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Introduction 

Welcome to CFM’s Alternative Beta Matters Quarterly 
Newsletter. 

Within this report we recap major developments in the 
Alternative Industry, together with a brief overview of 
Equity, Fixed Income/Credit, FX and Commodity markets 
as well as Trading Regulations and Data Science and 
Machine Learning news. All discussion is agnostic to 
particular approaches or techniques, and where 
alternative benchmark strategy results are presented, the 
exact methodology used is given. It also features our ‘CFM 
Talks To’ segment, an interview series in which we discuss 
topical issues with thought leaders from academia, the 
finance industry, and beyond.  

We have included an extended academic abstract from a 
paper published during the quarter, and one whitepaper. 
Our hope is that these publications, which convey our 
views on topics related to Alternative Beta that have arisen 
in our many discussions with clients, can be used as a 
reference for our readers, and can stimulate conversations 
on these topical issues. 

  

1 May 2020 
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Quarterly review 

Quantitative overview of 
key developments in Q1 
2020 

Alternative industry performance 

The COVID-19 pandemic is an unprecedented and global 
disruptive force, with various mitigation measures playing 
havoc on all parts of daily life.  

A resulting sharp and immediate slowdown in global 
economic activity, coupled with failing aggregated 
demand for oil, sent risk assets tumbling into bear 
territory. The S&P 500 Index lost more than 30% of its 
value in one month, US Treasury yields reached record 
lows, credit spreads widened, and the CBOE VIX spiked to 
an all-time high close. 

Alternative asset manager performance exhibited high 
levels of dispersion in Q1. The HFRX Macro Systematic 
Diversified Index finished 0.8% higher, while the HFRX 
Global Hedge Fund Index fell 6.9% (all while the S&P 500 
Total Return Index fell 19.6%). Two notable outlier 
strategies were the Emerging Market Composite and 
Equity Hedge indices: emerging market assets suffered a 
record fire sale, scoring the highest ever net outflows in Q1, 
while Equity Hedge managers struggled to navigate 
within a market environment where cross-correlations 
between securities approached one. 

Total return for Equity Market Neutral (EMN) and CTA hedge 
fund indices over the past year1 

 

 

 

  
1 The EMN index is that calculated by HFR, while the CTA index is calculated by Société Générale. 
2 For the EUR/USD exchange rate we use the Bloomberg defined EURUSDV1M ticker. The VIX,  TYVIX, and 

OIV indices are calculated and published by the CBOE. 
3 We estimate effective FX volumes to be a factor of 5-10 more than this due to the extra liquidity 

available through the spot markets. 

The principal implied volatility indices across four asset classes 
over the past year2 

 

The log of the dollar risk weighted average daily volume across 
futures on the four asset classes over the past year3 

 

The return of the generic trender4  referenced in the text over 
the past year 

 

HFRX Indices quarter performance 

 

Figure 1: HFRX Indices total quarterly returns. 

The performance of Commodity Trading Advisors (CTA) 
garnered particular attention, the strategy of which was 

4 Our generic trender is calculated as laid out in our ‘Two centuries of trend following’ paper, which is 
available on our website: https://www.cfm.fr/insights/two-centuries-of-trend-following. The trend signal 
is calculated as the difference of the last price and an exponential moving average of the past 5 
months’ prices, divided by the volatility: 𝑆𝑛(𝑡) =  

𝑝(𝑡−1)− 〈𝑝〉𝑛,𝑡−1

𝜎𝑛(𝑡−1)
 . The instruments are equally risk weighted 

in the portfolio. 

https://www.cfm.fr/insights/two-centuries-of-trend-following
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one of the top performers during Q1. The Société Générale 
(SG) CTA5 and SG Trend indices realised gains of -0.54% 
and 2.3% respectively, demonstrative of their non-
correlated return characteristics and ability to generate 
'crisis alpha' (as was equally observed during the Global 
Financial Crisis (GFC)). The BarclayHedge CTA Index6 
rounded out the period in positive territory, gaining 1.3%.  

While the hedge fund industry registered healthy flows in 
January and February, heavy redemptions in March 
pushed the needle back into negative territory for Q1, with 
net flows totalling negative USD 8 billion. The outflows, 
however, was largely due to the nature of many hedge 
funds’ liquidity provisions – often offering monthly liquidity 
with relatively short notice periods. Especially many CTAs – 
a strategy typically providing ready liquidity – came under 
fire as investors scrambled to find cash in the ‘liquidity 
rush’. According to some estimates, nearly 80% of CTA 
funds had redemption calls in March. 

A key feature of markets in Q1 was the liquidity squeeze 
during March, amidst the ‘rush to liquidity’. Stocks became 
increasingly vulnerable to exacerbated moves, as the 
depth of the market reached record low levels – see figure 
2. The heterogeneity between price movements and 
market shocks is well documented and understood. 
However, evidence suggests that there are asymmetric 
effects, implying a more rapid reduction in market depth 
during severe and unexpected shocks to the market 
(which one could argue was present during March). 

CME E-Mini S&P futures market depth 

 

Figure 2: Market depth is a reference to the number of resting 
orders in the central limit order book (CLOB). It is an indication of 

  
5 The Société Générale CTA Index is an equal-weighted index of the twenty largest (as measured by assets 

under management) trend following CTAs, who are recognised as such within the industry and are 
open to new investment. For construction methodology and a full list of constituents, see: 
https://cib.societegenerale.com/en/prime-services-indices/ 

6 The BarclayHedge CTA Index provides monthly performance data for a large selection of managed 
future managers, going back to 1980. Constituents and methodology can be obtained on the 
BarclayHedge website: https://www.barclayhedge.com/research/indices/btop/ 

the market's ability to absorb large market orders without market 
impact (i.e. pushing the price of the security). Typically, the 
‘shallower’ the market, the more prices are ‘pushed’. That is to say, 
lower liquidity mechanically leads to higher price impact, and is 
an important driver of heightened market volatility. 

Another strategy that came into its own during Q1, given 
the heightened volatility (the VIX reached a record close), 
was long volatility and tail risk managers. These two 
strategies are designed to provide crisis alpha and tail risk 
protection for institutional portfolios during periods of 
extreme market distress.  

Amongst alternative risk premia strategies, returns were, as 
in previous quarters, dented by the underperformance of 
equity market neutral portfolios. The Société Générale 
Multi Alternative Risk Premia Index7 posted an 8.7% 
negative return over the quarter. 

Looking at the non-specific returns across asset classes 
with the application of a generic trender signal,8 
performance from Short Term Interest Rates fared best 
overall, mostly driven by long Eurodollar positioning as the 
3-month Libor slipped 46 basis points amidst the 
substantial monetary policy easing. Commodities also 
delivered good performance, with the majority of 
contracts showing positive performance. Within the 
Commodities asset class it was, however, short positioning 
in Energy (especially Brent and Crude), that contributed 
the most as the fortunes of these soured even further 
during the quarter. All other aggregated asset classes also 
showed positive performance.  

The one year rolling average absolute correlation between 
all futures contracts, taken as an indicator of CTAs’ ability 
to diversify, spiked dramatically in Q1, reaching close to 
25% at the end of March from ~15% at the end of 2019. 
Meanwhile, the negative correlation between bonds and 
equities (with the US 10-year and US benchmark indices 
taken as proxies), increase slightly during the first weeks of 
the year, before diminishing quite sharply in March.   

Trading news and regulation 

JPMorgan, Goldman Sachs, and most recently BlackRock, 
are some of the high-profile backers of MEMX, a new US 
equities exchange. The exchange, originally launched by 
other large banks and high-frequency traders, takes aim at 
high trading and data-related fees charged by markets, 

7 The Société Générale Multi Alternative Risk Premia Index is an equal-weighted index of funds, capturing 
the returns of managers employing multi risk premia investment strategies across multiple asset 
classes.   

8 Our generic trender is calculated as described in our ‘Two centuries of trend following’ paper, which is 
available on our website: https://www.cfm.fr/insights/two-centuries-of-trend-following. The trend signal 
is the sign (either +1 or -1) of the difference of the last price and an exponential moving average of the 

past 5 months’ prices, divided by the volatility:  𝑆𝑛(𝑡) =  
𝑝(𝑡−1)− 〈𝑝〉𝑛,𝑡−1

𝜎𝑛(𝑡−1)
 

https://www.ft.com/content/886fc0ee-5305-11ea-8841-482eed0038b1
https://www.ft.com/content/6aad5b60-5378-476f-9636-4d06017fff9e
https://www.cfm.fr/insights/two-centuries-of-trend-following
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which the SEC considers possibly excessive. The 
crackdown on fees has been at the forefront of the SEC’s 
agenda, and has led to exchanges to even question its 
authority on the matter. While a winner has yet to emerge 
on the legal side, the recent approval of MEMX by the SEC 
leads the way in challenging the high-fee business model 
instead. The fledgling exchange, which is still a long way 
off from printing its first trade, hopes to have the majority 
of market makers among its trading members when it 
goes live, which is expected in late-2020 according to 
their website. 

Across the pond, Germany is seeking to introduce an EU-
wide Financial Transactions Tax (FTT) during its upcoming 
presidency of the European Union (EU) between July and 
December 2020. The United Kingdom has long opposed 
the tax in order to protect its financial industry, but post-
Brexit they are no longer directly threatened by the 
proposal and are unlikely to affect the debate. Among 
remaining EU members the proposal is not unanimously 
supported, with notably Austria resisting – at least in its 
present form. On the other hand, a domestic FTT bill has 
been approved by the government in Spain and is now 
making its way into parliament. The topic has also been 
picked up in the US by democratic contenders including 
Elizabeth Warren and even Michael Bloomberg, but the 
frontrunner Joe Biden has also been open to the idea in 
the past. In the wake of the COVID-19 epidemic opinions 
differ whether FTT would hinder recovery from the 
ensuing crisis or, just the opposite, should be seen as a way 
to fund such a recovery. While the ultimate effect of FTT 
on the broader electorate is unclear, its transformational 
strength and chance of becoming reality in 2020 should 
not be underestimated. 

Average monthly dollar equity market volume in billion USD 

 

Typical bid-ask spread in six major groups of equities in  
basis points 

 

 

Average bid-ask spread on five future asset classes in basis 
points  

 

Data Science & Machine Learning 

Machine Learning continues to be an important topic for 
CFM: in February we hosted the Paris Machine Learning 
Meetup where we shared, with the Machine Learning 
community, what being a quantitative asset manager is all 
about. This exchange covered areas such as data sources, 
IT infrastructure and research capabilities. We were also 
very fortunate to hear presentations on the practically 
important (and non-trivial) life cycle of machine learning 
models in production (by Quantmetry); on the ethics of 
machine learning applications like emotion recognition; 
and on the latest progress in optics-based computing 
hardware (by LightOn). 

We keep giving back to the community through blogs, 
open-source projects and open research. One of our 
researchers, for example, published his experience and 
tips on editing computation notebooks in various popular 
editors for increased productivity. We also published a 
new open-source program, pytest-monitor, which allows 
the resources consumed by a program (run time, memory, 
etc.) to be monitored—this is important for ensuring that 
production code runs as expected, for example. We also 
contributed to an important data analysis workflow tool, 
snakemake, which helps to reproduce data analyses. 
Finally, in order to complement one of our recent research 
papers on portfolio optimisation, we published the 
associated notebook and code to enable readers to test 
results from the paper and experiment on their own. 

