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2018 was a year where market events frustrated and stung equity investors, with major
equity drawdowns in February, October, and December. Although Managed Futures strategies
have had the ability to outperform equity markets during past crises, for much of 2018 they
suffered hand-in-hand with equity markets. For investors hoping for portfolio protection, this
situation left them scratching their heads. There are several reasons why Managed Futures
did not weather the equity storm in 2018, including the difference between a crisis and a
correction and prior positioning going into corrections.

When it comes to crisis, severity and duration matter

Every crisis is different and a crisis can be defined by both the length and depth of a crisis
event. From this perspective, sustained and substantial periods of losses can be classified as
a crisis and short term market reversals can be classified as a correction. Managed Futures
strategies trade predominately medium- to long-term trend following strategies ranging from
3 to 12 months. Given their approach, a severe prolonged crisis is naturally a more favorable
environment. To put this into perspective, Figure 1 plots equity drawdowns (using the S&P
500 TR Index in red) and the return of Managed Futures during the same drawdown period
(using the SG Trend Index in gray).! 2018 saw several equity drawdowns that were smaller
and relatively shorter than major historical crises. These events were a market corrections
not a major crisis event. Since 2000, we have observed three distinct regimes (1) crisis, (2)
recovery, and (3) a period of relatively “calm” equity markets.

Equity Drawdowns vs. Managed Futures
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Figure 1: Maximum Drawdown for Equity Markets (S&P 500 TR Index) versus the performance of Managed Futures
(SG Trend Index) during the same drawdown period. The data begins at the inception of the SG Trend Index in
January 2000 through December 2018. Source: Bloomberg, AlphaSimplex. Index performance is not indicative of
an investment product. You may not invest directly in an index. Results may be different for different time periods.

1 Intuitively, this graph shows every negative day and the corresponding depth of the largest loss for an equity
investor on that particular day looking backwards. The return of Managed Futures is over the same time period to
consider how the strategy performed through the same drawdown period.
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During sustained crisis periods, Managed Futures seem to earn their stripes garnering “crisis
alpha.”? During periods of recovery, Managed Futures tends to have relatively lower returns
on average.? Finally, during the recent period of relatively “calm” equity markets, Managed
Futures has been somewhat of a mixed bag during a range of milder equity drawdowns. Since
trend following strategies are built to react in medium- to longer-term horizons, they cannot
adjust as quickly to short-term events. As a result, for equity corrections the way trend
following strategies are positioned prior to an event really matters.

For short-term corrections, prior positioning matters

Short-term market corrections may not necessarily be good environments for Managed
Futures. During these events, trend-following strategies either get it right because the market
trends were consistent with this event prior to its occurrence, or they get it wrong when large
trends quickly change (causing reversals). Focusing only on the beginning of a crisis period
and the recent calm period in equity markets, Figure 2 plots the maximum drawdown for
equity markets (using the S&P 500 Total Return Index in red) compared with the performance
of Managed Futures (SG Trend Index in gray) during the same period.
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Figure 2: Maximum Drawdowns for equity markets (S&P 500 TR Index) versus Managed Futures (SG Trend Index)
performance over the same period. Drawdowns are shown for the beginning of the crisis periods and calm periods in
markets. Source: Bloomberg

2 A wide range of papers examine the conditional performance of trend following during crisis, documenting “crisis
alpha” properties of trend following over long time horizons. (See also Kaminski (2011), Greyserman and Kaminski

(2014))

