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Brief 
Two decades of investment in quantitative research and development and in implementation technology has led 
CFM to the observation that a class of quantitative investment strategies are scalable, sustainable and less prone to 
decay than others. 

This scalability has been, for the most part, not priced appropriately by the hedge fund industry, at least since the 
development of reliable, systematic implementation technologies, including: 

 Execution cost management 

 Systematic risk management 

 Operational controls 

 Network technology 

 Reliable, high quality data 

For the sake of giving them a name, let us call these Behavioral Alternative Beta Strategies, as opposed to the 
Innovative Darwinian Alpha Strategies that form the backbone of our hedge fund business. 

There are certain human behavioral traits that are, a priori, elemental, such as seeking validation through social 
acceptance by adhering to a social contract; in short, one achieves perceived security by “joining the herd”. Trend 
following is a glaring example of this type of behavior. Other strategies exhibit similar persistence driven by yet other 
behavioral dynamics: options, for instance, are generally overpriced, in part as a result of the human propensity for 
loss aversion. 

Six Examples 
Three decades of academic research have demonstrated that markets are only approximately efficient:  a host of 
pricing anomalies have been identified, which lead to strategies with persistent excess returns. Some of these 
anomalies are quite sophisticated and lead to fast arbitrage opportunities that disappear over seconds to days, and 
do not represent, in dollar terms, economically significant deviations from the efficient market story. But some 
anomalies are – perhaps surprisingly – low frequency phenomena that appear to have been present for decades (in 
some cases, centuries), existing across asset classes and geographies. This note aims to demonstrate that six of 
these Alternative Betas are highly significant from a statistical vantage, assuming proper risk control is introduced to 
remove irrelevant sources of noise from either exposure to undesirable risk factors or episodes of heightened 
market volatility. Our set of six is laid out below (see Appendix for statistics and graphs). 

  1 Long-term trend following. The returns over the last 100 days of all major financial markets (stock indices, 
bonds, commodities, currencies) allow one to predict, with some success, future returns. Long-term trend 
is a strategy with a two century track record of success.    

2 Market neutral momentum. Trend following not only works for the market as a whole, it also works in a 
relative way: long-term winners will keep outperforming the market, and long-term losers will continue 
trailing.  This can be tested as a market neutral, risk-managed strategy, using six-month lagged, six-month 
returns (shorter term moves are known to mean-revert). This is a strategy we have back-tested with 
statistical significance since the 1960s in the US, and since 1990 in Europe and Japan.    

3 Value. The classic Fama-French factor: undervalued stocks tend to outperform their peers. Value is 
assessed by looking at the price to book value ratio. Value, like market neutral momentum, has multi-
decade statistical significance. 

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RETURNS. 
PLEASE READ THE IMPORTANT NOTICE RE HYPOTHETICAL RETURNS. 
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Each of these effects makes intuitive sense and is statistically highly significant. We believe, in line with an ever 
expanding strand of academic literature, that behavioral biases and agency problems are strong and persistent. 
Humans cannot be infinitely rational, and are prone to emotions, herding and, at times, panic. The interest of fund 
managers and their clients is often misaligned, and leads to further herding effects and profit chasing strategies. 
These biases appear to be at the origin of the market anomalies described. Having been present for decades, we 
believe they are likely to persist. 

CFM and the Alternative Betas 
Extensive investment in implementation technology enables CFM, a priori, to efficiently harvest the returns of 
Behavioral Alternative Beta Strategies. CFM has launched Institutional Systematic Diversified (“CFM ISD”), a 
diversified portfolio of Behavioral Alternative Betas, across geographies and asset classes, in trend following, 
equity strategies, and risk premia, inclusive of the six examples cited above. 

  

4 Quality.  One can try to assess quantitatively and systematically the quality of reported earnings, via accrual 
and cash flow measures, and the consistency of earnings over time. This leads to another market neutral 
strategy: buy high-quality stocks, sell low-quality stocks. Once again, our back-tests of quality have a 
similar significant history to value and market neutral momentum.     