Market highlights 

Equity indices  

The equity market sell-off, and the speed at which the 
longest equity bull-market in the US came to an end, has 
been well documented. In this quarterly newsletter, we 
choose to focus on a selection of market features observed 
during the sell-off.  

https://www.reuters.com/article/us-ice-nyse-sec/nyse-argues-some-exchange-related-fees-fall-outside-secs-domain-idUSKBN2062SQ
https://www.reuters.com/article/us-ice-nyse-sec/nyse-argues-some-exchange-related-fees-fall-outside-secs-domain-idUSKBN2062SQ
https://www.nytimes.com/reuters/2020/05/05/business/05reuters-usa-exchanges-memx.html
https://memx.com/
https://eutoday.net/news/business-economy/2020/german-eu-presidency-will-impose-financial-transactions-tax-says-merkel
https://eutoday.net/news/business-economy/2020/german-eu-presidency-will-impose-financial-transactions-tax-says-merkel
https://www.reuters.com/article/germany-austria-tax/austrias-kurz-we-want-a-financial-transaction-tax-but-reject-german-proposal-idUSS8N29Z01E
https://www2.deloitte.com/lu/en/pages/tax/articles/bill-spanish-financial-transaction-tax.html
https://www.internationaltaxreview.com/article/b1l32g557zrkh0/spain-analysing-new-bills-on-digital-services-and-financial-transactions
https://www.internationaltaxreview.com/article/b1l32g557zrkh0/spain-analysing-new-bills-on-digital-services-and-financial-transactions
https://www.politico.com/newsletters/morning-money/2020/02/19/bloomberg-tries-to-get-tough-on-wall-street-785530
https://www.washingtonpost.com/business/2019/09/26/biden-advisers-weigh-new-wall-street-tax-warren-sanders-pitch-aggressive-levies-wealthy/
https://www.ft.com/content/23f5ee2e-47fb-4580-9f80-8e80517a60bc
https://www.ft.com/content/23f5ee2e-47fb-4580-9f80-8e80517a60bc
https://www.ft.com/content/e4214bf6-0bc2-4044-8d37-955a8bf917aa
https://www.ft.com/content/e4214bf6-0bc2-4044-8d37-955a8bf917aa
https://www.quantmetry.com/
https://lighton.ai/?cn-reloaded=1
https://medium.com/capital-fund-management/productivity-jupyter-notebooks-inside-an-ide-7c42ccc2fcce
https://medium.com/capital-fund-management/productivity-jupyter-notebooks-inside-an-ide-7c42ccc2fcce
https://pytest-monitor.readthedocs.io/en/latest/introduction.html
https://github.com/CFMTech/snakemake
https://github.com/CFMTech/Deep-RL-for-Portfolio-Optimization
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One hallmark that attracted much interest, was the 
relative outperformance of many indices and individual 
securities tagged as being ‘superior’ on various (or 
aggregated) ESG metrics.  

An argument goes that the COVID-19 crisis has 
highlighted many of the (previously existing) fragilities of 
the global economy and put into doubt the reliance on 
the continued, growth of many industries. Many investors 
who have already been convinced of the need of a 
paradigm shift in capital allocation, are likely to be joined 
by some hold outs, and, it seems that the near-
indiscriminate sell-off was not universal to all sectors, nor 
‘good’ firms as scored on ESG-related metrics. Investors 
seemed to have favoured those stocks (sectors) that are 
better ‘rated’ or score better on certain ESG-related 
metrics. One could conclude that the market may be 
discounting the future cash-flows and earnings potential 
of these companies more favourably than their poorer-
rated ESG cousins, especially given the lingering effects 
that the crisis may produce.  

An autopsy of performance during Q1, short of testing for 
statistical significance or controlling for other risk premia, 
is suggestive, showing that many of the reports and 
commentary purporting this narrative holds some truth. In 
figure 3, we show a boxplot of the performance of stocks, 
ranked by their overall ESG-profile.  

2020 Q1 US equity performance by ESG rating 

 

Figure 3: We sorted the firms of the Russell 1000 Index into 
deciles based on each firms’ aggregate (headline) Sustainalytics 
ranking. Those companies that ranked better according to their 
overall Sustainalytics rank as of 1 January 2020 (100 = best), 
suffered a shallower sell-off than those firms ranked worse. The 
mean percentage return between 21 February and 23 March for 
companies in the bottom decile was -41.3%, compared to the -
34.6% for the companies in the top decile. There were also fewer 

outliers amongst those companies that scored better. This 
ranking is a relative (to industry peers) percentile rank that 
incorporates a company's “level of preparedness, disclosure and 
controversy involvement across all three ESG themes”. We 
checked for robustness with data from RobecoSam (another well-
known ESG data provider), and while the correlation between the 
assigned scores to each company of these two providers is low 
(this is well documented and we have written about this in the 
past), the results using this data provider produced similar results. 
There seems to be a near-linear relationship between the decile 
ranking of the securities and the magnitude of the sell-off during 
Q1. The reader should bear in mind that this study only covers 
those securities for which a ‘Sustainalytics’ score exist, i.e. 634 
securities of the Russell 100 Index. 

Another hallmark of market activity in Q1 was the sharp 
and severe spike in volatility - see figure 4. The CBOE VIX 
Index made headlines after having set a record high close 
of 82.69 on 16 March, the same day that the S&P 500 set 
its worst daily price change since Black Monday in 
October 1987, dropping nearly 12%. While the conditions 
were similar to those observed during the GFC, VIX futures 
beyond the front contract also registered big moves, 
suggesting that investors are expecting a protracted 
period of large price swings. The term structure entered 
into steep backwardation, which acted as a further benefit 
for holders of long volatility exposure.  

VIX level and termstructure 

 

Figure 4: A scatterplot illustrating the relationship between the 
slope of the VIX term structure on the y-axis, i.e. whether it is 
positive or negative (positive sloping with maturities in the future 
having higher values than the spot) and the level of the VIX on the 
x-axis). The highest ever close of the VIX was on 16 March (dot in 
red), with the top 10 highest closing values of the index now 
neatly split between Q1 2020 and Q4 2008.  The term structure 
exhibits, most of the time, a positive slope (as indicated by values 
> 0 on the y-axis) but turns negative when the level of the VIX 
increases. The term structure also slipped into the most negative 
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level on the same day as the VIX reached a record high close. The 
points in grey (Q4, 2008) and dark green (Q1 2020) constitute the 
overwhelming majority of outliers. 

As for performance, when applying our generic trender 
signal, short exposure to the S&P TSX Toronto 60 contract 
emerged as best performer. While most global indices 
ended the quarter well into the red, the Canadian 
benchmark, disproportionality exposed to Energy markets 
owing to the large Oil & Gas component of the index – 
reflective of the Canadian economy – dropped 26.1% 
(underperforming the S&P 500 by nearly 6%).  

Just trailing the TSX was a long position in the VSTOXX 
contract (the implied volatility contract of the underlying 
Eurostoxx 50 Index), the contract having jumped 90% 
over the quarter. The VSTOXX contract was, consequently, 
also the most overbought contract, reaching a maximum 
Relative Strength Index (RSI)9 of 86 points on 17 March, 
one day after the VIX closed at a record high. On the 
contrary, the Eurostoxx 50 contract featured the lowest 
RSI of 24 points, registered on 17 March. 

Meanwhile, the FTSE CHINA A50 featured the worst 
performance with our trender applied. The Chinese 
market exposed an already strong reversal by mid-January 
as the gravity of the coronavirus in the country became 
apparent. Markets there, however, both managed a 
rebound during the early week of February, and a shallower 
drawdown when falling in unison with other global markets 
during the second and third weeks of March.  

Finally, the CBOE Skew Index,10a widely tracked measure 
to gauge investors’ sensitivity to skew risk, i.e. the 
likelihood of large ‘outlier’ returns in the S&P 500, reached 
132 points on 19 February (a level closer to 100 indicates a 
normally perceived distribution of returns ), just before the 
start of the significant sell-off.  

CBOE VIX index 

 

  
9 Defined according to https://www.investopedia.com/terms/r/rsi.asp. The RSI varies between 0 and 100 

with 70 implying an instrument is overbought and 30 implying the instrument is oversold.   

Nikkei Implied Volatility Index

 

Stocks and equity factors  

Global stocks entered a bear market in record time. 
Performance showed substantial dispersion across both 
sectors and regions. Factor-based investment strategies 
recorded a negative quarter, with the HFRX Equity Market 
Neutral Index (HFRXEMN) down -7.8%.  

In a reproduction of the Fama-French-Carhart factors, the 
Small Minus Big (SMB), or Size factor showed the worst 
returns in the US, followed by Japan. Small caps 
substantially underperformed large caps, with consensus 
suggesting that larger companies are more likely to 
weather any likely protracted effects of the coronavirus 
impact. Better capitalised, with more favourable access to 
funding, the expectation is that their longevity is more 
secure than smaller firms. Technology behemoths 
(FANGS) like Amazon and Microsoft have outperformed, 
with the technology sector contributing more firms to 
large cap than small cap portfolios (FANGS now constitute 
~1/5 of the market cap of the US S&P 500). Surprisingly, 
however, the SMB factor was slightly better than flat in 
Europe.   

The High Minus Low (HML) factor registered substantial 
negative returns in all regions. The US fared particularly 
poorly, with Growth stocks (typically the cohort of 
Technology stocks) outperforming. 

The Up Minus Down (UMD) factor, meanwhile, did well in 
all regions. A large part of the good performance can also 
be attributed to a bias towards the technology sector. 

Turning to the long only implementations of factors, 
Growth Indices performed the best over Q1. Quality stocks, 
especially in the US, were slightly behind Growth, driven 
by the bias of the Technology sector. Momentum 
followed, but it was Value indices that suffered the most 
negative returns over the quarter.  

 

 

10 For more information on the CBOE Skew Index, please refer to the official documentation and the 
methodology on the official website: http://www.cboe.com/products/vix-index-volatility/volatility-
indicators/skew 

https://www.investopedia.com/terms/r/rsi.asp
http://www.cboe.com/products/vix-index-volatility/volatility-indicators/skew
http://www.cboe.com/products/vix-index-volatility/volatility-indicators/skew


CFM Alternative Beta Matters 

 www.cfm.fr 08 

Russell Growth vs Value 

 

Figure 5: The ratio of the Russell Growth to Value indices which 
hit a record high during March.  

The Fama-French factors for the last year in Europe, Japan & US 

 

 

 

 

High Minus Low (HML) corresponds to a market neutral 
(MN) portfolio long the high book to price stocks and 
short the low book to price stocks. Small Minus Big (SMB) 
corresponds to a MN portfolio long the small market cap 
stocks and short the large market cap stocks. Up Minus 
Down (UMD) corresponds to a MN portfolio long the 
historical winners and short the historical losers. In each 
case, the grey line is downloaded from Kenneth French’s 
website, while the green line is the CFM reproduction of 
the Fama-French portfolios. The methodology can be 
attributed to Eugene Fama and Kenneth French and is 
not explicitly used in any CFM product. 

Fixed income  

Global fixed income delivered positive returns in Q1, with a 
basket of investment grade sovereign and corporate 
bonds gaining 3.2%. As the coronavirus caused 
widespread uncertainty, risk exposure was quickly pared-
back and the safety of bonds was sought. Governments 
and central banks also took swift action to buttress the yet 
fully determined, but likely monumental magnitude of the 
economic damage: the US Federal Reserve cut interest 
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rates twice; the European Central Bank (ECB) announced 
the EUR 750 billion ‘Pandemic Emergency Purchase 
Programme’ (PEPP) to fund the purchases of government 
and corporate bonds; and the Bank of England (BoE) cut 
its official bank rate by 65 basis points to 0.1%. US 
investment grade bonds ultimately saw a record month of 
issuance in March, as the Federal Reserve announced it 
would buy corporate bonds. 

