually read by the elite managers themselves

Alternative Market Briefing is a daily newsletter on the
global hedge fund industry, highly praised for its completeness and timely delivery of the most important daily news
for professionals dealing with hedge funds.
A SQUARE is the first web publication, globally, that is
dedicated exclusively to alternative investments with
"research that reveals" approach, fast facts and investment
oriented analysis.
Technical Research Briefing delivers a global perspective
/ overview on all major markets, including equity indices,
fixed Income, currencies, and commodities.

Opalesque Islamic Finance Briefing delivers a quick and
complete overview on growth, opportunities, products and
approaches to Islamic Finance.
Opalesque Futures Intelligence, a new bi-weekly
research publication, covers the managed futures community, including commodity trading advisers, fund managers,
brokerages and investors in managed futures pools,
meeting needs which currently are not served by other
publications.
Opalesque Islamic Finance Intelligence offers extensive
research, analysis and commentary aimed at providing
clarity and transparency on the various aspects of Shariah
complaint investments. This new, free monthly publication
offers priceless intelligence and arrives at a time when
Islamic finance is facing uncharted territory.

Sovereign Wealth Funds Briefing offers a quick and
complete overview on the actions and issues relating to
Sovereign Wealth Funds, who rank now amongst the most
important and observed participants in the international
capital markets.
Commodities Briefing is a free, daily publication covering
the global commodity-related news and research in 26
detailed categories.
The daily Real Estate Briefings offer a quick and
complete oversight on real estate, important news related
to that sector as well as commentaries and research in 28
detailed categories.
The Opalesque Roundtable Series unites some of the
leading hedge fund managers and their investors from
specific global hedge fund centers, sharing unique insights
on the specific idiosyncrasies and developments as well as
issues and advantages of their jurisdiction.
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