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Managed futures have significantly underperformed broad markets over the past few years. When an asset
class disappoints, selling it is always tempting. But they are still worthwhile.
If anything, this might be an appropriate time to direct more funds into them.
Managed futures give you exposure to future prices of commodities, equities and currencies with the benefit
of professional management. This asset class has a low correlation to traditional stocks. So if there’s
another stock market crash, managed futures likely can act as an airbag, cushioning the blow to your
portfolio.
Managed futures have done well during such events as the 2000-02 tech crash and the 2008-09 financial
crisis. (Of course, there’s no guarantee they will outperform in the future.) Managed futures have generated
solid long-term returns as compared to stocks.
The chart below shows a managed futures index, the Altegris 40 (in red), against the Standard & Poor’s 500
stock market index (in blue) for the past 22 years. The data reflects rolling 36-month periods.

The chart shows that over the past 20 years, there have been four distinct timespans where managed
futures have greatly underperformed the broad stock market indexes. We are in one of those periods right
now.
But historically, after some spell of significant underperformance by managed futures, they have risen
sharply, often against the backdrop of a declining stock market. What’s more, managed futures do not have
a record of falling as far as stocks have. The 36-month rolling returns for stocks (also known as “risk assets”)
was as sharp as negative 37% (in 2008). Meanwhile, as the above graphic shows, over the past two
decades managed futures never delivered negative returns. Those returns came close to zero only four
times.

Although markets have experienced tremendous price fluctuations, the longer-term underlying trends for
many managed futures (stock and bond indexes, commodities and currencies) was basically flat, making it
hard to discern a major trend. Let’s review several charts to understand the asset class’ near-term underperformance.
Interest rates. The chart here on the 10-year U.S. Treasury bond reflects a yield of 1.6% in July 2012.
Although the yield moved as low as 1.4% and as high as 1.85%, it fell back to near 1.6% in September. So
in this three-month window, despite the volatility, interest rates stayed essentially flat.

Oil. The chart on oil is of a similar pattern, a lot of short-term price movement, but the overall trend for the
period was flat.

Although oil was as high as $110 per barrel and down to nearly $75 per barrel, the nine-month trend also
was flat, thus making it difficult for intermediate to long-term trend-following managers to make money.
Central bank intervention. In the past five years, central banks around the world injected more than $9
trillion dollars into their sluggish economies, hoping to stimulate growth.
Asset purchases by central banks, called quantitative easing (or QE, for short), has still not successfully
ignited the global economy. But those short bursts of stimulus certainly led to unusual market movements,
where investors were more likely to take risks, such as by buying stocks. Once the central banks stop
increasing the money supply, they become risk-averse again.
The chart below clearly illustrates the effect of the Federal Reserve’s asset purchase programs on the S&P
500 stock index. Similar results occurred in bond rates, commodities and currencies, the four major markets
managed futures managers work in.

Many of the managed futures managers we work with are trend-followers. Some look for a trend that
persists for months, not just days and weeks. Other managers zero in on very short-term trends. At the
moment, given the unsettled nature of the U.S. and European economies, we prefer those with a more
short-term philosophy.
Tipping points. What can change or create a new trend?
Three key global events could move markets and potentially change their direction over the next few years.
One is the U.S. fiscal cliff – the huge tax increases and brutal spending cuts that will occur on Jan. 1, 2013
unless Congress does something to prevent them. Falling off this cliff could throw the U.S. back into a
recession, which would have global implications.
A second is China’s recent economic slowdown. As China prepares to choose its next generation of leaders,
its prodigious economic growth is flagging. This is partly linked to the ongoing European debt crisis. That
region’s leaders are increasingly at odds with one another, and there is still no end in sight for Europe’s
malaise. Dire consequences could ensue if there is a sovereign default by a European nation, a country’s
exit from the Eurozone or an erosion of consensus over economic recovery plans.
Any one of these events, or any combination, can create new trends, presenting risk for those who are not
prepared and opportunities for those who are.

Given stocks’ greater volatility versus managed futures (the first chart), which is the better road to travel? As
the chart below illustrates, over the past 15 years, managed futures arrived at a slightly better cumulative
return than U.S, stocks but with much less trauma. Sophisticated hedging strategies did better – global
macro and long/short, which involve betting both for and against different asset classes.