As investors piled into bonds, and central banks 
worldwide committed to vast bond purchases, bond 
yields saw significant declines as bond prices rose. The US 
10-year benchmark slipped below 1% for the first time in 
its history after the unscheduled, 50 basis point 
emergency rate cut by the Fed on 3 March. The 10-year US 
Treasury yield continued to drop, hitting a record low of 
0.54% on 9 March – see figure 6.   

Riskier fixed income categories, however, registered 
substantial losses as risk-aversion peaked, with the 
Bloomberg Barclays Global High Yield TR Index dropping 
15%. High-yield credit in those sectors most impacted by 
the coronavirus, notably leisure and energy, was especially 
hard-hit. 

US Treasuries Yield Curve 

 

Figure 6: The US 10-year yield dropped from 1.92% to 0.67% over 
the quarter. Meanwhile, the German 10-year Bund yield fell 30 
basis points, from -0.19% to -0.47%, and France 10-year OAT from 
0.12% to zero.  

The volatility of government bonds also increased: the 
CBOT TYVIX Index reached 16.4 points on 19 March – a 
record high. During the first weeks of March, 
indiscriminate liquidation in most all asset classes (as 
investors rushed to cover responsibilities elsewhere), saw 
yield pick-up and bond-equity correlations falter – see 
figure 7. This simultaneous fall in prices of equity and 

bonds was largely to blame for, amongst others, the poor 
performance seen by risk parity funds.  

Mini-S&P 500 / US Futures Correlation 

  

Figure 7: The 20-day moving average correlation between 
Equities (mini-S&P) and Bonds (US 10-year Futures) during Q1. The 
negative correlation between the two contracts tightened 
significantly during the final week of February, and fell to as low as 
-0.25% on 12 March.     

A widely considered (and unusual) faux pas by ECB 
President Christine Lagarde during the central bank’s 
monthly news conference in March, saying that they were 
“not here to close spreads” between the borrowing costs of 
member states, again highlighted unease about Italy’s 
fiscal health, especially being the continent’s worst 
affected state. Her comments, unsurprisingly, sent Italian 
bond yields sharply higher along with the spread between 
German and Italian 10-year benchmark yields, which is 
largely employed as a gauge of market sentiment during 
times of financial stress. The spread reached -2.6% on 17 
March, from the less than -1.5% at the beginning of the year. 

The ECB president quickly walked back her comments, 
saying that they were “fully committed to avoid any 
fragmentation” in bond markets. 

When applying our generic trender, the Canadian 10-year 
was the best performing contract, while the Japanese 
Government Bond (JGB) 10-year the worst. The yield on 
the Canadian 10-year benchmark fell just over 1% in Q4, as 
markets positioned towards safer assets. The JGB, 
meanwhile, featured a choppy quarter.  

The lowest RSI of 39 points was reached on 23 March by 
the Japanese 10-year Bond, while the Australian 10-year 
recorded the highest RSI of 74 points on 10 March (when, 
incidentally, all major sovereign bond benchmark 
contracts reached their peak RSI for the quarter. The 
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highest RSI in Short Term Interest rates, meanwhile, was 
that of the Eurodollar (84 points), reached on 10 March.  

The return of Barclays Global Aggregate Bond Indices for the 
last year 

 

Commodities 

Commodity markets endured a challenging quarter as 
global demand withered. The S&P GSCI Total Return Index 
ended 42.3% lower, with the coronavirus pandemic 
affecting both the demand (sudden-stop in economic 
activity) and supply (through various mitigation measures 
limiting e.g. activity and disrupting supply chains) of 
commodities. Especially the energy component dragged 
as oil prices tumbled as demand evaporated and talks 
between OPEC and other oil producers, including Russia, 
yielded no agreement on production cuts or the extension 
thereof. Brent and WTI Crude contracts fell 66% and 
66.5% respectively as travel and transport (accounting for 
approximately two-thirds of oil demand) was heavily 
curtailed. The CBOE/Nymex Oil Volatility Index accordingly 
jumped, reaching a record 202 points on 20 March (from 
the ~28 points at the beginning of the year). These two 
contracts were, consequently, the best performing 
contracts with the generic trender applied. Overall, the 
crashing Crude contract also registered the lowest RSI: 26 
points on 19 March. 

China, the world’s preeminent consumer of many raw 
materials, equally saw demand wane, with the China 
Manufacturing PMI printing 35.7 for February – the lowest 
level since the series began. The fall in PMI was 
accompanied by a precipitous fall in Industrial metals, 
with the Copper contract – the popular bellwether to 
gauge industrial demand (especially in China) – falling 
20.3% in Q1.  

Precious metals fared better, but mostly on account of 
Gold, the contract of which gained a modest 4% as 
investors piled into safe-havens. Gold was, nonetheless, not 
immune to the panic selling in early March as investors 
were made to liquidate positions to cover losing equity 
and corporate bond positions and meet margin calls. The 
Gold contract lost nearly 12% between 9 – 16 March. The 
price of Gold, however, quickly recovered along with 
massive central bank stimulus – see figure 8. Gold has 

historically performed well during those periods when the 
Fed embarked on liquidity (QE) operations and declining 
interest rates, as it did during the GFC. In figure 8 one 
observes the dramatic spike in the size of the Fed balance 
sheet starting at the end of 2008, and the rise in the price 
of Gold which nearly doubled by mid-2011. 

The yellow metal also registered the highest RSI among 
commodities, reaching 67 points on 25 February.  

Gold spot and Fed Balance Sheet 

 

Figure 8: The size of the Federal Reserve Balance sheet (as a 
percentage of GDP) on the right-hand axis, and price of Gold in 
US dollars per fine ounce on the left hand axis. Gold bulls are 
pointing to the very high correlation between Fed quantitative 
easing measures, and the likely effect on inflation as justification 
for higher bullion prices. The relationship between monetary 
policy easing and investors’ demand for stores of non-interest 
bearing assets is, however, contentious. While a spike in QE has 
seen the price of Gold rise, the relationship did not hold in 2011 
despite a rise in the Fed balance sheet. During the GFC, the then 
unprecedented asset buying program made investors fear 
inflation. Since, however, inflation has remained stubbornly low, 
despite further Fed stimulus, and the price of Gold receded. The 
continued rise of the price of Gold is an interesting test to see if 
inflation is likely to increase given the vast amount of stimulus. 

Coffee, meanwhile, was the worst performer with our 
generic trender applied. The global benchmark Arabica 
contract fell 20% during January as broad 
macroeconomic uncertainty and lower demand 
(especially from China) exerted negative pressure on the 
market. The particular weakness of the Brazilian real in Q1 
(see FX section below) also played a supportive role in 
dragging down the price, as exporters – keen to get their 
hands on hard-currency – put more coffee to market. 
Moreover, better supply prospects (the 2020/21 Brazilian 
crop is a so-called ‘on-year’ of the biennial Arabica cycle, 
signifying likely better crop and yields) dragged on the 
price. Meanwhile, from February onwards, the price 
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recovered, fanned by the spread of the coronavirus and 
the difficulty of hiring and managing labour for harvest 
and transport. 

The one year return of the S&P GSCI, GSCI Non-Energy, and 
Bloomberg Commodity Spot indices  

 

FX 

The US dollar ended the quarter slightly stronger, with the 
DXY dollar index gaining 2.8%. The modest gain does 
however belie a very volatile period for the currency, with 
four distinct trading directions in Q1.  

1. From the beginning of the year through 20 
February, the greenback gained ~3.6% as global 
investors, surveying the outbreak of the 
coronavirus and the mounting impact on Asian 
(and European) economies, opted to pile into US 
assets. Prospects for the US economy were 
looking up, foreign fundamentals were looking 
shaky, and US yields were still much more 
generous than most other developed markets, all 
acting as a pull for dollar assets.  

2. As, however, the spread of the coronavirus started 
looking evermore ominous, with the impact on 
the US looking more severe, markets started 
betting that the Fed was likely to cut rates. That 
rate cut came, in the form of an emergency rate 
reduction of 50 basis points (Fed funds rate to 1-
1.25%) on 3 March. Yields duly fell, with the US 10-
year benchmark slipping below 1% for the first 
time. The dollar sank, losing 5% by the time the 
market found a bottom on 9 March. 

3. Between 9 – 20 March the dollar gained a 
staggering 8.4% despite the Fed announcing a 
further rate cut on 16 March. But companies 
fearing major business disruption started 
hoarding cash; investors liquidated assets on a 
massive scale; and financial institutions boosted 
their holdings of the world’s reserve currency to 
roll over dollar liabilities – all adding upward 
pressure to the dollar.  

4. However, during the final week the dollar gave up 
4.3%, registering its biggest weekly decline since 
1985. Consensus suggested a combination of a 
relaxation of funding stress (see fig 9); repatriation 
of funds at quarter end; further liquidity measures 
announced by the Fed; as well as dismal 
economic data from the US (notably the jump in 
jobless claims to 3.28 million during the last week) 
as drivers for the sell-off.    

USD Borrow Premiums 

 

Figure 9: US dollar three-month cross-currency basis for yen, euro, 
and sterling – a key indicator of funding stress for global investors. 
The dearth of dollar supply during the first weeks of March sent 
the cost of borrowing dollars to record highs. As the Fed 
committed to extending swap lines (by USD 360 billion) with 
global central banks, dollar supply picked up, with the borrowing 
premiums back to levels before the liquidity crunch (getting even 
cheaper towards the end of the month), the DXY fell 4.3% during 
the final week of March.  

Amongst the market turmoil, it was ultimately emerging 
market currencies that saw the biggest declines. The JP 
Morgan Emerging Market Index shed 13.1%. Emerging 
market currencies are typically beneficiaries of lower 
developed market rates (all else being equal), as it boosts 
the attractiveness of those countries’ assets and the carry 
trade – where investors borrow in low-yielding currencies 
to invest in higher-yielding ones. However, with central 
banks in those countries also taking unprecedented steps 
(including monetary policy measures), and immense 
uncertainty about the longer-term impact of the 
pandemic lingering, investors have seemingly erred on the 
side of caution: triggering a record outflow from emerging 
markets in March as investors sold USD 52.4 billion and 
USD 31.0 billion of equity and debt respectively. The 
uncertainty about global growth prospects, and especially 
demand for commodities, made investors very risk averse 
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towards to currencies deemed riskier. Also, the returns on 
carry trade strategies suffered, with the Credit Suisse FX 
Rolling Optimised Carry Index Majors – an index that is 
derived from short-term interest rate differentials against a 
base currency (USD in this example) and the ten most 
liquidly traded emerging market currencies – was down 
4.3% in March (and -4.5% for the quarter). 
 
Applying our generic trender, the Brazilian real was the 
best performer among all currencies. The real was the 
worst performing emerging market currency in Q1 
amongst all those tracked by Bloomberg, losing 22.6% 
against the dollar to the benefit of the trender’s short 
exposure. The real plunged to a record low in March, 
crossing above five to the US dollar for the first time. The 
Brazilian economy, a major commodity exporter, has been 
battered by the lack of demand, especially from China – its 
largest trading partner. The government has moreover cut 
an already lowered economic growth forecast by another 
0.3 points during Q1. Contrarily, the Indian rupee was the 
worst performer for the trender. 