3 Hutchinson and O’Brien (2014) examine the performance of trend-following strategies during financial crises and
post-crisis. They show that trend following tends to underperform post-crisis during the recovery and provide better
conditional performance during crisis periods. Kaminski (2017) also discusses this concept by comparing performance
of trend following as a function of the number of assets in crisis.
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From this graph, there are roughly 26 market corrections, or events with a drawdown greater
than 5%. During the same period, Table 1 lists the 26 equity correction events along with the
corresponding equity market and Managed Futures performance during the same drawdown
period. Positive returns for Managed Futures during equity corrections are shaded in green
(negative are shaded in red). From Table 1, we can see that during equity market corrections
Managed Futures performance has been roughly equally positive, neutral, or negative. This
list demonstrates how the positioning of trend-following strategies matters. For the equity
correction in Q1 2016, trend positioning was roughly in line with future trends that extended
when markets took losses in January and February. In February and October 2018, trend-
following strategies were long equities following the exceptional trends coming out of 2017
and post the reversal of February 2018. When equities corrected, the move was not in their
favor. From Figure 2, we can also see that two difficult simultaneous drawdowns for both
equities and trend followers occurred in 2007. After the October correction, trend followers
took on short positions in many global equity markets, leading to gains in December 2018
when equity markets dropped precipitously. At the end of December, many trend-following
strategies were on route to recovering from the year’s drawdowns.

Managed Futures Performance During Equity Corrections
Outside Crisis and Recover

of Duration

Period (Months) Description SG Trend
Pre-Tech Crisis 2/25/2000 1.9 Beginning of Tech Crash -9.1% -1.1% Neutral
Pre-Tech Crisis 4/14/2000 0.7 Beginning of Tech Crash -11.1% -2.5% Neutral
Pre-Tech Crisis 5/23/2000 2.0 Beginning of Tech Crash -9.9% -2.4% Neutral
Pre-Tech Crisis 7/28/2000 4.2 Beginning of Tech Crash -6.7%

Pre-Credit Crisis 10/12/2000 1.3 Beginning of Tech Crash -12.5%
Pre-Tech Crisis 11/30/2000 3.0 Continuation of the Tech Crash -13.3%

Pre-Tech Crisis 12/20/2000 3.6 Continuation of the Tech Crash -16.6%

Pre-Tech Crisis 3/12/2001 6.3 Continuation of the Tech Crash -21.9%

Pre-Credit Crisis | 3/13/2007 | 0.7 ooar ﬂfﬁiﬁiﬁ?ﬁ Warnings | 5:4%

Pre-Credit Crisis 8/15/2007 0.9 Quant Crash -9.3%

Pre-Credit Crisis 11/26/2007 1.6 Weakness in Global Equities -9.9%

Pre-Credit Crisis 1/22/2008 3.5 Weakness in Global Equities -15.8%

Pre-Credit Crisis 3/10/2008 5.1 Weakness in Global Equities -17.9%

Pre-Credit Crisis 7/15/2008 9.4 Weakness in Global Equities -21.1%

Pre-Credit Crisis | 9/9/2008 11.3 cohman Brothers, Startofthe | 20.20

calm 6/1/2012 2.0 e -9.6%

Calm 11/15/2012 | 2.0 Eespfr'fsmon A2, iRl -7.3%

calm 6/24/2013 | 1.1 R -5.6%

Calm 2/3/2014 0.6 ﬁ‘;ﬂigcitlg:grag‘ai'a Poor US -5.7%

Calm 10/15/2014 0.9 Concerns over QE Globally -7.3%

Calm 8/25/2015 1.2 Concerns over China -12.0%
Calm 1/20/2016 6.2 Equity Correction -11.7%

Calm 6/27/2016 0.6 Brexit -5.5%
Calm 2/8/2018 0.4 Volpocalypse -10.1%

Calm 10/29/2018 1.2 Weakness in Global Equities -9.8%

Calm 12/24/2018 3.1 Weakness in Global Equities -19.4%
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Table 1: Managed Futures Performance During Equity Corrections. In this table, a correction is defined as a drawdown
that exceeds 5% and that is not part of either a larger crisis or recovery period. The date of the maximum drawdown
for equity markets is labeled by the period, the date of the drawdown, a description, the depth of the drawdown in
equities (S&P 500 TR Index), as well as the corresponding performance of trend following (SG Trend Index) during
the same drawdown. Returns which are greater than 3% in magnitude are labeled as positive or negative and returns
less than 3% in magnitude are labeled as neutral. Source: Bloomberg

