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Should I stay or should I go? 
Invest, divest, or keep your  allocation when CTAs 
are in drawdown?
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Key point: Returns looking back 3, 6, and 12 months after a major drawdown in the CTA industry are 

signifi cantly stronger than average returns over the same periods. Major drawdowns have been good 

times for investment with CTAs – and less good for divestments.

SHOULD I STAY OR SHOULD I GO?
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CTA INDEX
We have used the SocGen CTA Index as a proxy for CTA performance since 2000. We have reduced the  performance 
with the US 3 month T-bill rate and only look at what is called the excess return – the return above the risk-free 
rate. For simplicity, we call this index “CTAs” below. The analysis covers the period from Jan. 3, 2000 until March 
31, 2017 – a total of 4,495 trading days. We are most interested in what happened after major drawdowns – de-
fi ned as the worst 25% of all drawdowns on a daily basis – ATH-days with a drawdown of 0% included. These draw-
downs range from -7.0% to -12.7%1. CTAs were in a drawdown of that magnitude 25% of the time. What investors 
and other industry participants are experiencing right now is obviously not that unusual.

FIGURE 1

Performance Indices for CTAs 
and MSCI World.  January 
2000 - March 2017, Monthly 
Data. Source: BarclayHedge

1. Those interested in more detail on how the calculations is done, please send an e-mail to info@rpm.se

INTRODUCTION
Most CTAs and CTA funds are now in a drawdown. A drawdown is the depreciation in value of an investment from 
a previous all-time-high (ATH). It is usually expressed as a percentage. At the time of writing (early April 2017), the 
Société Générale CTA Index – a widely used benchmark for CTA performance – is in a drawdown of around 11% 
from the previous ATH (daily data). A drawdown has nothing to do with calendar time or year-to-date performance – 
only depreciation in value from ATH. Drawdowns are unpleasant. They create uncertainty. Will it get worse? Should 
I divest? We cannot predict the future. But an analysis of past performance and drawdown patterns may give us 
some  guidance when uncertainty sets in. So here is a straightforward look at what followed after past drawdowns. 
For those not familiar with CTAs, fi gure 1 shows the performance of the SocGen CTA Index since its i nception in 
2000. Equities, represented by the MSCI World Total Return Gross Index, is also in the chart for reference.

WHAT HAPPENED AFTER THE DRAWDOWNS?
Looking back one year (260 trading days) after each of the 25% worst drawdown days, the average return was 
8.8% plus the risk-free interest rate. This is signifi cantly higher than the average of all 260-day periods (4.0% plus 
interest). The average return following a drawdown, was also higher for deeper drawdowns. 
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FIGURE 2

Performance following the 
25% largest drawdowns 
from previous ATH, January 
2001 - March 2017. Source: 
BarclayHedge

Figure 2 illustrates the performance after drawdowns for three timeframes:
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Example: 6 months after a drawdown in the fi rst (worst) quartile, the returns from CTAs ranged from -3.8% to 
20.5% plus risk-free interest. The average and median returns were 4.4% and 3.0% plus interest.

In the table below, these returns are compared with the average returns for all corresponding time periods. The 
differences are signifi cant.

12-month performance 6-month performance 3-month performance

After 
drawdown

All
periods

After 
drawdown

All
periods

After 
drawdown

All
periods

Average 8.8% 4.3% 4.4% 2.3% 2.6% 1.2%

Median 6.5% 3.1% 3.0% 1.3% 2.2% 0.6%

Best 30.9% 30.9% 20.5% 22.2% 17.5% 20.4%

Worst -5.9% -9.9% -3.8% -12.0% -5.3% -8.7%

A word of caution: This analysis is performed on a CTA Index calculated from the performance of 20 CTAs. These 
CTAs are not the same and each CTA has its own idiosyncratic risk profi le. Investing in one CTA carries a  signifi cantly 
higher risk than investing in a diversifi ed portfolio of several CTAs. As with stocks, it makes sense to distinguish 
between market risk and idiosyncratic risk when it comes to CTAs. Investing in a well-diversifi ed portfolio of CTAs 
would increase the probability that the return patterns presented in this analysis are repeated.

WHAT DID THE DISPERSION OF RETURNS LOOK LIKE?
Figure 3 show the relationship between drawdowns and subsequent 260-day return for all days – the ATH-days 
included. The size of the drawdown is read off the X-axis and the subsequent 260-day return off the Y-axis. A dot in 
the chart thus shows the combination of drawdown and 260-day return for one of the 4495 trading days.
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FIGURE 3

Performance following the 
25% largest drawdowns 
from previous ATH, January 
2001 - March 2017. Source: 
BarclayHedge

It is interesting to note that there were no negative 260-day returns after drawdowns of around 10% and beyond. 
Admittedly, there were not that many days with drawdowns of such a magnitude so the result should be viewed 
with caution.