We aren’t predicting that stocks or any other asset class will collapse and managed futures will sharply rally.
But if history is any guide, this strategy should continue to do well. As the above chart indicates, it outpaced
stocks over the past 15 years. This probably is not the time to exit from managed futures.
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IMPORTANT DISCLOSURE
The views contained within this report are those of the author and are reprinted with permission. No part of this document contains
an opinion or analysis of the Altegris companies or any Altegris investment product. Altegris assumes no liability for the content and
this reprint does not constitute an endorsement, authorization, sponsorship by or affiliation with Altegris. Past performance is not
indicative of future results. There is no guarantee that any investment product will achieve its objective, generate profits or avoid
losses. This article is being provided for informational purposes only and should not be construed as investment advice of any kind,
nor does it contain a recommendation to buy or sell any specific securities. The comments and analysis herein are based on market
conditions at the time of writing and future prospects may not be realized. Market conditions are subject to change without notice
and different economic periods will produce different results. The reader should not assume that all securities identified and
discussed were or will be profitable and the report should not be regarded by recipients as a substitute for the exercise of their own
judgment.
It is important to review investment objectives, risk tolerance, tax liability, and liquidity needs before choosing an investment style or
manager. Equity investing involves market risk or the risk that stocks will decline in response to adverse company news, industry
developments or a general economic decline. There are substantial risks and conflicts of interests associated with managed futures
and commodities accounts, and one should only invest risk capital. The success of an investment is dependent upon the ability of a
commodity trading advisor (CTA) to identify profitable investment opportunities and successfully trade which is difficult, requires skill,
and involves a significant degree of uncertainty. CTAs have total trading authority, and the use of a single CTA could mean a lack of
diversification and higher risk. The high degree of leverage often obtainable in commodity trading can lead to large losses as well as
gains. Returns generated from a CTA’s trading, if any, may not adequately compensate for the business and financial risks
assumed. CTAs may trade highly illiquid markets, or on foreign markets, and may not be able to close or offset positions
immediately upon request. Investors may have market exposure even after the CTA has a request for closure or liquidation.
Managed Futures and commodities accounts may be subject to substantial charges for management and advisory fees. It may be
necessary for accounts that are subject to these charges to make substantial trading profits in order to avoid depletion or exhaustion
of their assets. This brief statement cannot disclose all the risks and other significant aspects of the commodity markets, and you
should carefully study any disclosure document before you invest, including the description of the principal risk factors of an
investment.

THE ALTEGRIS COMPANIES
Altegris and its affiliates are subsidiaries of Genworth Financial, Inc. and are affiliated with Genworth Financial Wealth Management,
Inc., and include: (1) Altegris Advisors, LLC, an SEC-registered investment adviser, CFTC-registered commodity pool operator,
commodity trading advisor, and NFA member; (2) Altegris Investments, Inc., an SEC-registered broker-dealer and FINRA member;
(3) Altegris Portfolio Management, Inc. (dba Altegris Funds), a CFTC-registered commodity pool operator, NFA member and SECregistered investment adviser; and (4) Altegris Clearing Solutions, LLC, a CFTC-registered futures introducing broker and
commodity trading advisor and NFA member. The Altegris Companies and their affiliates have a financial interest in the products
they sponsor, advise and/or recommend, as applicable. Depending on the investment, the Altegris Companies and their affiliates
and employees may receive sales commissions, a portion of management or incentive fees, investment advisory fees, 12b-1 fees or
similar payment for distribution, a portion of commodity futures trading commissions, margin interest and other futures-related
charges, fee revenue, and/or advisory consulting fees.
Genworth Financial, Inc. (NYSE: GNW) is a leading Fortune 500 insurance holding company dedicated to helping people secure their financial lives,
families and futures. Genworth has leadership positions in offerings that assist consumers in protecting themselves, investing for the future and
planning for retirement—including life insurance, long-term care insurance, financial protection coverages, and independent advisor-based wealth
management—and mortgage insurance that helps consumers achieve home ownership while assisting lenders in managing their risk and capital.
Genworth has approximately 6,300 employees and operates through three divisions: Insurance and Wealth Management, which includes U.S. Life
Insurance, Wealth Management, and International Protection segments; Global Mortgage Insurance, which includes U.S. and International Mortgage
Insurance segments; and the Corporate and Runoff division. Its products and services are offered through financial intermediaries, advisors,
independent distributors and sales specialists. Genworth Financial, Inc., which traces its roots back to 1871, became a public company in 2004 and
is headquartered in Richmond, Virginia. For more information, visit genworth.com. From time to time, Genworth Financial, Inc. releases important
information via postings on its corporate website. Accordingly, investors and other interested parties are encouraged to enroll to receive automatic
email alerts and Really Simple Syndication (RSS) feeds regarding new postings. Enrollment information is found under the “Investors” section of
genworth.com.

