The best funds in the world ?

“What causes #poverty ? Nothing. It’s the original state, the default and starting point. The
real question is, What causes #prosperity ?”
-

Tweet by @PerBylund

“Imagine if the economy as we know it was built on a myth. Imagine if that myth was the
foundation stone on which the mainstream financial systems that control the global economy
have been erected – the great bazaars of stock markets, bond markets, fiendishly complex
financial instruments, credit default swaps, futures and options on which the fortunes of
billions rest. Imagine if the myth was the key cause of the global crash in 2008 – and if its
perpetuation today threatened another catastrophic crash in the future. We don’t have to
imagine. The myth is Efficient Market Theory.”
-

David Harding, ‘Efficient Market Theory: when will it die ?’, Winton Capital
Management, February 2016.

A few years ago, a friend crunched some numbers to try and establish the best performing
funds in history. His criteria were challenging. Firstly, he wanted to see audited figures going
back at least 20 years. Secondly, he wanted to see average annualised returns of at least 20
percent. Eleven funds made the final cut.
Berkshire Hathaway (not being a fund) was somewhat generously allowed onto the list, but it
only just squeaked in. More interestingly, though, of those 11 funds, six of them were managed
by trend-followers. You can see the entire list in the table below.
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Source: Lawrence Clarke Investment Management

It’s not just about returns, though – it’s also about risk. So how did trend-following funds fare
in 2008, during the worst investment market in living memory ? Winton Futures, managed by
the David Harding quoted above, made 21 percent in 2008. A smaller and more aggressive
trend-following fund that we invest in returned 109 percent in 2008.
Which is not to say that trend-following funds aren’t volatile. They are. But then so is the
stock market. And investors cognisant of risk are likely to see plenty of it quite soon in bonds
– the supposedly riskless asset that is now essentially uninvestible.
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Investors interested in learning more about trend-following funds could do worse than consult
what is likely to be regarded as the bible of the sector, namely Michael Covel’s Trend Following,
now in its fifth edition.
At a time when most stock markets and just about all bond markets look dangerously
overvalued, we think there’s merit in considering portfolio diversification. One of the more
attractive characteristics of trend-following funds, in addition to their return profile, is their
lack of correlation to traditional markets. The correlation of Winton Futures to the MSCI
World Index, for example, stands at approximately 0.03%. This lack of correlation will likely
stand investors in good stead come the next “correction”.
If the Efficient Market Theory had any validity, the table reprinted above would be empty. As
Michael Covel points out, David Harding does not have a Nobel Prize, but he does have a net
worth of $1.4 billion.
As we wrote for The Spectator recently,
For trend-following to remain relevant in financial markets, just one thing needs to
happen: human nature needs to remain as is. For as long as investors are prone to
cycles of greed and fear, markets and prices will form trends. Trend-followers don’t
attempt to predict those trends, merely to ride them for as long as they last. So the
best trend-following-managers have no view about the market at all: they try tomaintain an open mind and are simply concerned about mechanistically conserving the
capital they manage in order to live to fight another day.
Grotesquely expensive stock and bond markets. Zero or negative interest rates.
Heightened concerns about bank risk, especially in the eurozone (again). Rather than
sheltering meekly in cash or braving the squalls, how about putting some money to
work in one of the most successful long-term trading strategies ever devised?
Trend Following (Fifth Edition) by Michael Covel is published by Wiley.
And highly recommended.

www.pricevaluepartners.com

@timfprice

Tim Price is co-manager of the VT Price Value Portfolio and author of ‘Investing through the Looking
Glass: a rational guide to irrational financial markets’. You can access a full archive of these weekly
investment commentaries here.
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Important Information
Price Value Partners Limited (PVP) acts as investment manager to its professional client VT Price Value Partners ICVC (the Fund). PVP is
not in a marketing group with Valu-Trac Investment Management Limited who act as Authorised Corporate Director (ACD) to the Fund.
PVP also acts as investment manager to private individuals, classified as both professional and retail clients. PVP makes this information
available under its responsibilities as investment manager. PVP has approved the above information in accordance with Section 21 of the
Financial Services and Markets Act 2000 and its Treating Customers Fairly policy (a copy of which is available on request). The ACD makes
use of an exemption under the Financial Promotions Exemption Order to provide this information to investors (or potential investors) of
the Fund. Accordingly PVP has made this document available for your general information. You are encouraged to consider the risks detailed
in the Fund prospectus and any investment management agreement originated by PVP and seek independent financial advice before acting.
We have taken all reasonable steps to ensure the above content is correct at the time of publication. Any views expressed or interpretations
given are those of the author personally. Please note that PVP 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. Price
Value Partners Ltd. is authorised and regulated by the Financial Conduct Authority, registered number 629623.
Ref: 16/2/KC0807
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