WHY IS IT LIKE THIS?
The fact that CTAs had a stronger return than on average after drawdowns, is not surprising. It is mainly a result of 
the fact that CTAs have had a positive mean return over time with some volatility. Investing in drawdowns has thus 
been the equivalent of buying low or “buying on the dip”. In this respect, CTA return patterns are not in principle 
 different from i.e. the stock market. But compared to the stock market, periods of positive performance leading to 
new ATH are typically more  concentrated in time. CTA drawdowns have also, on average, been signifi cantly smaller 
and shorter in time than what has been the case with stocks. This is also true if CTA returns are levered to the same 
volatility as i.e. MSCI World. And this is most likely due to the fact that CTAs practice active risk management that 
result in a gradually  decreased risk-taking in diffi cult times. When in a drawdown of some signifi cance, most CTAs 
can be said to enter a kind of  waiting mode - positions are reduced, VAR and stress risk measures come down to 
low levels – until the next period of price trends in fi nancial and commodity markets appear.
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FIGURE 4

Drawdown - 
Percent Decline from 
All-Time-High for Equities 
(MSCI World Total Return) & 
CTAs (Soc Gen CTA Index), 
January 2000 - March2017. 
Source: BarclayHedge
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In Figure 4, the full SocGen CTA Index including interest rate income is used for comparability. In light of the fact 
that CTAs have delivered a stronger return than the MSCI since 2000 (121% vs. 96%), the difference in drawdown 
risk is remarkable.

CTA DRAWDOWNS AND PRICE TRENDS
CTA drawdowns are closely related to the reversal of and/or lack of price trends in the up to 200 futures markets 
a CTA may be active in. The level of price trends can be measured and monitored over time. One such measure, 
RPMs Market Divergence Indicator (MDITM), display strong mean reversion properties – meaning that if the reading 
is low, the next move of any signifi cance will be up and vice versa. Periods with strong price trends are replaced 
with weaker periods and weaker periods are replaced by strong periods, etc.

Why price trends come and go in an almost cyclical fashion is another story (which we will deal with in the  future). 
But the answers are all related to change: macroeconomic, political, climatic, central bank policy etc.

CONCLUSION
To start with – all of the above is based on historical data with all the limitations this implies. But if one holds the 
view that historical analysis may be of value in assessing the current and possible future state of things, it may be 
worth to note the following:

• Periods of larger drawdowns have been replaced by periods of strong performance.
• The size of the drawdown and the size of the future return have been positively correlated.
• Large drawdowns have been good times to invest in CTAs and less good times for divesting from CTAs.

Mikael Stenbom - CEO
Phone: + 46 8 440 69 00
E-mail: mikael.stenbom@rpm.se

Anders Löwbeer - Head of Investor Relations
Phone: + 46 8 440 69 48
E-mail: anders.lowbeer@rpm.se

This is the fi rst “RPM Educational” and we are more than happy to receive feedback, questions, comments and to 
engage in further discussions regarding CTAs in general. Please reach out to us on:



RPM Risk & Portfolio Management AB
PHONE +46 8 440 69 00 ADDRESS Brahegatan 2, SE-114 37 Stockholm, SWEDEN 
E-MAIL info@rpm.se WEB www.rpm.se ; www.rpmfonder.se

IMPORTANT INFORMATION: This material is issued by RPM Risk & Portfolio 
Management AB (“we” and/or “us”). We are registered in Sweden with 
company number 556254-9039 and have our offi ce at Brahegatan 2, SE-114 
37 Stockholm, Sweden. We are authorised and regulated by Finansinspe-
ktionen (the Swedish Financial Supervisory Authority). 

This material is issued by us only to and/or is directed only at persons 
who are professional clients or eligible counterparties. To the extent that 
investments and/or investment services are referred to herein, they are 
only available to such persons and other persons should not act or rely 
on the information contained herein. In particular, any investments and 
investment services are not intended for persons who are retail clients 
and will not be made available to retail clients. The information contained 
herein is intended only for the person or entity to which it is directed and 
may contain confi dential and/or privileged material. Any retransmission, 
dissemination or other unauthorised use of this information by any person 
or entity is strictly prohibited. If you have received this communication in 
error, please contact the sender immediately and delete this material in its 
entirety. 

This material contains general information about us and is not intended 
to constitute an offer or solicitation of an investment or service in any 
jurisdiction in which such an offer or solicitation is not authorised or to 
any person to whom it is unlawful to make such an offer or solicitation. 
However, the distribution of information contained in this material in cer-
tain countries may be restricted by law and persons are required to inform 
themselves and to comply with any such restrictions. Persons interested 
in receiving further information about any investment or service should 
inform themselves as to: (i) the legal requirements within the countries of 
their nationality, residence, ordinary residence or domicile; (ii) any foreign 
exchange control requirement which they might encounter; and (iii) the 
income tax and other tax consequences which might be relevant. Nothing 
contained herein constitutes investment, legal, tax or other advice, nor 
is it to be relied upon when making investment or other decisions. You 
should obtain relevant and specifi c professional advice before making any 
decision to enter into an investment transaction. An application for shares 
in any investment fund to which we provide investment advisory services 
or any other service should only be made having read fully the relevant 
prospectus. It is your responsibility to use such prospectus and by making 
an application you will be deemed to represent that you have read such 
prospectus and agree to be bound by its contents. 