5 Selling options. It is well known that options carry an insurance risk premium:  option sellers, who act as 
insurers, want to be compensated for the risk they assume. In other words, there are not enough natural 
option sellers to satisfy those looking for protection. Selling options is therefore a profitable strategy on 
average, although it is often referred to as “picking up nickels in front of a steamroller”. Here, however, the 
difference between a risk-managed strategy (where the short position is scaled by the market volatility) and 
a fixed dollar exposure is striking, with the former achieving a reasonable performance over a long period, 
including the 2008 crisis. 

6 Currency carry trade. This is yet another “plain vanilla” strategy, relying on the difference between the 
interest rate paid in different currencies. Borrowing in currencies with low interest rates and lending in 
currencies with high interest rates allows small, but regular profits, which can at times be swamped by an 
adverse currency move. The P&L profile of this strategy is similar to that of shorting options (both have a 
strong negative skew), but is again clearly statistically significant if risk managed and diversified over 
multiple currency pairs. 

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RETURNS. 
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Technical appendix: Six simple market strategies with robust long-term 
returns: 

Long-term trend following. 100-day trend-
following, on major financial markets (stock 
indices, bonds, commodities, currencies), since 
1800. The t-stat1 is larger than 10.   

 

Market neutral momentum. Six-month lagged six-
month returns persists. The combined US/Europe/
Japan t-stat is 7.8 

 

Value. Invests in stocks with high book-to-price in 
a market and sector neutral fashion. The combined 
t-stat is 5.2     

Quality. Invests in companies with high cash flows 
compared to total assets regardless of the stock 
price. Combined t-stat of this market and sector 
neutral strategy is 5.9.

 

1 The t-stat is a measure of statistical significance. A t-stat 
greater than 3 is considered highly significant.  

Selling options. We have simulated selling delta-
hedged at-the-money straddles on 6 assets. 
Constant risk is achieved through feed-back on the 
1-month realized volatility. Note that the drawdown 
following the 2008 crisis is moderate when risk 
managed. We also show the P&L of shorting a 
fixed number of contracts on only the S&P 500 
index. 

 

The currency carry trade. Amounts to borrowing 
in currencies with low interest rates and lending in 
currencies with high interest rates. The t-stat is 4.0 
with the last ten years flat, but including other 
currencies (e.g. KRW, NZD) would improve the last 
period.   

 

Risk control allows one to remove irrelevant 
sources of noise, coming either from an undesired 
exposure to spurious risk factors or to episodes of 
large market volatility. The simulations presented 
are risk-controlled such as to deliver constant 
volatility returns while our “market neutral 
strategies” (momentum, value and quality) are also 
neutral to sectorial risk factors. 
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Important Notes 
The performance figures presented in this paper are simulated net of commissions, financing cost and slippage, but 
gross of advisory fees and risk free rate on collateral. The performance figures represent SIMULATIONS and may 
thus be considered HYPOTHETICAL. 

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE 
DESCRIBED BELOW. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT IMPLEMENTING THESE 
STRATEGIES WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, 
THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS 
AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. 

ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY 
PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT 
INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT FOR 
THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO WITHSTAND 
LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF TRADING LOSSES ARE 
MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE 
NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION 
OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE 
PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS AND ALL OF WHICH CAN ADVERSELY 
AFFECT ACTUAL TRADING RESULTS. 

 No representation is made about the performance of hypothetical portfolios or their suitability or potential benefits 
for any client or investor and no advice or recommendation is given with respect to such hypothetical portfolios, 
which are included herein for illustration purposes only. 

This material and any views expressed herein are provided for information purposes only and should not be 
construed in any way as an endorsement or inducement to invest in any specific program. Before investing in any 
program, you must obtain, read and examine thoroughly its disclosure document or offering memorandum. 

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RETURNS. 
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