Keeping Managed Futures investments in perspective

Managed Futures tends to do the best “when things happen in markets” and when the world
is structurally changing. Most investment strategies dislike change; this difference in approach
makes Managed Futures performance somewhat counter-cyclical. It tends to work when other
things don't and it tends not to work when they do—in general, but not in every market
environment. Although it can be a great diversifier or risk mitigator, the counter-cyclical
performance makes holding the strategy more difficult without a long-term perspective. The
key advice for investors in Managed Futures is to focus on its long-term strategic goal in a
portfolio and to avoid reacting to short-term performance fluctuations and short-term equity
corrections. It is also important to distinguish between a crisis and a correction. While volatility
has picked up recently, we have been in a prolonged period of extreme “calm” in equity
markets. With the current global potential for rising rates and ongoing political and economic
uncertainty, it is important to not mistake the dangers of the calm before the storm.
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Disclaimers
Performance data shown represents past performance and is no guarantee of, and not necessarily
indicative of, future results.

Managed Futures strategies can be considered alternative investment strategies. Alternative investments involve
unique risks that may be different from those associated with traditional investments, including illiquidity and the
potential for amplified losses or gains. Investors should fully understand the risks associated with any investment
prior to investing. Commodity-related investments, including derivatives, may be affected by a number of factors
including commodity prices, world events, import controls, and economic conditions and therefore may involve
substantial risk of loss.

This material is provided for informational purposes only and should not be construed as investment advice. The
views and opinions expressed are as of 5/24/2019 and may change based on market and other conditions. There
can be no assurance that developments will transpire as forecasted, and actual results may vary. All investments are
subject to risk, including risk of loss.

S&P 500® Index is a widely recognized measure of U.S. stock market performance. It is an unmanaged index of 500
common stocks chosen for market size, liquidity, and industry group representation, among other factors. It also
measures the performance of the large cap segment of the US equities market.

SG Trend Index is equal-weighted, reconstituted and rebalanced annually. The index calculates the net daily rate of
return for a pool of Commodity Trading Advisors (CTAs) selected from the larger managers that are open to new
investment. AlphaSimplex Group LLC is part of this Index.

The index information contained herein is derived from third parties and is provided on an “as is” basis. The user of
this information assumes the entire risk of use of this information. Each of the third party entities involved in
compiling, computing or creating index information disclaims all warranties (including, without limitation, any
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) with respect to such information.

This material should not be considered a solicitation to buy or an offer to sell any product or service to any person in
any jurisdiction where such activity would be unlawful.

Publication: May 2019.