The Swiss franc, reached the highest RSI of 67 points on 10 
March, as investors scrambled for safe-haven assets. The 
lowest RSI was attained by the Norwegian krone (21 on  
23 March).  

Extended abstract 

Co-impact: Crowding 
Effects in Institutional 
Trading Activity 

Paper by Frederic Bucci, Iacopo Mastromatteo, 
Zoltan Eisler, Fabrizio Lillo, Jean-Philippe 
Bouchaud, and Charles-Albert Lehalle 

This paper is devoted to the important yet unexplored 
subject of crowding effects on market impact, that we call 
“co-impact”. Our analysis is based on a large database of 
metaorders by institutional investors in the U.S. equity 
market. We find that the market chiefly reacts to the net 
order flow of ongoing metaorders, without individually 
distinguishing them. The joint co-impact of multiple 
contemporaneous meta orders depends on the total 
number of meta orders and their mutual sign correlation. 
Using a simple heuristic model calibrated on data, we 
reproduce very well the different regimes of the empirical 
market impact curves as a function of volume fraction φ: 
square-root for large φ, linear for intermediate φ, and a 

finite intercept I_0 when φ→0. The value of I_0 grows with 
the sign correlation coefficient. Our study sheds light on 
an apparent paradox: How can a non-linear impact law 
survive in the presence of a large number of 
simultaneously executed metaorders?  

Other news 
 CFM hosted its first online Food for Systematic 

Thought webinar on April 8. Pierre-Alain Reigneron, 
product specialist in our New York office, discussed 
how one can systematically navigate volatile markets. 
Please reach out to your IR representative for a replay 
and for more information about upcoming events. 

 Our Head of Data Analytics, Charles-Albert Lehalle, 
spoke at the Annual Euronext Conference in Paris on 
'Alternative data: towards a new corporate governance 
and price formation paradigm?' See all the event 
details here: 
https://admin.eventdrive.com/public/events/7165/webs
ite/home 

 Given recent events, the submission deadline for the 
CFM – Journal of Investment Strategy ESG Call for 
Papers have been extended to August 31. Please refer 
to the call for further details: 
https://www.cfm.fr/assets/Uploads/PDFs/CFM-ESG-call-
for-papers.pdf 

 What will the next decade hold for Quant firms? Jean-
Philippe Bouchaud and Marc Potters, Chairman and 
Chief Investment Officer respectively shared their 
views in a Bloomberg piece entitled “Sixteen Leading 
Quants Imagine the Next Decade in Global Finance.” 
Read the full article here: http://ow.ly/qiOs50y90UC 

 CFM is yet again acting as sponsor for ENS / College de 
France ‘Challenge Data’. The new data challenge tests 
contenders’ ability of predicting the choice of trading 
venue for the next stock trade will take place. 
http://ow.ly/YNkw50xRWpr 

 See the details of all our other upcoming events here:  
https://www.cfm.fr/events/ 

 Below is a selection of our recent papers: 

 Zooming In on Equity Factor Crowding 
arXiv:2001.04185  [pdf, other] 

 Deep Deterministic Portfolio Optimization 
arXiv:2003.06497  [pdf, other] 

 Equations and Shape of the Optimal Band 
Strategy arXiv:2003.04646  [pdf, other] 

 

https://admin.eventdrive.com/public/events/7165/website/home
https://admin.eventdrive.com/public/events/7165/website/home
https://www.cfm.fr/assets/Uploads/PDFs/CFM-ESG-call-for-papers.pdf
https://www.cfm.fr/assets/Uploads/PDFs/CFM-ESG-call-for-papers.pdf
http://ow.ly/qiOs50y90UC
http://ow.ly/YNkw50xRWpr
https://www.cfm.fr/events/
https://arxiv.org/abs/2001.04185
https://arxiv.org/pdf/2001.04185
https://arxiv.org/format/2001.04185
https://arxiv.org/abs/2003.06497
https://arxiv.org/pdf/2003.06497
https://arxiv.org/format/2003.06497
https://arxiv.org/abs/2003.04646
https://arxiv.org/pdf/2003.04646
https://arxiv.org/format/2003.04646
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CFM: I believe it is only appropriate, given recent events, 
to pause for a moment and consider the turmoil in 
markets over the past month. What does an autopsy 
today reveal about recent volatility in the market and 
how the exchange managed the surge in volumes? 

SB: I think Euronext has shown that we can handle these 
moments of extreme volatility; and so far we passed the 
real-life stress test this crisis has imposed on us. We were  

 

 

 

 

 
able to cope with unprecedented volumes, without any 
glitches, and with 97% of employees working from home.  

This is thanks to the substantial investment in technology 
we’ve made over the last four years, especially in 
Euronext’s new, in-house trading platform, Optiq®. This 
platform has proven to be resilient and fast, and also 
scalable and robust. Furthermore, our technology teams 
are all based in Europe, at close distance from operations 
teams, which means close coordination and access to 
quality digital infrastructure. This four-year investment has 
clearly demonstrated its value over the course of the past 
few weeks. 

CFM: Was any manual intervention necessary? 

SB: We had to extend, after consultation with regulators, 
the third reservation period to make the markets 
marginally more flexible. This extension of the reservation 
period for circuit breakers was implemented during the 
first days of the crisis when we saw the most extreme 

We had the recent pleasure of speaking over the phone – as the current situation dictates – with 
Stéphane Boujnah, CEO and Chairman of the Managing Board of Euronext. We discussed the 
recent market turmoil and how Euronext has navigated the surge in volatility and trading 
volumes; the role of the stock exchange in financing the real economy, as well as Euronext’s 
strategy and plans for the upcoming months.   

 

“ 
 

Stéphane Boujnah  

 

CV       

1964:   Born in Albertville, France 

1991 - 1997:  M&A Lawyer at Freshfields 

1997 - 1999:  Advisor to the Minister of the 
Economy, Finance, and Industry, 
Dominique Strauss-Kahn 

2000 - 2014:  Various roles as M&A Banker at 
Credit Suisse, Deutsche Bank and 
Santander 

2015 - Current:  CEO and Chairman of the Managing 
Board of Euronext 

 

There was no debate as to 
whether a Darwinian approach 
should have prevailed. Unlike the 
debate about supporting financial 
institutions during the financial 
crisis of 2008-2010, this time no 
one challenged the need for 
monetary and fiscal stimulus to 
support the real economy.  
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movements. Circuit breakers were activated, seamlessly 
and performed as they were designed to. 

 

CFM: There was at the same time a sprightly debate 
about whether or not to temporarily close markets. What 
was (is) the position of Euronext? 

SB: Markets must, and will remain open. There is a 
consensus between policy makers, regulators and market 
infrastructure operators on this matter. In the most 
extreme cases, and as it transpired, making adjustments 
to existing or already deployed measures is sufficient. 

CFM: What is your analysis of the effects of this health-
crisis on the economy and markets? 

SB: This crisis is truly unprecedented. It is global, has taken 
place at nearly the same time everywhere, and its effects 
are being felt across every sector. This is very unusual. 
Other crises in the past have not had this level of 
convergence. However, while equity prices fell very sharply, 
we have to remember that the fundamental valuation of 
companies has not completely collapsed, as prices got 
back to levels seen in the course of 2016. 

It is clear that this crisis has been characterised by an 
abundance of two distinct kinds of news flow. Firstly, the 
negative impact of the spread of Covid-19 on certain 
countries and continents around the world. For example, 
negative news about the rapid growth of cases in the US, 
with obvious economic consequences there. The 
uncertainties about the pace of penetration of the 

epidemic in India, where many technology centres critical 
to the operation of financial and industrial organisations 
are located. The pace of the spread in Africa, where 
healthcare infrastructure is less robust and with human 
consequences potentially more severe than elsewhere. Or 
even the impact of the epidemic in South America, where 
containment could severely affect the production of 
critical soft commodities. Secondly and conversely, 
positive news about the slow, yet encouraging recovery in 
China and Korea; tangible proof of the resilience of digital 
tools that allow for remote working; the magnitude and 
speed of deployment of government support, and of 
course, the actions taken by central banks and 
governments around the world. 

Central banks have injected trillions of dollars and euros, 
while governments have injected hundreds of billions of 
taxpayers’ money, or, I should say, future generations’ 
money. We have seen, in four days, global central banks 
securing more liquidity than they did in four years during 
and after the GFC. 

And, unlike during the GFC when there was political 
debate for 12-18 months about whether tax payer’s money 
should be used to save the banks, no such debate has 
taken place this time. There was no debate as to whether 
a Darwinian approach should have prevailed. Unlike the 
debate about supporting financial institutions during the 
financial crisis of 2008-2010, this time no one challenged 
the need for monetary and fiscal stimulus to support the 
real economy, allowing for the speed of intervention that 
we have seen. 

All these elements have led to a rather quick stabilisation 
of markets, and we hope will lead to a swifter recovery of 
the economy. 

 

 

Figure 1: The Total Cash Turnover in millions of euro (electronic 
order book and regulated reported deals). Daily turnover 
nearly tripled in March compared to January (hitting a peak 
during the second week of March), with the total monthly 
turnover in March nearly 150% higher than the monthly 
average over the past decade. 

 

 

Figure 2: European implied volatility (V2X implied volatility 
index used as proxy) conditioned to the market share of lit 
venues in European equity markets. During periods of high 
market stress, (i.e. those periods of high volatility), lit market 
share increased, driven by a desire from those wishing to 
reduce book stress and access liquidity without wanting to 
rest orders in darker venues. From February 24, as markets saw 
significant drops, lit market share exceeded pre-MiFID 2 levels 
just about every day (the average share over 2017 was 48%) 
and reached a peak of 60% during March. Pan-European 
market fragmentation also decreased, with 78.8% of lit 
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CFM: Another item that needs discussing, is the 
temporary ban on short-selling, which you supported. 
Was it right, despite critique and research demonstrating 
its ineffectiveness, to institute the ban? 

SB: Yes. During the first week or so of the crisis, when 
global indices suffered double digit losses day after day, 
many listed companies became nervous because short-
selling was accelerating single-sided trade flow, amplifying 
the downward pricing trends. And also, regulators in many 
countries were convinced that some speculative investors 
were exploiting the trend, and extracting profit from the 
downward volatility, to the detriment of many issuers. 
Investors are fundamental users of market infrastructures, 
but issuers and companies are the raison d'être of any 
exchange. In normal market conditions, regulators and 
exchanges meet the needs of both investors and issuers. 
In these extreme market conditions, listed companies 
conveyed a clear message, supported by many regulators 
that certain financial instruments, like short-selling, do not 
contribute to proper price formation, do not contribute to 
proper information flow, and do not contribute to 
financing the real economy. In normal market conditions, 
short-selling is for sure a perfectly legitimate hedging and 
liquidity instrument, but in such extreme conditions, the 
compromise solution of a temporary ban on short-selling 
imposed by many regulators was the right one. 

CFM: Were you consulted by the French government 
and/or others before the decision was taken to institute 
the ban? 

SB: Yes. The debate on the short-selling ban was very 
transparent. And it was not an ideological debate, but a 
debate on how to find the right balance between the 
interests of issuers and investors. The goal of the regulators 
at the forefront of this process, was to implement ‘cooling 
down measures’. Among the measures was the request to 
activate slightly longer reservation periods – as I 
mentioned before, for the third reservation period – and 
the ban of short-selling. It was thought that these 
measures would maintain trust in the markets and keep 
the process between interested parties coordinated. 

