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Key point: The largest sub-group within the CTA universe is trend following. As the name suggests - 

trend following relies on trends to generate returns. How long, strong, or sustainable these trends 

need to be in order to be exploitable depends on the individual CTA manager - but naturally, the 

 longer the trend (preferably across sectors) the better. So, what generate these strong trends? Above 

all, large changes in economic activity; i.e. both in- and decreases in the US business cycle are the 

mother of trends and the EKG of trend following.

THE BUSINESS CYCLE - THE EKG OF TREND FOLLOWING
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In more detail, the CTA universe is, and has been, dominated by diversifi ed systematic trend following managers 
who – by their very defi nition – generate profi ts in a trending market environment, i.e. when asset prices move 
substantially and sustainably in many different markets at the same time. So, their performance should correlate 
with any general measure of market trendiness.

Figure 1 shows RPM’s Market Divergence Indicator (MDI) and the 60-day moving average of the SocGen CTA  Index’ 
daily returns. The MDI measures the overall “trendiness” of fi nancial and commodity futures markets by  comparing 
price changes to underlying volatilities of 76 futures markets across all sectors and across multiple time frames. 
If the indicator has a high reading, many markets exhibit clear trends. On the contrary, if it’s low, we’re in a choppy 
market environment; trends tend to reverse or dry out way too early for being exploitable for CTAs. 

CTA performance, also depicted in the above fi gure, appears to move in tandem with MDI following cycles through-
out the whole period. For example, in 2014 or during the 2007/2008 fi nancial crisis, CTAs generated  stellar 
 performance in line with the underlying pronounced trendiness. Nobody was asking any question back then.

FIGURE 1 -  PRICE TRENDS

RPM’s Market Divergence 
 Indicator (MDI) and 60-day 
rolling SocGen CTA Index since 
inception, daily data. Sources: 
Barclay Hedge, Bloomberg

TREND FOLLOWING IS ALIVE!
There must be very few CTA managers out there who haven’t heard the question “Is trend following dead?” at 
some point during their careers. It’s a question that, with beautiful regularity, comes up every 3 to 5 years and 
– in our view – has been milked for what it’s worth. If the question implies “Are CTAs able to profi t in all market 
 environments?”, then the answer is no. If it implies “Are CTAs still able to exploit trends in fi nancial markets?”, then 
the answer must be yes, yes, and again yes!
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On the other hand, the years 2011-2013 produced rather mediocre CTA performance in line with overall  mediocre 
market trendiness as gauged by the MDI measure. 2016 was not much better either. There were only three minor 
local peaks in the trend indicator that were hardly above its long-term average of 1.2. These periods correspond to 
Jan-/Feb-16, when markets entered crisis mode due to global growth concerns, Jun-16 which was the aftermath 
of Brexit, and Dec-16 with the so-called “Trump-rally”.

So, once again, doubts about the effectiveness of trend following have popped up within the investor community, 
but after taking in the above graph, maybe we should rephrase the above question to “Will there still be trends in 
fi nancial markets?”

WHAT GENERATES TRENDS?
What generates trends in fi nancial markets and if there will be any going forward is almost a philosophical  question 
that could be answered with similar philosophical counter questions: “Have people and their behavior changed 
in the last 300 or more years? Would you want to invest in tulip bulbs today? US house prices are always going 
up, aren’t they?” In other words, trends occur in fi nancial markets when the underlying fundamentals change or 
investors are subjected to some form of behavioral biases. In our view (and experience), trends that are driven by 
changes in the underlying fundamentals are more sustainable than behavior-driven, purely speculative trends. 
And, the mother of all fundamental changes is, of course, a change in the business cycle; more precisely, GDP 
changes in the world’s largest economy, namely the US.

To illustrate this point, Figure 2 plots quarterly available US GDP annual growth rates against the ratio of  number 
of up-days versus number of down-days in the above MDI (trend indicator) per quarter, i.e. how many days in the 
 quarter did  trendiness increase vs. number of days when trendiness decreased. That is, if the ratio is one then 
there are  exactly as many up-days in the indicator as down-days and, thus, the market environment has been 
quite choppy. If it is above one, then there are more up- than down-days and, thus, it has been a rather trending 
 environment across  markets and time frames (and vice versa). In the chart below we see that both  larger upswings 
and slowdowns in economic  activity create a trending market environment. If  everything is “ normal”, there is 
 obviously less need for  participants to adjust their portfolios and, thus, less impetus for  signifi cant price changes.

0.4

0.6

0.8

1.0

1.2

1.4

1.6

1.8

2.0

-9% -6% -3% 0% 3% 6% 9%

M
D

I N
um

be
r o

f U
p-

da
ys

 / 
N

um
be

r o
f D

ow
n-

da
ys

US GDP Annual Growth Rate

US GDP (AROR) vs. MDI Up/Down Days Ratio (1992Q1 to 2017Q1)
FIGURE 2 -  MDI & GDP

US GDP annual growth rates 
and ratio of number of up-
days versus down-days in the 
MDI, daily and quarterly data. 
Source: Bloomberg
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THE US BUSINESS CYCLE AND CTA PERFORMANCE
So, if signifi cant changes in the major underlying fundamentals seem helpful for creating a trending market 
 environment, then of course large business cycle changes should be good for CTA performance. Furthermore, CTAs 
should profi t from both large in- and decreases in economic activity; recessions should be particularly well-suited 
for trend following strategies as CTAs also provide “Crisis Alpha” during fi nancial market crises. Figure 3 shows 
the US business cycle in GDP terms and 4-quarter returns of two CTA benchmarks, i.e. the Barclay CTA Index and 
the already used SocGen CTA Index. We see that the phenomenon identifi ed above holds, i.e. large business cycle 
changes in both directions (recoveries and recessions) provide profi table trading environments for CTAs. Calm 
times, i.e. periods around business cycle turning points (peaks and troughs), are  typically not good.
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FIGURE 3

CTA performance (4-quarter 
returns of SocGen and 
Barclay CTA Index) and the 
US business cycle (in terms 
of GDP), daily,  monthly, and 
quarterly data. Sources: 
Barclay Hedge, Bloomberg.

For example, in 2008, during the violent economic downturn, CTAs delivered stellar performance. 2009 was 
marked by weak performance which coincided with the trough of the business cycle. In 2010, economic activity as 
well as CTA performance rebounded noticeably. In 2011, 2012, and 2013, passing through an extended  sideways 
period, CTA performance declined markedly. In 2014 and 2015, the US economy improved further reaching a peak 
in early 2015; performance followed suit initially improving signifi cantly before deteriorating again around the 
turning point. In the fi rst half of 2016, the downwards move in economic activity continued and managers were 
able to pick up on the resulting trends. In the second half of the year, we passed through another turning point of 
the business cycle when economic conditions improved noticeably towards year-end.

WHEN WILL CTAs PERFORM AGAIN?
Everything being said, one should ask (a macroeconomist and not a CTA manager): “When will we see another 
round of trendiness?” The short answer is: “If the US (or world) economy will continue on its current path of 
 recovery or when we enter into a major recession.” The long answer: “Please read all of the above one more time.”
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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.