This material may contain projections or other forward-looking statements. 
These forward-looking statements are based on our current expectations 
and beliefs about future events as of the date of this material. As with 
any projection or forecast, they are inherently susceptible to uncertainty 
and changes in circumstances, and we are under no obligation to, and 
expressly disclaims any obligation to, update or alter any forward-looking 
statements whether as a result of such changes, new information, subse-
quent events or otherwise.

The information contained herein is based on sources that we believe to be 
reliable but no representation or warranty, expressed or implied, is made 
as to its accuracy, completeness or correctness.

To the extent this material contains past performance information, past 
performance may not be repeated and should not be seen as a guide to 
future performance. The value of the investments and the income 
therefrom may go down as well as up and investors may not get back the 
original amount invested. Your capital could be at risk. You are not certain 
to make money from your investments and you may lose money. Exchange 
rates may cause the value of overseas investments and the income there-
from to rise and fall.

European SICAV Alliance

This material is not intended as and is not to be taken as an offer or solicita-
tion to make an investment in European SICAV Alliance (the “Funds”) in any 
jurisdiction in which such an offer or solicitation is not authorised or to any 
person to whom it is unlawful to make such an offer or solicitation. However, 
the distribution of information contained in this material in certain countries 
may be restricted by law and persons are required to inform themselves and 
to comply with any such restrictions. Persons interested in receiving further 
information about the Fund should inform themselves as to: (i) the legal re-
quirements within the countries of their nationality, residence, ordinary resi-
dence or domicile; (ii) any foreign exchange control requirement which they 
might encounter; and (iii) the income tax and other tax consequences which 
might be relevant. Nothing contained herein constitutes investment, legal, 
tax or other advice, nor is it to be relied upon when making investment or 
other decisions. You should obtain relevant and specifi c professional advice 
before making any decision to enter into an investment transaction. We do 
not provide investment advice to, nor receives and transmits orders from, 
investors in the Funds nor does RPM carry on any other activities for investors 
in the Funds that constitute investment services and activities or ancillary 
services pursuant to the Markets in Financial Instruments Directive. An appli-
cation for shares in the Funds or any other investment funds to which we pro-
vide investment advisory services or any other service should only be made 
having read fully the relevant Prospectus. It is your responsibility to use such 
Prospectus and by making an application you will be deemed to represent 
that you have read such Prospectus and agree to be bound by its contents.

With respect to Shares distributed in or from Switzerland:
The Representative in Switzerland is First Independent Fund Services Ltd. 
The prospectus, the articles and the annual reports are available to Qualifi  
ed Investors only free of charge from the Representative. In respect of the 
Shares distributed in and from Switzerland to Qualifi  ed Investors, place of 
performance and jurisdiction is at the registered offi  ce of the Representative.
Paying Agent: NPB Neue Privat Bank AG, Limmatquai 1, 8022 Zurich.

With respect to Shares distributed in or from Austria:
NEITHER EUROPEAN SICAV ALLIANCE AS ALTERNATIVE INVESTMENT FUND (AIF) NOR 
RPM RISK & PORTFOLIO MANAGEMENT AB AS ALTERNATIVE INVESTMENT FUND 
MANAGER (AIFM) ARE SUBJECT TO SUPERVISION OF THE AUSTRIAN FINANCIAL 
MARKET AUTHORITY OR ANY OTHER AUSTRIAN AUTHORITY.  WHILE THE AIF IS EX-
CLUSIVELY SUBJECT TO SUPERVISION OF THE COMMISSION DE SURVEILLANCE DU 
SECTEUR FINANCIER IN LUXEMBOURG (CSSF), THE AIFM IS EXCLUSIVELY SUBJECT 
TO SUPERVISION OF THE FINANSINSPEKTIONEN IN SWEDEN. NEITHER A PROSPEC-
TUS, NOR ANY OTHER DOCUMENTS HAVE BEEN CHECKED BY THE AUSTRIAN FI-
NANCIAL MARKET AUTHORITY OR ANY OTHER AUSTRIAN AUTHORITY. THE AUSTRIAN 
FINANCIAL MARKET AUTHORITY OR ANY OTHER AUSTRIAN AUTHORITY CAN NOT BE 
HELD RESPONSIBLE FOR THE ACCURACY OR COMPLETENESS OF THE SUBMITTED 

MARKETING INFORMATION.

The transactions in which the Funds will engage involve signifi cant risks. No 
assurance can be given that investors in Funds will realize a profi t on their 
investments. Moreover, investors may lose all or some of their investments. 
Because of the nature of the trading activities, the results of the Fund’s op-
erations may fl uctuate from month to month and from period to period. Ac-
cordingly, investors should understand that the results of a particular period 
will not necessarily be indicative of results in future periods.

THIS MATERIAL IS NOT SUITABLE FOR US INVESTORS.