Copyright © 2019 by AlphaSimplex Group, LLC. All Rights Reserved.
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Outside the United States, this communication is for information only and is intended for
investment service providers or other Professional Clients. This material must not be used
with Retail Investors. This material may not be redistributed, published, or reproduced, in
whole or in part. Although Natixis Investment Managers believes the information provided in
this material to be reliable, including that from third party sources, it does not guarantee the
accuracy, adequacy or completeness of such information. In the EU (ex UK and France):
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the
Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws
and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2,
rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management
Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany:
Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number:
HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt
am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands
(Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the
Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number
516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48
5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafa.
Serrano n°90, 6th Floor, 28006 Madrid, Spain. e In France: Provided by Natixis Investment
Managers International - a portfolio management company authorized by the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a
public limited company (société anonyme) registered in the Paris Trade and Companies
Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendes France, 75013
Paris. e« In Switzerland: Provided by Natixis Investment Managers, Switzerland Sarl, Rue du
Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich,
Schweizergasse 6, 8001 Zirich. e In the British Isles: Provided by Natixis Investment
Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority
(register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter
Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be
made to persons as described as follows: in the United Kingdom: this material is intended to
be communicated to and/or directed at investment professionals and professional investors
only; in Ireland: this material is intended to be communicated to and/or directed at
professional investors only; in Guernsey: this material is intended to be communicated to
and/or directed at only financial services providers which hold a license from the Guernsey
Financial Services Commission; in Jersey: this material is intended to be communicated to
and/or directed at professional investors only; in the Isle of Man: this material is intended to
be communicated to and/or directed at only financial services providers which hold a license
from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the
Insurance Act 2008. e In the DIFC: Distributed in and from the DIFC financial district to
Professional Clients only by Natixis Investment Managers Middle East (DIFC Branch) which is
regulated by the DFSA. Related financial products or services are only available to persons
who have sufficient financial experience and understanding to participate in financial markets
within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by
the DFSA. No other Person should act upon this material. Registered office: Office 603 - Level
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6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates. e In
Singapore: Provided by Natixis Investment Managers Singapore (name registration no.
53102724D), a division of Ostrum Asset Management Asia Limited (company registration no.
199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton
Way, #22-05 UIC Building, Singapore 068808. e In Taiwan: Provided by Natixis Investment
Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C.
Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065,
Taiwan (R.0.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. ¢ In Japan:
Provided by Natixis Investment Managers Japan Co.,Ltd., Registration No.: Director-General
of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company
conducts discretionary asset management business and investment advisory and agency
business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi,
Minato-ku, Tokyo. ¢ In Hong Kong: Provided by Natixis Investment Managers Hong Kong
Limited to institutional/ corporate professional investors only. e In Australia: Provided by
Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830)
and is intended for the general information of financial advisers and wholesale clients only. e
In New Zealand: This document is intended for the general information of New Zealand
wholesale investors only and does not constitute financial advice. This is not a regulated offer
for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to
New Zealand investors who have certified that they meet the requirements in the FMCA for
wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered
financial service provider in New Zealand. e In Latin America: Provided by Natixis
Investment Managers S.A. e In Colombia: Provided by Natixis Investment Managers S.A.
Oficina de Representacion (Colombia) to professional clients for informational purposes only
as permitted under Decree 2555 of 2010. Any products, services or investments referred to
herein are rendered exclusively outside of Colombia. e In Mexico: Provided by Natixis IM
Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary,
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado
de Valores) and is not registered with the Comisién Nacional Bancaria y de Valores (CNBV) or
any other Mexican authority. Any products, services or investments referred to herein that
require authorization or license are rendered exclusively outside of Mexico. While shares of
certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing
does not represent a public offering of securities in Mexico, and therefore the accuracy of this
information has not been confirmed by the CNBV. Natixis Investment Managers is an entity
organized under the laws of France and is not authorized by or registered with the CNBV or
any other Mexican authority. Any reference contained herein to “Investment Managers” is
made to Natixis Investment Managers and/or any of its investment management subsidiaries,
which are also not authorized by or registered with the CNBV or any other Mexican authority.
e In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San
Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. e The above referenced entities
are business development units of Natixis Investment Managers, the holding company of a
diverse line-up of specialised investment management and distribution entities worldwide.
The investment management subsidiaries of Natixis Investment Managers conduct any
regulated activities only in and from the jurisdictions in which they are licensed or authorised.
Their services and the products they manage are not available to all investors in all
jurisdictions.
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In Canada: This material is provided by Natixis Investment Managers Canada LP., 145 King
Street West, Suite 1500, Toronto, ON M5H 1]8

In the United States: Provided by Natixis Distribution, L.P. 888 Boylston St. Boston, MA
02199. Natixis Investment Managers includes all of the investment management and
distribution entities affiliated with Natixis Distribution, L.P. and Natixis Investment Managers
S.A.

This material should not be considered a solicitation to buy or an offer to sell any product or
service to any person in any jurisdiction where such activity would be unlawful.

Natixis Distribution, L.P. is a limited purpose broker-dealer and the distributor of various
registered investment companies for which advisory services are provided by affiliates of
Natixis Investment Managers.

This document may contain references to third party copyrights, indexes, and trademarks,
each of which is the property of its respective owner. Such owner is not affiliated with Natixis
Investment Managers or any of its related or affiliated companies and does not sponsor,
endorse or participate in the provision of any Natixis Investment Managers’ services, funds or
other financial products.

The index information contained herein is derived from third parties and is provided on an “as
is” basis. The user of this information assumes the entire risk of use of this information. Each
of the third party entities involved in compiling, computing or creating index information,
disclaims all warranties (including, without limitation, any warranties of originality, accuracy,
completeness, timeliness, non-infringement, merchantability and fitness for a particular
purpose) with respect to such information.

Investors should consider the investment objectives, risks and expenses of any
investment carefully before investing.
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