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Managing the future 

 

“There is only one side of the market and it is not the bull side or the bear side, but the right 

side.” 

 

- Jesse Livermore. 

 

Rogue trading respects few boundaries, either of geography, or scale. Nick Leeson’s $1.4 
billion hit in 1995 was enough to prove fatal for Barings Bank. He was trading (i.e. punting) the 

Japanese stock market via Singapore. Jérôme Kerviel’s 2008 “transgression” of $7.2 billion, as his 

name implies, was an all-French affair, incurred at Société Générale, punting European stock index 

futures. Japanese rogue traders, having carved out an early name for themselves in the game, have 

lately been quiet (much like the Japanese market). Toshihide Iguchi of Daiwa Bank – an alma mater 

of this author – managed to pull off a definitively Japanese coup in 1995, by contriving to lose $1.1 

billion trading US Treasury bonds during one of the largest bull markets for Treasury bonds in 

history. Since Mr. Iguchi also managed to forge more than 30,000 trading slips, he must also have 

owned one of the largest desks in history, too. His countryman Yasuo Hamanaka, ‘Mr. 5 Per 

Cent’, dropped $2.6 billion at Sumitomo Corporation punting copper. (Sweeping crass 

generalisation alert: the Japanese, one suspects, are especially poor at trading, since their culture 

rejects both risk-taking and individualism, preferring instead the comforting drift of the masses, for 

better or worse.) If one can draw any conclusions about the activities of Messrs Leeson, Kerviel 

(case now on appeal – rogue traders have a tendency to be somewhat delusional), Iguchi, 

Hamanaka and now Adoboli, among them would be the observation that it takes at least two to 

tango: an errant trader with messianic delusions of relevance, and an errant employer lacking even 

the most basic clue about risk management. 

Which is where managed futures funds come in. Our clients know that we use four engines on 

our investment journey. Wherever we end up, we will continue to use those four engines. One of 

them is high quality credit, which believe it or not can still, selectively, be found. One of them is 

defensive equity. One of them – and it looms ever larger – is the category we will call real assets. 

And one of them, last but by no means least, is ‘managed futures’, a category that also sports labels 

like CTAs (‘Commodity Trading Advisors’) or more specifically: systematic trend-following funds.  

99% of trading, or investing, for that matter, involves people with an inflated sense of self-worth 

staring at Bloomberg terminals attempting to predict the unpredictable. Trend-following 

represents the 1% that is different. Systematic trend-followers don’t attempt to predict anything. 

Instead, they respond to the one aspect of financial markets that is entirely non-subjective: the 

price. One can debate whether the US economy will fall off the imminent fiscal cliff or not, and 
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what the damage might be if it does. But trend-followers don’t care. They respond to the entirely 

objective aspect of financial market trading, namely the price evolution of whatever it is they 

happen to be trading. Technical analysis, the study of price charts, is often viewed as something of 

a black art by traders. But investors looking for an edge are more likely, we suspect, to keep an 

open mind. Use whatever works. And trend-following, we would humbly submit, works. 

The chart below, courtesy of Lawrence Clarke Investment Management, shows the performance 

of an index of systematic trend-following funds versus the S&P 500 (a period including the biggest 

bull market for equities in history): 

 

The S&P 500, a proxy for stock markets, is the red line at the bottom. 

So what exactly do trend-followers do ? As the name implies, they follow trends. Whereas most 

fund managers are trying to forecast markets – which we would suggest is inherently impossible 

over any meaningful time frame –  trend-followers merely adapt to them.  

An economist at the Bank of England, Andy Haldane has conducted a simple experiment that gets 

across the essence of trend-following. Imagine an investment strategy in US stocks based entirely 

on the past direction of the stock market. If the market rises during the prior period, the strategy 

buys stocks for the next period. If the market falls during the prior period, the strategy sells. The 

strategy simply extrapolates the most recent market trend. If you had started this process in 1880 

with $1, shifting in and out of the stock market in response to the market’s prevailing trend, you 

would now have over $50,000. 

Alternatively, you could have pursued a crude value strategy instead. This strategy assesses 

whether the market is undervalued or overvalued and buys only when value gives a positive signal. 

The criterion for assessing value is Robert Shiller’s dividend discount model. We like Shiller, but 

this crude value strategy is not particularly compelling in Haldane’s experiment. If you had started 

in 1880 with $1, you would now have 11 cents. 

But focusing on the stock market in isolation is missing the point. Trend-followers, unlike most 

fund managers, are not myopically focused on the stock market to the exclusion of all other 

financial assets. They scour other markets for trends, too: interest rates; currencies; commodities; 



metals.. And unlike most fund managers, they are just as content to sell the market as they are to 

buy it. Which is why the correlation of most trend-following funds to traditional markets like 

those for stocks and bonds is more or less zero. (Since we use trend-following funds alongside our 

exposure to equity and debt, we particularly value this lack of correlation.) 

