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Key point: CTAs have been mostly long bonds for the last few decades. This has generated good 

 profi ts. However, in this 30-year bond bull market, there have been few, mostly short-lived, and largely 

forgotten periods of bond bear markets. During these bond sell-offs, CTAs did react, and in some 

cases, did also profi t from short positions in bonds. In the nine years since the Great Financial  Crisis, 

the world has been in a state of non-infl ationary, sluggish growth - despite continuing monetary 

 easing. How long this state will prevail is hard to tell, but when it changes, CTAs will adapt to the new 

environment as they have done so many times before.

CTAS - A STORY OF LONG BONDS?

FIGURE 1 -  BOND 
POSITIONING

RPM Net VaR in Bonds, 
US 10 Year Rate & 
 German 10 Year Rate. 
Daily Data, May 2000 - 
September 2017.
Source: RPM, Barclay-
Hedge, Bloomberg

IT’S BEEN GOOD TO BE LONG
We have been asked more often in the last few months about CTAs’ long exposure to bonds and what will  happen 
to CTAs, and this exposure, when interest rates start to go up. Will CTAs be caught on the wrong foot? A few 
 observations are in place: Bonds have basically been in a bull market since the 1980s. Obviously, it has been 
 better to be long than short. Consequently, there has been a lot of long bond exposure in most CTAs’ portfolios for 
quite some time. Last but not least, these positions have been quite profi table.

An important distinction between CTAs and most other strategies is that CTAs are reactive to market action. 
They do not forecast. They do not make any predictions about market direction. The fact that they hold a certain 
 position does not imply that they “believe” that the market will move in a certain direction. The position just 
 refl ects the interaction between market action and the CTA’s model. If asked “why are you long bonds”, few CTAs 
would endeavor into a  macroeconomic analysis concluding in a continued bull market for bonds. Instead, most 
CTAs would reply “well, we are long bonds because they have gone up and until they start going down, we will 
continue to be long bonds”.

POSITIONING IN BONDS
Figure 1 is an illustration of CTAs’ positioning in bonds since May 2000. The jagged pink area is the aggregated 
daily Value-at-Risk (VaR) in the bond sector for all CTAs that had an allocation from RPM at the time.1 A VaR 
r eading below zero, indicates that CTAs were short bonds, meaning that they would profi t from rising interest rates 
– and vice versa. The line graphs in the chart show the daily development of the US and German 10 year yields. 

1. The RPM USD Composite covers the live asset-weighted performance of RPMs Separately Managed Accounts (i.e. all RPMs CTA alloctions)
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FIGURE 2 -   POSITIONING 
AND BOND P/L INDEX

RPM Net VaR in Bonds & Bond 
Sector P/L Index
Daily Data, May 2000 - Sep. 
2017

 O  b viously, rates have gone down over the period from an average level of about 6% in 2000 to an average of about 
1.8% at the end of September 2017. But not without bumps, i.e. we saw rising interest rates from mid-2005 up 
until the fi nancial crisis and in 2009, 2011, and 2013. More recently, US interest rates went up quite signifi cantly 
 during the so-called Trump rally. The 2005-2007 rise being the exception, all bond bear markets proved to be 
rather short-lived. Nevertheless, as expected, CTAs responded to the reversed market direction and eventually took 
on short positions.

The next two graphs also illustrate the bond sector positioning and and profi t and losses made in this sector. 
Figure 2 shows VaR but this time together with the profi ts and losses made from the sector in index form and 
Figure 3 is a scattergram of monthly average positions and monthly P/L. Although the bulk of the profi ts were 
made on the long side, there are several examples of profi ts made from being short bonds – even in this period 
with falling interest rates dominating.
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FIGURE 3 -  P/L IN 
BONDS