“ 

 

 
 

CFM: Are you disappointed that there was no European 
aligned intervention in the market? 

SB: Yes, I would have preferred there to have been 
European alignment. However, some countries were not 
keen on banning short-selling for a variety of legitimate 
conceptual, theoretical and business reasons. 

In any case, bans on short-selling have to be temporary – 
short-selling plays an important part in the normal 
operations of a market for hedging and liquidity provision. 
But given the confluence of an extreme downward risk 
environment, high volumes, and general negative news 
flow, it was an appropriate measure to introduce. So, while 
I was disappointed by the lack of a coordinated European 
response, the most important federal response came from 
the European Central Bank, which will be injecting billions 
of euros in the form of asset purchases.  

CFM: Given an eventual return to some normality, how, if 
at all, have recent events changed the outlook for capital 
raising via an exchange vs. via private markets? 

SB: Listing, as you know, is pretty much frozen for the time 
being, but the effects of the last few weeks will also be felt 
also across the private equity industry. Funds that were 
and are relying on heavy debt leverage won’t be available 
to do so in the same volume or at the same multiples as of 
a few weeks ago. Debt financing was also available at a 
very low cost. Banks today are injecting liquidity to 
generate short-to-medium term lending facilities, but 
what they can’t do much of, is pricing risk accurately and 
tightly given the uncertainty surrounding the global 
economic trajectory. 

Public vs. private markets will probably be reweighted. I 
believe that the role of the exchange as a high-quality 
transparent venue to raise capital and find liquidity is 
going to be more critical as private markets will probably 
have to adjust to deteriorated access to leverage. 

Furthermore, certain private equity funds might have to 
look for liquidity in the markets if they cannot access it 

reduce book stress and access liquidity without wanting to 
rest orders in darker venues. From 24 February, as markets saw 
significant drops, lit market share exceeded pre-MiFID 2 levels 
just about every day (the average share over 2017 was 48%) 
and reached a peak of 60% during March. Pan-European 
market fragmentation also decreased, with 78.8% of lit 
continuous trading occurring on the Primary market*.  

*Data from Morgan Stanley. 

 

The debate on the short sell ban 
was very transparent. And it 
was not an ideological debate, 
but a debate on how to find the 
right balance between the 
interests of issuers, investors, 
and market infrastructure. 
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through a trade sale – which in and of itself now looks 
more challenging than it was a few months ago. But, for 
the moment, it is too early to tell whether private equity 
funds will return to IPOs quickly as valuations have been 
hurt. To me it is clear that, while IPOs may be on hold for a 
while, companies are likely to look at the IPO option more 
favourably than they have been in the recent past. 

 

CFM: The acquisition of Refinitiv by the London Stock 
Exchange underscores one of the main trends of 
business diversification for exchanges, i.e. the 
commoditisation of market data. How do you plan to 
position Euronext in this data arms race? 

SB: One of our two core strategic ambitions at Euronext is 
to diversify our revenue stream to make it less reliant on 
equity volume-driven business. In this respect, we will 
continue to pursue the kind of investments needed for 
diversification that we have been making. Many are 

  
11 As a power exchange, Nord Pool is the largest electricity market trading venue in Europe, providing 

investors access to trade electricity in 13 countries.  

surprised to hear that only 40% of our top-line is linked to 
volumes – when I joined in 2015, this figure was closer to 
60%. 

Not only have we substantially reduced Euronext’s 
dependence on equity volume-driven revenues, but we 
have also invested in different asset classes. For example, 
we invested in Nordpool, the power exchange11, which 
while a volume business, is completely uncorrelated to 
equity markets. We also, in 2017, invested in FastMatch – a 
forex platform, now called Euronext FX; and in 2018 we 
acquired the Irish Stock Exchange – where 80% of 
revenue is generated from listing bonds. Another 
milestone and significant investment was the acquisition 
of Oslo Børs VPS in 2019, which included a significant CSD 
(central securities depository) business. And we are 
determined to continue diversifying the Euronext 
revenues, notably in the post-trade and market data areas 
of the market infrastructure value chain. 

CFM: You also took a stake in ‘Tokeny Solutions’, the 
Luxembourg based financial asset tokenisation business. 
What are your expectations for this technology and its 
applications? 

SB: We have taken a minority stake as we believe 
tokenisation of assets is a significant trend. With this 
strategic investment we were able to accelerate our know-
how and capacity in this technology by outsourcing R&D 
and product development in a quality firm, with a first 
class team and management. In the world of blockchain 
technology, with a huge array of distinct and differentiated 
projects and initiatives, Tokeny is probably the one that 
offers the most shortcuts to directly connecting 
blockchain with market-driven applications. 

CFM: Responsible/ESG investment is another 
contemporary topic that has been enjoying immense 
growth and attention. How do you think this crisis will 
impact this trend? 

SB: Even before the current crisis, the importance of ESG 
was growing everywhere. You might remember, on the 
14th of January earlier this year, BlackRock announced 
that sustainability should be their new standard for 
investing. A few days earlier, Amundi – the largest asset 
manager in Europe – announced a similar commitment, 
with plans to integrate ESG investment criteria into all 
their open-ended funds by 2021. 

Even as far back as 2018, about 50% of all our new indices 
were ESG indices. This jumped to above 80% in 2019. 
Crises very rarely invent new things, but crises very often 

 

Figure 3: Total number of annual initial public offerings (IPOs) 
from 1980-2019, aggregated by trading date. IPOs reached an 
all time high in 2007, with nearly 2,600 new listings, before 
the value and nominal number of deals declined and 
stabilised at an average of ~1,500 listing after the GFC. 
Towards the latter part of the last decade, however, the 
number and value of deals picked up on healthy, and 
synchronised global economic growth along with 
expectations that financial market volatility would remain low 
and stock valuations high – which it did. The uptick was also 
in part due to the healthier flow of IPO deals in Asia-Pacific, 
especially China (which snubbed the US for first place post-
GFC in terms of value). 
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accelerate new things. The growth of ESG is a profound 
trend and the Covid-19 crisis will only hasten its prevalence. 
In my view, ESG will come more and more into the 
mainstream as we move forward through this crisis. 

 

CFM: In this move of ESG towards the mainstream, what 
role should Euronext and Europe play? 

SB: We, as an exchange, have taken the initiative by 
coordinating with other European exchanges and listing 
venues to prepare a common ESG guide for all the listed 
companies in Europe, so that issuers can follow the same 
set of guidelines on ESG measurement and reporting.12 In 
Europe, a standardisation process is ongoing, with the 
European Commission establishing an ESG taxonomy. 
Europe will not only be a territory of ESG takers, but is 
being proactive in becoming a continent of ESG makers. 
No one wants to be in a paradox where the decisions of 
450 million Europeans, hundreds of blue-chip companies 
with global reach, and one of the largest pools of savings 
in the planet are all driven by ESG, but, the so to speak  

  
12 Euronext has published a set of guidelines for issuers on ESG reporting. This document is available on 

the Euronext website: https://www.euronext.com/en/news/esg-guidelines-for-listed-companies  

“new ESG accounting language” is imposed on the EU 
from outside. 

The ambition, in which Euronext will play its part, is to 
make sure that the EU can build for ESG what it has built 
for telecoms thirty years ago, when it developed and 
introduced the GSM standards that prevail to this day. 

Europe has the largest pool of ESG investors, the largest 
pool of ESG compliant issuers, the largest pace of 
adoption of ESG investment, and is largely ahead of the 
curve, especially as compared to the United States. Europe 
therefore needs its own ESG standards. 

CFM: You raise an important point, i.e. the broadly 
advanced stage of Europe in ESG adoption compared to 
especially the United States. Do you think this status quo 
will be challenged by the US? 

SB: The biggest mistake you can make is to treat the US as 
a homogenous entity. While the current administration 
appears unconvinced about this trend, various states and 
business interests take the opposite view. BlackRock for 
example, as we touched upon earlier, is a very influential 
US-domiciled firm that is taking a very public stance in 
favour of ESG. When I do roadshows across the US, the 
differences across states are stark, with hugely diverse 
approaches towards responsible investment. When I find 
myself on the West Coast, New York City, Boston or 
Chicago, the talk and adoption of ESG seems very much 
mainstream, while in some other states much less so. 

There are even more nuances being created in the US, 
especially with downward pressure on oil prices: for some 
it is an opportunity to take advantage of cheap energy, 
delaying investment in renewable projects, while others 
argue delaying investment in renewables is counter to 
achieving climate goals. My suspicion is that the situation 
in the US will remain volatile and uncoordinated for a 
while. 

“ 

 
 

 

Figure 4: The Euronext Europe 500 and Low Carbon 100 
Europe (LC100) Indices, normalised to 29 December 2006. 
The LC100 excludes companies based on a variety of metrics, 
such as involvement in fossil fuel activities, and scoring poorly 
on a selection of social and governance scores, amongst 
others. Much have been made about the outperformance of 
ESG indices and funds during the recent COVID-19 induced 
market turmoil compared to flagship benchmarks. The Low 
Carbon 100 Europe Index being no exception; it has 
outperformed its parent benchmark since 2006, and also 
performed marginally better YTD compared to its parent 
benchmark. 

 

Crises very rarely invent new 
things, but crises very often 
accelerate new things. The 
trend of ESG is already 
profound, and the COVID-19 
crisis will quicken it. 

https://www.euronext.com/en/news/esg-guidelines-for-listed-companies
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CFM: Do your expansion plans, and diversifying ambitions 
extend beyond the borders of Europe? 

SB: We have a clear view and strategy on our growth 
ambitions. As for expanding in terms of our core business, 
i.e. acquiring other exchanges and extracting synergies – 
the focus is Europe, where we are extremely effective in 
improving operational efficiency and extracting value. In 
2013, when we were still owned by the NYSE, the EBITDA 
margin was 29%. In 2019, our EBITDA margin was very 
close to 60%. We have demonstrated that we can double 
the EBITDA margin of an exchange, while quadrupling the 
market cap, and doubling the topline. We have deep 
knowledge and experience in building in Europe a single 
liquidity pool, enabled by a single order book, powered by 
a single technology platform to run exchanges extremely 
efficiently. We will not be in the same position outside 
Europe, where exchanges cannot be connected to our 
federal model, and not be part of the single liquidity pool. 
As such, and for the time being, the appetite for acquiring 
exchanges outside Europe is more limited, because the 
synergies are not as evident. 

That being said, when it comes to acquiring non-volume-
driven businesses, we are absolutely agnostic about 
location. Our acquisition of FastMatch, now Euronext FX, is 
a good example. Most of the Euronext FX staff is based in 
New York and London, with an office in Singapore too, 
serving clients who are also mostly based in New York and 
London. We buy technologies, teams, and businesses 
wherever the talent is, wherever the business is. 

CFM: I believe it compulsory to then ask the question 
about the news that Euronext has dropped its bid for the 
Bolsa de Madrid (BME). Was the premium simply too 
steep? 