But if you glance at last Wednesday’s Financial Times, you will see Sam Jones’ piece entitled 

‘Wrong sort of volatility hits trend followers’. We like Sam, but we think he protests too much. 

For example, he cites the performance of Winton Capital’s flagship trend-following fund (in which 

we invest), which 

“made 6.3% last year, but as of the end of September was down 3.9% for 2012.” 

Well, hold the front page. 

His chart, shown below, does show that trend-followers have been struggling for a while. Precisely 

why is difficult, and perhaps impossible, to identify. Our suspicion would be that since most 

markets are being rigged by clueless central bankers, “normal” market signals are being distorted 

too.  

 

Courtesy: Financial Times 

But in fairness to Sam, he also points out the second reason we like trend-following funds: because 

they have a tendency to outperform just when you want them to. The chart below shows how 

trend-following funds have performed at times of crisis versus balanced portfolios (balanced being 

represented here by a portfolio consisting of 60% US stocks and 40% US bonds): 



 

Courtesy: Financial Times 

We think this argument is pretty compelling. Every single time when the balanced portfolio 

suffered significant losses, the trend-followers outperformed by a massive margin. They did so in 

2008, too.  

The chart below shows how trend-followers performed during the ‘armageddon’ market 

environment of 2008. Whereas many traditional markets collapsed, including the stock market, 

trend-followers thrived. 

 

Courtesy: Acorn Global Investments Inc. 

The problem is that investors have short memories.  



In 2009, when central banks responded to the calamitous situation by hitting the panic print 

button, trend-followers struggled to make positive returns.  

 

Courtesy: Acorn Global Investments Inc. 

And they have struggled in the subsequent period, as Sam Jones makes clear. But we think it 

would be churlish to give up hope and abandon them now. The whole point of using these funds, 

we believe, is because of their uncorrelated nature. To put it more bluntly, as and when markets 

start to reflect economic and underlying fundamentals (i.e. they collapse), we expect the 

uncorrelated and unemotional attributes of trend-following funds to make themselves manifest 

again. 

Writing in last week’s FT, former Goldman Sachs trader Lex van Dam, writing on the Kweku 

Adoboli fiasco, commented: 

“..the Adoboli issue is quite simple. It is about how to judge a gambler who goes to a casino where 

he loses his employers’ money. Do you blame the company that was careless and defrauded and 

whose money was lost ? Do you blame the casino ? Do you blame the fraudster, the victim or the 

beneficiary ? Adoboli clearly blamed everyone but himself, and that shows me that he was never 

trader material, because a true trader only blames him or herself for losing money and no one 

else.” 

We don’t tend to invest our clients’ money with traders per se. Nor do we invest it with asset 

managers with a delusional sense of their own self-importance, or who change their benchmark 

whenever the original benchmark proves too difficult to beat. The current market environment is 

so treacherous and so difficult to read (not least because essentially rigged), we will only invest 
into instruments and strategies that we believe we understand. High quality credit, high quality 

equity and real assets, we would humbly submit, are relatively straightforward to assess. Where 

we allow other managers to invest on our clients’ behalf, we are unwilling to give them any 

discretion whatsoever – which is where trend-followers come in. We’re not betting on a manager 

so much as on a system. And over a very long period, that system has worked very well.  

 

Tim Price 

Director of Investment 

PFP Wealth Management 

26th November 2012.  



  

Follow me on twitter: timfprice    Email: tim.price@pfpg.co.uk    

 

Weblog: http://thepriceofeverything.typepad.com  Homepage: http://www.pfpg.co.uk   

 

Bloomberg homepage: PFPG <GO> 

 
Important Note: 

 
PFP has made this document available for your general information. You are encouraged to seek advice before acting on the information, either 
from your usual adviser or ourselves. We have taken all reasonable steps to ensure the content is correct at the time of publication, but may have 

condensed the source material. Any views expressed or interpretations given are those of the author. Please note that PFP is not responsible for 
the contents or reliability of any websites or blogs and linking to them should not be considered as an endorsement of any kind. We have no 
control over the availability of linked pages. © PFP Group - no part of this document may be reproduced without the express permission of PFP. 
PFP Wealth Management is authorised and regulated by the Financial Services Authority, registered number 473710. Ref 1058/12/JB 261112. 
 

mailto:tim.price@pfpg.co.uk
http://thepriceofeverything.typepad.com/
http://www.pfpg.co.uk/