Scattergram: Monthly 
Average Positions & Monthly 
Profi t/Loss: 
US & EUR 10 Year Bonds, May 
2000 - September 2017.
Source: RPM 
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Post-GFC, starting in January 2009, the CTAs in RPM’s portfolios have spent 80% of the time being long  equities 
and long bonds. This combination of bond and stock positions implies a continued equity bull market and f alling or 
constant interest rates, meaning growth without infl ation or monetary expansion without an increase in  underlying 
demand. Let us call that trade “Defl ationary Expansion”. That pretty much sums up what has  happened on a  macro 
level since the GFC. It is also in stark contrast to the period pre GFC; 2000 - 2009. A more visual  representation of 
the information in the table above is given in Figure 4:

Pre GFC

Post GFC

Deflationary ExpansionInflationary Expansion

RecessionStagflation

Long Equities

Long Bonds

Short Equities

Short Bonds

FIGURE 4 -  MARKET 
REGIMES BASED ON 
EQUIT Y AND BOND 
EXPOSURE

Relative Time Spent in Each 
Regime, Pre and Post GFC. 
Source: RPM

POSITIONING DURING DIFFERENT REGIMES
What is the point of all this? Well, the point is that CTAs treat bonds like they treat any other markets. They are 
not – as many seem to believe – structurally long bonds. They are unbiased, opportunistic, and reactive: long when 
bonds move up and short when bonds decline.

Some may point out that CTAs will face a headwind in a rising interest rate, infl ationary environment: a  negative 
roll yield. That is true, but there are also tailwinds like interest rate income on invested capital and the fact that 
infl ation tends to support price trends in many other markets as pointed out in a previous RPM Educational.2

CTAs positioning over time thus refl ects what is, and has been, happening in the world. Looking at only two 
sectors – equities and bonds – we naïvely infer four position regimes and look at how much of the time CTAs have 
spent in each regime, pre and post what is now called the Great Financial Crisis (GFC):

2000-2017 Position
Time in trade 

pre GFC
Time in trade 

post GFC

Infl ationary Expansion Long Equities, Short Bonds 32% 10%

Defl ationary Expansion Long Equities, Long Bonds 32% 80%

Recession Short Equities, Long Bonds 32% 10%

Stagfl ation Short Equities, Short Bonds 4% 0%

TABLE 1 -  MARKET REGIMES PRE/POST FINANCIAL CRISIS (SOURCE RPM)

The years since 2009 have certainly differed from the years preceding the crisis. The big question is, for how long 
will we stay in this Defl ationary Expansion mode? 

2. RPM Educational #3: Infl ation - the monster under the bed
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PERFORMANCE DURING DIFFERENT REGIMES
In Figure 5 the different combinations of the equity and bond positions held by CTAs are color-coded in the RPM 
Composite track record (covering all sectors and markets):
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FIGURE 5 -  RETURNS 
DURING  DIFFERENT 
REGIMES

RPM Composite Index, 
 color-coded into the 
 diff erent market regimes. 
Source: RPM

Looking at the return contributions from these position regimes (Figure 6), we see that all regimes were p ositive 
with the Recession regime being the most profi table, as expected (Crisis Alpha). Even the short periods of 
 Infl ationary  Expansion and Stagfl ation (short bond positions) delivered a net profi t.
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FIGURE 6 -  RETURNS 
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Source: RPM
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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:

CONCLUSION
In conclusion, we do not think the current situation with Defl ationary Expansion trade will last forever. The  tendency 
over the last month or so points towards a move into the Infl ationary Expansion quadrant with CTAs being long 
equities and short bonds. Or, maybe the world will lose steam again and move into Recession without passing the 
Infl ationary Expansion. We do not know, and nor does anyone else. But we do know with some certainty that CTAs’ 
positioning will continue to refl ect what is happening in the world.

For further reading on this topic we recommend: Trend Following: Equity and Bond Crisis Alpha (see below)

Hamill, Carl and Rattray, Sandy and Van Hemert, Otto, Trend Following: Equity and Bond Crisis Alpha (August 30, 
2016). Available at SSRN: https://ssrn.com/abstract=2831926 or http://dx.doi.org/10.2139/ssrn.2831926
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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.