SB: From a strategic point of view, Spanish capital markets 
are part of the European Union, and Euronext could have 
been a natural partner to offer European solutions to 
Spanish companies and investors, within the Euronext 
federal model. We have analysed all the facts closely and 
all the parameters of the situation very carefully.  Our 
assessment was that financial terms of a potential 
competing bid on BME would not have provided the level 
of return on invested capital that Euronext commits to 
deliver to our shareholders. The price offered by SIX 
incorporated an extreme premium that we could not 
justify paying given the underlying fundamental 
performance and trajectory of the business, the 
magnitude of the synergies that we would have been able 
to extract to make the Euronext single liquidity pool work, 
and the fact that the Spanish government approved the 
deal for SIX with the commitment not to make any 
material changes for a period of 10 years. We concluded 

that we could not justify outbidding in April 2020 an 
already extremely high price that was set in November 
2019. 

Euronext is convinced of the strong industrial benefits that 
a combination between BME and Euronext would bring 
to the Spanish capital markets and the wider European 
capital markets, in particular to build the backbone of the 
Capital Markets Union within the European Union. Under 
the SIX umbrella, BME will be coordinated with a third-
party based in a country that is not part of the EU, 
potentially isolating Spanish markets. We think that our 
industrial value proposition is stronger, but we owe our 
shareholders discipline when we deploy their capital, and 
this time, the premium would just have been too extreme 
to deliver adequate returns. 

CFM: That serves as an appropriate segue into a final 
question, namely alignment across European exchanges, 
and especially regarding the formal consultation 
launched by the London Stock Exchange on the 
shortening of trading hours. What is the position of 
Euronext? 

SB: We are open to considering any initiative that could 
improve culture and diversity in the financial services 
industry. As a market operator, we are also responsible for 
maintaining fair and orderly markets. In assessing the 
proposal to review market trading hours, we must remain 
particularly vigilant of the impact that a change may have 
on market structure. At this stage, I am personally not 
convinced that shortening trading hours will make 
markets more efficient or more liquid. We are currently in 
the process of consulting with our clients and we will 
make a decision on whether there is a genuine and wide 
enough demand for a more formal process. If there isn’t, 
we will not proceed. Moreover, it is critical to preserve 
existing synchronisation of market trading hours across 
Europe, so any change in trading hours will have to be 
coordinated with all our peers. 

For more information on Euronext Group, please see their 
website: www.euronext.com 

Mr Boujnah spoke with André Breedt, Research Associate 
in the Paris office of CFM.  

 

 
 

http://www.euronext.com/
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Whitepaper 

‘Lucking up’ 
Until beta fails 

Executive summary  
Throughout the last decade, barring the most recent 
COVID-19 sell off, holding equity beta exposure would 
have been a tremendous strategy. The US equity market 
delivered a Sharpe ratio of ~1, with most all other asset 
class benchmarks trailing. At the same time, uncorrelated 
liquid alternative strategies such as trend following (CTAs) 
delivered modest returns, overshadowed by the strong 
performance of equities (and bonds). In this note we 
illustrate to what extent the equity market rally from 2010 
was a statistical fluctuation. We furthermore illustrate that 
the addition of an uncorrelated strategy with a Sharpe 
ratio of ~0.5 in any period outside of an ‘in-sample’ large 
positive fluctuation, such as was observed in 2010-2020, 
delivers overall better risk-adjusted portfolio performance. 
The natural conclusion to draw from the study is that, in 
the absence of being able to forecast such fluctuations, 
allocating to uncorrelated, ‘alternative’ strategies delivers 
better forward looking outcomes. 

Introduction 
In December 2007, a bet between Warren Buffet and Ted 
Seides of Protégé partners caught the imagination of the 
finance world: Mr Buffet wagered $1 million that the S&P 
500 (shorthand for the US equity market) would deliver 
superior performance to hedge funds over a ten year 
period starting in 2008. 

In May 2017, even before the conclusion of the bet (on 31 
December 2017), Mr Seides conceded. His five funds-of-
funds (constituted from a ~200 fund-pool of hedge funds) 
lost to the S&P 500 every year except 2008 – the first year 
of the wager.  

Commentators were quick to applaud the astuteness of 
the Oracle of Omaha, and the folly of hedge funds. As 
shown in figure 1, nearly all who would have bet against 
the S&P 500 over the past decade would have lost. Not only 
Mr Buffett, but any investor long the market became a 
beneficiary of one of its market’s most celebrated bull runs.  

  
13 https://www.berkshirehathaway.com/letters/2017ltr.pdf 
14 The long term historical average return of equity markets is ~9-10% per year (total, not excess returns). 

However, the market rarely returns between 9-10% returns per year. The simplest, and most intuitive 
explanation (which, in fact, is moreover supported by a vast amount of academic research) is that 

In Berkshire’s annual letter to investors following his 
victory, Mr Buffett wrote: "Let me emphasize that there 
was nothing aberrational about stock-market behaviour 
over the ten-year stretch."13 

One might argue, as the market delivered one of its best 
periods of ten year returns, the market did in fact deviate 
from its normal, usual, or expected average returns during 
this period.14 However, as we will illustrate below, we 
wholly concur with the assessment of Mr Buffett – there 
was nothing statistically unusual about the performance 
of the market as such periods of outperformance can and 
do occur. 

Many alternative asset classes, especially liquid alternative 
strategies such as trend following did in fact 
‘underperform’ when compared to the market. Moreover, 
amidst the equity outperformance within this particular 
decade, non-traditional risks with uncorrelated returns 
would not have been, as we will illustrate, beneficial in 
providing diversification benefits.  

However, the recent market turmoil following the 
outbreak and spread of the coronavirus have put into stark 
relief the consequence of considerable beta exposure 
during tail-risk events.   

Now, perhaps, is therefore an opportune moment to 
remind oneself of the historical stylised properties of 
markets, especially equities, and highlight the importance 
of being diversified, by having uncorrelated assets in any 
portfolio. 

 

Source: Bloomberg, CFM 

Figure 1: The average Annualised return, Sharpe ratio, and Total 
(compounded) return of major asset classes over the period 2010-
2020 using daily, total return data. The US equity market 
delivered a total compounded return of 250% over the decade, at 
an average annualised rate of 13%. Apart from other equity 
benchmarks, no other asset class delivered comparable 

markets are subject to emotional excesses – both on the up and downside. The jargon for this feature or 
characteristic of equity markets is fat-tailed returns.  

 

https://www.berkshirehathaway.com/letters/2017ltr.pdf
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performance (not adjusting for risk). Commodities were the worst 
performer, largely owing to the nosedive in commodity prices 
during 2014 on the then fears of a demand slump – especially 
from import giant China. The details of the reference benchmarks 
are specified in the appendix. (Note that the commodity spot 
index is not investable, and that these are all total, and not excess 
returns.) 

Why the S&P 500 
benchmark? 
As the US equity market was enjoying its historic bull 
market, many alternatives delivered lacklustre 
performance in comparison. Along with the headlines 
made by Mr Buffet’s winning bet, many an investor’s 
hobby horse of comparing the performance of hedge 
funds vis-à-vis the market was rekindled.  

However, merely one decade earlier (2000-2010), the 
equity market was slightly worse than flat (-5%), while the 
Société Générale Trend Index returned nearly 130%. 
Moreover, while the US equity market has on occasion 
delivered negative returns over a ten year period, a generic 
trend following strategy has not – evidence of its 
robustness through many different economic 
environments – see figure 2.15  

 

Source: Bloomberg, CFM 

Figure 2: The 10-year cumulated performance of the US market 
(based on the excess returns of the S&P 500 Total Return Index 
since 1880), and a generic trend following portfolio since 1800. 
Returns of the generic trend following strategy is from our 
academic paper ‘Two centuries of trend following’,16 and are gross 
of fees and costs (including execution costs). The red vertical line 
indicates the start of 2010, coinciding with a clear and dramatic 
increase in the performance of the market. The dotted lines 
indicate the long-term average of the cumulated performance of 
the two return time series. 

  
15 This result is based on an academic study, with results being gross of fees and costs (including 

execution and impact costs). It these are added, one might very well find a ten year period where a 
trend following strategy delivered negative performance. 

While benchmarking is, and will remain a primary tool for 
comparing the relative performance of any investment, 
the key shortfall of using ‘the market’17 as a catch-all 
benchmark is that, for one, it does not necessarily match 
the same level of risk of many other strategies.  

Furthermore, as most hedge fund strategies have a 
mandate to generate absolute returns, i.e. positive returns 
that are uncorrelated with the returns of traditional asset 
classes, matching risk characteristics is an important first 
step when evaluating the performance between various 
investment portfolios. It is our assertion that 
benchmarking the returns of alternative asset classes with 
the market is flawed for a variety of additional reasons: 

1. Diversification and hedging 

 Alternative asset managers typically invest in a much 
more diverse universe of risk. The S&P 500 is 
exclusively (more-or-less) the largest five hundred 
companies in the US, whereas hedge funds 
opportunistically seek a far broader set of risks, employ 
different strategies, and operate with different 
objectives. Of course, the reason for this is to provide 
diversification to investors and this diversification, one 
hopes, delivers financial benefit during normal periods 
of market performance and may help especially in 
periods of severe equity sell-offs. See figure 3 for a 
comparison of maximum drawdowns between the 
market and a benchmark fund of hedge funds. 

 Some allocations go further than being a diversifier 
and are investments that may hedge exposure. This 
can mean a negative correlation with the hedged 
benchmark, or can also mean a negative correlation 
with big downside moves in the benchmark. In both 
cases comparing the performance of the hedge with a 
benchmark makes little sense as it is only the 
combination that should be considered. 

 A well-documented feature of the S&P 500 is the 
considerable weight of the information technology 
sector in the benchmark (~25%). This feature, moving 
forward, is likely to make the S&P 500 a misleading 
indicator of the overall level of risk in the market. 

16 Y. Lempérière, C. Deremble, P. Seager, M. Potters and J.P. Bouchaud, Journal of Investment Strategies 
3(3), 41–61 

17 Common jargon when referring to the S&P 500 - a market capitalisation weighted index which 
therefore over-represents the largest companies trading in the US 
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Source: Bloomberg, CFM 

Figure 3: Drawdowns of the US equity market versus a common 
hedge fund fund-of-fund index computed using monthly data 
since 1990. The drawdown of the market is much deeper than 
those of hedge funds.  

2. Fees 

 The fees required to provide traditional benchmark 
exposure have been compressed drastically over 
recent years. Retail and institutional investors alike can 
buy ETFs and pay basis points per year for the service. 
Accessing this exposure has therefore become cheap 
with the developments in the world of financial 
engineering. Managers providing alternative 
investment exposure have also seen fee pressure, with 
many more strategies, such as trend following, 
becoming commoditised in a similar way to equity 
markets. 

 The fees charged in any product reflect a combination 
of return expectation, correlation with traditional 
benchmarks, and strategy capacity. It is clearly the 
case that high return strategies command high fees 
no matter what! But correlation with traditional asset 
classes is also important in order to bring that crucial 
diversifying power to a portfolio. To produce returns 
that are decorrelated from the market mostly requires 
allocating to sophisticated instruments, involves the 
use of leverage, and requires having the skill and 
expertise of controlling trading costs – along with 
many other costly activities. A low capacity strategy 
can also command higher fees due to the inherent 
limited total revenue generated for the manager. For 
all these reasons benchmarking fees against those of 
ETFs makes little sense. 

 

3. Sensitivity to statistical fluctuations 

 We will expand on this point later, but any investment 
can go through extended periods (many years) of 
positive performance through sheer good luck (a 
positive statistical fluctuation in the language of 
statistics). It does therefore, when comparing two 
decorrelated strategies, not make a lot of sense to 
benchmark one against the other when one or the 
other can be ‘lucking up’ in a non-significant way.  

 The sensitivity to these fluctuations is enhanced by the 
fact that the level of return provided by either the 
market or by alternative investment managers is 
generally low. A consequence of this is that the 
amount of time needed to distinguish the 
performance of one over the other is often of the order 
of a typical career in finance! 

The skilful management of active exposures that produce 
reasonable risk-adjusted returns, and that can protect 
against large drawdowns, is what many hedge funds are 
paid for. For investors with aversion to downside risk (i.e. all 
investors!), the equity market itself is the wrong 
benchmark. Cross-sectional performance comparison is 
often unsuitable. The only benchmark when comparing 
investments is the risk-free rate.   

 

The diversification benefits of alternatives 

 

Source: Bloomberg, CFM 

A scatterplot showing the monthly return of the S&P 500 TR 
index (y-axis) and the HFRI Fund-of-Funds Composite Index (x-
axis). Pay attention to the scale of the axes and those months 
where the market delivered its worst monthly returns, i.e. 
during the Global Financial Crisis (GFC) with dots in pink, as  
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Is there anything unusual 
about the S&P 500 
performance over the 
past 10 years? 
It is our conjecture that the past ten years of the S&P 500, 
excluding the recent covid sell off, represented nothing 
more than a positive statistical fluctuation. In order to 
demonstrate this we use random walk processes to show 
how the appreciation of this point is important in 
allocating capital to generate more robust portfolio 
outcomes.  

GARCH random walks 
compared to the market 
Forgive us now a minor mathematical detour … 

We take a simplified GARCH18 process with an EMA 
volatility: 

𝜎𝑡 = ∑ 𝑒−𝑡
𝜏⁄

𝑡<0  𝜂𝑡                           (1) 

Where 

𝜏 = 3 months and 𝑡 corresponds to daily increments 

𝜂 = a random number drawn from a student distribution19  

  
18 We use a GARCH model so as to simulate the ‘heteroscedasticity’ of volatility, i.e. the stochastic nature 

accompanied by clustering effect of volatility as observed in financial markets.   
19 We use a student distribution with 4 degrees of freedom to account for the fat-tailed return distribution 

of financial time series. 

We introduce an asymmetry to 𝜂 such that down moves 
are bigger than up moves (the leverage effect), and then 
plot the cumulative returns: 

𝑅𝑡
𝐺𝐴𝑅𝐶𝐻 = ∑ (𝑘1 + 𝑡 𝜂𝑡𝜎𝑡−1)                     (2) 

Where 

𝑘1= a constant which is adjusted to get a Sharpe of 
approximately 0.3-0.4, consistent with that of long term 
equity returns.20 

This resulting PnL has autocorrelated volatility, a negative 
correlation between returns and volatility (leverage effect), 
and risk-adjusted returns at a level comparable to those of 
equity returns. These well documented principal features 
and characteristics of the market now captured by this 
simple set up allow us to generate innumerable market 
outcomes that can be compared with the S&P 500 over 
the past 40 years – see panel 1.  

 

Source: Bloomberg, CFM 

Panel 1: Several unique, randomly selected realisations of the 
generated GARCH process random walks as described in (2) 
above. 

These realisations show the result of such an approach. 
The past 40 years of the S&P 500 have been a rollercoaster 
ride! If we were to split up those 40 years into notable 
periods we should be on the lookout for a:  

 ~13 year flat period such as that seen from the dot-
com bubble onwards; 

 ten year rally from the end of the GFC to pre-covid 
crisis 2020; 

 1987 crash-like event of similar depth; 

 crash period similar to the worst months of the GFC  

As shown in Panel 1, the four typical realisations of our 
simple GARCH process demonstrate that such long 

20 We use additive returns for the purposes of simplicity in interpretation. These additive returns 
correspond to the result of investing with a fixed notional size rather than reinvestment that is modeled 
by multiplicative/compounded returns. 

well as the recent coronavirus turmoil dot in red. During these 
particular events when the market suffered its worst monthly 
returns, hedge funds typically also suffered their worst 
monthly returns. 

One can observe on the shouldering histograms, the much 
‘fatter’ negative tails of the S&P 500 compared to the hedge 
fund benchmark. 

The long-term equity beta of the HFRI Fund of Funds, i.e. 
measuring the sensitivity of hedge funds’ performance to the 
equity market, is ~0.22 (calculated since 1990 using monthly 
return data). Beta exposure is not constant, of course, and was 
higher towards the end of the last decade. It is good to bear 
in mind that the long term beta of CTAs is ~0. The Sharpe 
ratio of the excess return of the HFRI Fund-of-Funds Index, i.e. 
when removing the market component, is 0.83 from 1990-
2020. This, however, belies the fact the residual performance 
features a significant flat period after the GFC. 
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stretches of positive performance, mixed in with ‘lost 
decades’ and fast crashes are a feature of markets that 
have, and probably always will remain. In conclusion we 
show that, once capturing the main characteristics of the 
stock market, that in fact the ten year pre-COVID period of 
returns is consistent with expectations. 

This feature of potentially long periods of outperformance 
is not isolated to GARCH models, but rather, is consistent 
with statistical fluctuations across a whole range of 
random walk processes. We argue below that 
benchmarking relative to a process that is prone to 
fluctuation is not only statistically flawed but can lead to 
inferior future outcomes. 

Combining alternatives 
with the S&P 500 over 
the past 10, 20 and 40 
years 
We would now like to simulate the returns of an 
alternative (or in other words uncorrelated) investment 
strategy and consider the outcomes after combination 
with the S&P 500. In order to simulate these alternative 
strategies we again take a minor mathematical detour 
(bear with us) and generate random walks with the 
following process: 

 

𝑅𝑡 =  ∑ (𝑘2 + 𝑡<𝑇 𝜂𝑡)                           (3) 

Where  

𝜂 = a random number drawn from a student distribution 
(as before)  

𝑘2 = a constant which is adjusted to get a long term 
Sharpe ratio of 0.5 

Panel 2 (bottom) shows the outcome of combining the 
returns of the S&P 500 with these fictitious, uncorrelated 
investments each with a known Sharpe ratio of 0.5, a level 
of risk-adjusted return which is superior to that of the long 
term measured Sharpe ratio of equity markets at a level 
closer to 0.3-0.4 or so.21 

We compare the returns of a portfolio holding only the 
S&P 500 with one holding a 50% allocation to the S&P 
500 and a 50% allocation to the alternative investments. 
Over the past ten year period (from March 2009, the worst 
point of the S&P 500 at the end of the GFC), in the 

  
21 Interested readers can refer to our paper Risk Premium Investing: A tale of two tails for more details on 

the long term Sharpe ratios of equities and other strategies and instruments – available on our website. 

absence of the most recent sell off, the S&P 500 alone has 
outperformed approximately half of the outcomes from 
the 50/50 portfolio, testament to the magnitude of the 
positive fluctuation of the S&P 500.  

 

 

Source: Bloomberg, CFM 

Panel 2: The S&P 500 outperforms more than half the equally 
weighted portfolio of 50% trend following and 50% the market 
(bottom). The combination of an uncorrelated strategy, while 
being beaten by the S&P 500 for the most part, still performs 
much better than the ~0.5 Sharpe process (top). 

A repeat of the exercise over the past 20 years (2000-
2020), however, tells a different story! We now have to 
include the ten years preceding the most recent decade 
which experienced a statistical fluctuation in the opposite 
direction.  

We now repeat the exercise including the previous 
decade from the dot-com bubble period at the beginning 
of the century. The comparison with the 50/50 portfolio, 
now, reveals better outcomes for all but one using the S&P 
500 alone (see top plot in Panel 3). Including more data 
again and using the full history of the S&P 500 available to 
us in the study reveals that the S&P 500 alone is only able 
to outperform one such realisation of the 50/50 portfolio. 
Of course, knowing that the long term level of risk-
adjusted returns of the S&P 500 is lower than those of  
our alternative strategy means that the longer the history 

For a more comprehensive reference, our academic paper Risk Premia: Asymmetric Tail Risks and 
Excess Returns (Lempérière et al. , Quantitative Finance , Volume 17, 2017 - Issue 1) can be consulted.  

https://www.tandfonline.com/toc/rquf20/17/1
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the more difficult it will be to outperform just through 
shear luck. 

 

 

Source: Bloomberg, CFM 

Panel 3: The benefits of adding an uncorrelated strategy becomes 
more evident over a longer time-scale. On the top plot, we plot 
the performance of the fictitious 50/50 portfolio against the S&P 
500 over a twenty year period (2000-2020), and, in the bottom 
plot during a nearly forty year period from the 80s. In both 
instances, as the overall Sharpe ratio of the market decreases 
relative to the post-GFC Bull Run, it becomes more beneficial to 
add a diversifying, uncorrelated strategy to a portfolio.   

Entering the new decade. 
The long post-GFC equity bull market came to a dramatic 
end in 2020. As global economies shuttered overnight, 
investors dumped risky assets nearly as quickly. The S&P 
500 Total Return Index fell 33% from 21 February (the 
peak) to 24 March when stocks found a bottom (after vast 
monetary and fiscal measures announced by the Fed and 
US Congress in quick succession).  

In times of market stress, a rotation into mainstay 
defensive safe-havens is expected, and this time was no 
different.  

However, the effectiveness of bonds as a defensive 
measure was tested during the recent sell-off as various 
bonds, at various times fell in unison with equities. And 
while there are idiosyncratic explanations at the ready for 
the recent period of increased correlation, the defensive 
properties of bonds looked shaky. Moreover, a constant 

equity-bond balance is also looking distinctly arbitrary 
given how markets have changed over the past decade – 
see box 2. 

 

Bonds as a mainstay 
hedge? 
The classic, mainstay 60-40 portfolios so popular with 
many institutional investors have been hard to beat over 
the past decade, simply because both equities and bonds 
did exceptionally well. However, as interest rates have 
moved ever closer to zero, the hedging properties of 
holding bonds have, in some cases, reduced.  

Let’s reflect on the case of Japan. 

A clear pattern is discernible in the protective 
characteristics of risk free fixed income during severe 
equity drawdowns in Japan over the past three decades: it 
has steadily decreased – see figure 4.  

US Equity – Bond Market Capitalisation Weight 

 

Source: Bloomberg, CFM 

The weight of the US equity market (total market 
capitalisation of all shares outstanding) with respect to all US 
Treasury debt outstanding. In periods of significant equity 
rallies, the share of the equity market is bound, mechanically, 
to increase vis-à-vis total debt (all things more or less equal). 
This was observed in the past decade, as it was in the decade 
leading up to the turn of the millennium (when the share of 
the equity market reached nearly 90% as the internet bubble 
was about to pop.) 

An investor claiming a neutral market exposure by adhering 
to a 60-40 (or near-equivalent) allocation is in actual fact 
positioned either bullish or bearish depending on the real 
asset split of the market. Such a portfolio, as was the case over 
the last decade, would have been the beneficiary of 
outperforming beta, and not diversified alpha as some 
balanced-fund managers may want to claim. 
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This pattern, although particularly acute in Japan, is not 
exclusive to Japan.  

With yields crashing to new record lows in the US and 
allocation to bonds – the classic hedge against spells of 
equity underperformance or deep sell-off – becoming less 
of a sure thing, investors may well question how to 
diversify their equity risk?22  

In short, as holding uncorrelated risk exposure is 
becoming more valuable than ever, alternative risks may 
become more appealing diversifiers. 

 

Source: Bloomberg, CFM 

Figure 4: The comparative performance of Japanese equities and 
Government bonds. We selected the most acute equity 
drawdowns in the Japanese equity market since 1990, and 
plotted those chronologically along with the performance of the 
Japanese 10-year government bond over the same period as the 
equity drawdowns. With interest rates falling, so have the 
protective characteristics of bonds.   

Alternatives as a hedge? 
When markets are on a tear, investors crave relative 
returns – or something to complement very profitable 
beta. However, during severe market sell-offs, investors 
typically rush to find protection, instead craving absolute 
returns.  

During the recent COVID-triggered sell-off, and in chorus 
with bonds selling off, investors sought out protective 
measures especially in the form of put options. These 
derivatives act like an insurance policy, offering buyers the 
right to sell stocks at a pre-agreed price. With markets in a 

  
22 The yield of the US 10-year broke through the 1% level for the first time on 3 March, and reached a 

record low of 0.3% on 9 March – the point after which the familiar pattern of equity and bond prices 
moving inversely to each other unravelled, with both asset classes suffering falling prices. While bonds 
failed to deliver protection throughout the recent COVID-19 induced sell-off, the reasons for this was not 
only less diversification, but was brought about by an intense rush for liquidity.  

23 The SG CTA and SG Trend (a subset of the SG CTA) Indices are well-known and commonly cited CTA 
benchmarks. For further details, including the methodology and constituents of these indices, please 

tail-spin, various broker surveys highlighted put options as 
the most popular hedging alternative, and, as demand for 
protection intensified, so did the cost to insure. 

Trend following programs in particular, exhibited their 
protective abilities in Q1 2020 (as they did during the GFC), 
with the SG CTA Index and the SG Trend Index delivering  
-0.5% and 2.3% respectively.23 

At appropriate fee levels, trend following is, and has 
proven to be – through the vast majority of history – a good 
diversifier. The addition of an uncorrelated strategy with 
an average, long term Sharpe ratio of ~0.5 (typical CTA 
program and hence our estimate of forward looking 
returns for a well implemented trend follower) has been 
shown to improve the overall risk-adjusted performance of 
a portfolio during all but those periods where the market 
has enjoyed a large positive fluctuation. 

However, we have often argued that trend following is 
wrongly branded as a downside protection strategy. Trend 
following does protect against equity sell-offs, but, as we 
have written in the past, “perhaps not as much as you 
would like.”24  

For those investors who are unable or unwilling to be 
exposed to dramatic volatility and equity sell-offs; are 
willing to accept a lower overall risk-adjusted return over 
the long run; and be protected during sell-offs, 
adjustments can be made to a higher Sharpe ratio, 
medium-to-long term trend following system to improve 
the downside risk protection properties of a generic trend 
following system. 

Such programs, enhancing the protective nature of trend 
following against equity sell offs provide a valuable extra 
weapon to the arsenal of any equity holder. 

Conclusion 
The past decade has been exceptionally good for holders 
of long equity beta exposure, with nearly all other 
strategies and/or asset classes trailing.  

As a consequence, it was easier than usual to critique the 
lacklustre performance of alternatives (and the perceived 
high fees they demand). 

And while blindly comparing the performance of a wide 
array of strategies with the market can surely be employed 
as a guide, we have highlighted the dangers of doing so as 

refer to the provider’s website: https://wholesale.banking.societegenerale.com/en/prime-services-
indices/ 

24 See our whitepaper: The Convexity of Trend Following. Protecting your assets but perhaps not as 
much as you would like! availaible on our website:  https://www.cfm.fr/assets/Uploads/PDFs/2018-The-
Convexity-of-trend-following.pdf 

 

https://wholesale.banking.societegenerale.com/en/prime-services-indices/
https://wholesale.banking.societegenerale.com/en/prime-services-indices/
https://www.cfm.fr/assets/Uploads/PDFs/2018-The-Convexity-of-trend-following.pdf
https://www.cfm.fr/assets/Uploads/PDFs/2018-The-Convexity-of-trend-following.pdf
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scripture. Any investment should, rather, only be fairly 
benchmarked against the risk free rate (equity 
investments and alternative investments alike) and 
investment decisions taken based upon the outcome 
relative to the objective, best estimate for the level of 
return prior to investment.  

The S&P 500 is the preferred benchmark workhorse of 
many an investor, but very few (if any) – retail or 
institutional – only invest in US large cap stocks, 
recognising that diversification is important. Recent events 
have again highlighted the importance of diversification, 
especially if exposure to beta was an investors’ principal 
risk. Investors with a 60-40 like portfolio would also have 
been exposed to a tumbling of equities and bonds in 
unison during the March 2020 “dash for cash”.  

While the magnitude of the equity and fixed income sell-
off in Q1 2020 was unique, the diminishing protective 
properties of bonds is not. By using the example of Japan, 
we highlighted this shifting dynamic. With yields having 
fallen dramatically, and now closer to zero than ever (in 
the US), and at or below zero in other developing 
countries (Japan, Germany, Switzerland, France amongst 
others), investors can rightly be unnerved by the 
expectations of bond protection.  

However, investors need not fret, for we have shown that 
other than in periods of extreme upward fluctuations in 
equity markets, the addition of an uncorrelated strategy 
with a modest Sharpe ratio will boost risk-adjusted 
performance and generate better investment outcomes.  

And while the addition of an uncorrelated diversifying 
strategy would have been detrimental to a portfolio’s 
overall returns over the past decade, given the exceptional 
performance of equities, we have shown that the 
combination of non-traditional risks with an equity portfolio 
is to the benefit of investors during most periods except 
those where the market enjoys a “lucking up” period.   

For investors not succumbing to attractive, but myopic 
considerations, the strategic allocation to long-term non-
traditional risk exposures, which are diversifying, can be 
complementary – especially during periods of high 
uncertainty. Trend following, as we have yet again 
highlighted, can offer some protection, but not as much 
as many investors expect or would like. However, it is 
possible to enhance these features of trend following to 
produce a better complement to an equity portfolio.  

While the past decade was characterised by exceptional 
equity performance, one has to consider the likelihood of 
the market repeating its ten year tear as less likely than an 
outcome consistent with long term expectations – a 
Sharpe ratio of 0.3-0.4. For investors unable or unwilling to 

accept those odds, it is good to know that, as we have 
shown, adding an uncorrelated strategy with a modest 
Sharpe ratio does improve risk-adjusted returns over 
longer timescales. 

Disclaimer 
THE TEXT OF THE INTERVIEW IS AN EDITED TRANSCRIPT 
OF A PHONE INTERVIEW WITH STÉPHANE BOUJNAH IN 
MARCH 2020. THE VIEWS AND OPINIONS EXPRESSED IN 
THIS INTERVIEW ARE THOSE OF STÉPHANE BOUJNAH 
AND MAY NOT NECESSARILY REFLECT THE OFFICIAL 
POLICY OR POSITION OF EITHER CFM OR ANY OF ITS 
AFFILIATES. THE INFORMATION PROVIDED HEREIN IS 
GENERAL INFORMATION ONLY AND DOES NOT 
CONSTITUTE INVESTMENT OR OTHER ADVICE. ANY 
STATEMENTS REGARDING MARKET EVENTS, FUTURE 
EVENTS OR OTHER SIMILAR STATEMENTS CONSTITUTE 
ONLY SUBJECTIVE VIEWS, ARE BASED UPON 
EXPECTATIONS OR BELIEFS, INVOLVE INHERENT RISKS 
AND UNCERTAINTIES AND SHOULD THEREFORE NOT BE 
RELIED ON. FUTURE EVIDENCE AND ACTUAL RESULTS 
COULD DIFFER MATERIALLY FROM THOSE SET FORTH, 
CONTEMPLATED BY OR UNDERLYING THESE 
STATEMENTS. IN LIGHT OF THESE RISKS AND 
UNCERTAINTIES, THERE CAN BE NO ASSURANCE THAT 
THESE STATEMENTS ARE OR WILL PROVE TO BE 
ACCURATE OR COMPLETE IN ANY WAY. 

~ 

ANY DESCRIPTION OR INFORMATION INVOLVING MODELS, 
INVESTMENT PROCESSES OR ALLOCATIONS IS PROVIDED 
FOR ILLUSTRATIVE PURPOSES ONLY. 

ANY STATEMENTS REGARDING CORRELATIONS OR MODES 
OR OTHER SIMILAR BEHAVIORS CONSTITUTE ONLY 
SUBJECTIVE VIEWS, ARE BASED UPON REASONABLE 
EXPECTATIONS OR BELIEFS, AND SHOULD NOT BE RELIED 
ON. ALL STATEMENTS HEREIN ARE SUBJECT TO CHANGE 
DUE TO A VARIETY OF FACTORS INCLUDING FLUCTUATING 
MARKET CONDITIONS, AND INVOLVE INHERENT RISKS AND 
UNCERTAINTIES BOTH GENERIC AND SPECIFIC, MANY OF 
WHICH CANNOT BE PREDICTED OR QUANTIFIED AND ARE 
BEYOND CFM'S CONTROL. FUTURE EVIDENCE AND ACTUAL 
RESULTS OR PERFORMANCE COULD DIFFER MATERIALLY 
FROM THE INFORMATION SET FORTH IN, CONTEMPLATED 
BY OR UNDERLYING THE STATEMENTS HEREIN.  
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Appendix

 Description Bloomberg Ticker 
US Large cap 
Equities 

S&P 500 Total Return  SPXT Index 

US Small cap 
Equities 

Russell 2000 Total Return  RU20INTR Index 

Developed Market 
Equities 

Morningstar Global Allocation TR Index MSAAGAT Index 

Developed Markets 
(ex. US)  

Morningstar Dev Mkts ex-US PR USD MDXUS Index 

Emerging Market 
Equities 

Morningstar Emg Mkts PR USD MEMM Index 

Global IG Debt Bloomberg Barclays Global-Aggregate Total 
Return Unhedged  

LEGATRUU Index 

Global HY Debt 
Bloomberg Barclays Global HY Total Return 
Unhedged 

LG30TRUU Index 

US Treasuries 
Bloomberg Barclays US Treasury Index Total 
Return Unhedged 

LUATTRUU Index 

Emerging Market 
Debt 

Bloomberg Barclays EM Aggregate Total Return 
Unhedged 

EMUSTRUU Index 

US IG Debt 
Bloomberg Barclays US Corporate Total Return 
Unhedged  

LUACTRUU Index 

US HY Debt 
Bloomberg Barclays US Corporate HY Total 
Return Unhedged  

LF98TRUU Index 

US Muni Bloomberg Barclays Municipal Bond Total Return 
Unhedged  

LMBITR Index 

60/40 Portfolio* Vanguard Balanced Index Fund Institutional VBAIX US Equity 

Commodities 
S&P Goldman Sachs Commodity Index Total 
Return  

SPGSCITR Index 

Gold 
S&P Goldman Sachs Commodity Index Gold 
Index Total Return 

SPGSGCTR Index 

Global Real Estate S&P Global REIT USD Total Return Index SREITTGL Index 

CTA SG CTA Index NEIXCTA Index 

CTA Trend SG Trend Index NEIXCTAT Index 

 

Reference benchmarks 

 
Benchmark indices are daily, total return price time series (all in USD). 

* Data only available from 28 November 2011. The time series is backfilled to January 2000 using US Large Cap Equities 
and Global IG Debt as the respective proxies for a 60-40 portfolio. 
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