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The diversification benefits of managed futures strategies have long been extolled to investors. 

With limited correlation to traditional asset classes and an ability to go long or short, a strategic long-term 
allocation to managed futures can enhance the returns of an investment portfolio and lower its overall volatility. 

In recent years, managers themselves have been increasingly pursuing diversification of a different kind – their 
product range. 

The industry’s asset outflows since 2009 coincided with an increase in the variety of strategies and vehicles 
that managers have launched. 

First Ucits, then an explosion in ‘40 Act offerings. There are now more than 50 CTA funds in each camp. 

Along the way managers have brought out lower fee “lite” versions of their strategies, as well as a new equity 
products. 

Detractors suggest much of this is a land grab for assets as flagship programs have suffered redemptions. 

And that now performance has returned the trend will subside. But others see it as a result of a maturing 
sector; a response to changing investor demands and differing investment mandates. 

In recent months it has been the highest performing, often flagship programs, that have stood out. 

But will a broader product range be essential for CTAs to survive as a business in the future? 



In a research paper last year, Michael Fields, managing partner of MSF Enterprises, a Denver-based strategic 
consultancy, prescribed four themes CTA should consider to increase growth opportunities. 

Alongside branding themselves more broadly as quant driven investment firms, Fields noted the need to 
expand their product offerings, participating in markets with broader scope such as equities and ETFs. 

He also advocated integrating systematic strategies into markets other than futures to create products that can 
perform in any environment. And to create custom trading strategies for individual clients. 

“Performance is important, but it is not the only driver of firm value,” he noted. Some firms would be reticent to 
follow the prescription to the letter. But variations of the themes have been implemented by many. 

For now, asset flow surveys suggest the bulk of the capital is still finding its way to the largest managers. 

Winton Capital, which past $30bn in assets in February, little over 10 years after reaching $1bn in AuM, has 
been steadily broadening its product range consistent with founder David Harding’s stated aim to become a 
global asset manager. 

Winton began developing a cash equities strategies in 2005 for a long-only global equities strategy. 

The Winton Global Equity Fund, which launched in June 2008, reached $1bn in assets last year. 

Cash equities were also implemented into its flagship diversified program in 2010. 

Winton’s flagship Ucits offering, sitting on Deutsche Bank’s platform, at $1.6bn in assets has long been the 
largest in the managed futures sector sector. 

Winton has also launched a series of Ucits and US mutual fund equity funds in the past year. 

London-listed hedge fund rival Man Group has been successfully rebuilding its AHL asset base, which reached 
a recent high of $24bn in 2011; before falling to £9bn early last year. 

Significant flows have come into its newer products such as AHL Evolution, which trades non-traditional CTA 
markets. 

Evolution now rivals AHL’s original Diversified program in size, at roughly $4bn. Man Group has also added 
long only quant offerings to its stable through its acquisition of Numeric, a $14bn Boston-based manager. 

The potentially vast pool of capital available in the ’40 Act or “liquid alternatives” space offers an appealing 
route to raise new assets from so-called “retail” investors. 

The opportunity has been well reported and the success of AQR, which has seen its low cost managed future 
strategy fund swell to $8bn in assets since its 2010 debut has forced many to take note. 

After a period of watching developments from the side-lines as market demand became clearer and best 
practice and distribution routes evolved, many of the largest shops, from Campbell & Co in the US, to AHL, 
Aspect Capital and Systematica Investments (formerly part of BlueCrest) in Europe, have launched mutual fund 
offerings with distribution partners, or are now sub-advising funds. 

But these fi rms already had scale and resources. Is a diversified product approach feasible for smaller and 
mid-sized CTAs? 

New York-based Quest Partners and Calgary-based Auspice Capital offer two examples. 



Quest’s first program, AlphaQuest Original, remains its fully diversified flagship, but most of the firm’s near 
$1bn in AuM are now in programs designed to provide specific solutions to investors, from a tracker index to 
equity and fixed income hedging strategies. 

Quest grew from around $25m in assets when it launched in 2001 to managing $650m by 2007, before the 
financial crisis hit. 

Much of Quest’s early assets came from a FoHF which was assigned 90% capacity rights and allocated as 
much as $550m at its peak. 

But the FoHF had to redeem in 2010 due to its own complications, and Quest set about developing a suite of 
new offerings. 

“We did very well for them but were in an environment where people were de-allocating from CTAs and needed 
to raise money quickly,” says Quest founder and CIO Nigol Koulajian. 

The firm’s newer products were variously born out of a thesis that 90% of the industry can be easily replicated, 
and a series of published research papers that have identified risks that both hedge funds and CTA investors 
may not be fully accounting for around tail risk exposure. 

The Quest Tracker Index (QTI) was launched in August 2011 as a transparent systematic replication program 
to match the performance of a basket of the largest CTAs at the time. 

QTI, which is also offered as a Ucits fund on Morgan Stanley’s platform, has an 80% correlation to the BTOP 
50, although it has outperformed the industry benchmark. 

Assets in QTI, which charges a flat management fee, grew rapidly with a $300m injection from PGGM/PFZW, 
the Dutch pension fund. 

The relationship also provided Quest with an opportunity to undergo the in-depth due diligence of a large 
institutional investor. 

Although PGGM has since redeemed from hedge funds altogether, including QTI, the process helped Quest 
improve its operational infrastructure. In the past two years, Quest has developed two other programs. 

Quest says they fill a void left by the reducing utility in a hedge fund portfolio of the trend-following programs 
offered by the largest managers due to their “drift” into more ‘risk-on’ exposure. 

We had been telling investors to do it, but they had not been doing it. So we decided to do it,” explains 
Koulajian. 

The first, Quest Equity Hedge (QEH), offers a hedge to the longer term ‘risk-on’ approach that Quest says the 
largest managers have adopted. 

It takes positions to target a -0.9 beta to the S&P500 with positive alpha and positive skew, something not 
available through short-sellers nor traditional hedge strategies. 

While it has a flat total return since inception, it has outperformed its short S&P500 benchmark (SPXTS) by 
about 26%, and is expected to deliver strong returns should equity markets experience another correction. 

Three pension funds were the first to allocate to the 1.5%/20% fee product. 



Another product, using similar trade filtering methodology as QEH, was developed to hedge fixed income 
downturns, initially as a managed account for Equinox Funds, but has also seen strong interest from other 
investors. 

The Quest Fixed Income Hedge (QFIT) program only enters positions that provide negative beta to the US-10 
year. 

Koulajian describes the use of fixed income to hedge equities as biggest risk in the market today. 

“It’s not sustainable over time,” he says. Quest is also live testing a hedged single stock and ETF portfolio with 
a view to a further product launch. 

The firm has had success with its smart beta and hedging products, but Koulajian says interest in its flagship 
program is also now returning. 

It has $113m in AuM but with a $1.5bn capacity has plenty of growth potential. 

Like Quest, Calgary-based Auspice Capital has built a diverse product range which helped it pass $300m in 
AuM earlier this year. 

Its product suite spans the return continuum, from alpha to beta, delivering what if refers to as “enhanced beta”. 

It also offers different access points for investors, from private placement to ETFs and mutual fund structures. 

Auspice CIO Tim Pickering says the firm believes that non-correlated alternative investments will be a core 
holding in all portfolios, but the way investors access CTA/managed futures is evolving. 

When Pickering co-founded Auspice in 2005, after 10 years working as an energy trader for TD bank and Shell 
Trading North America, he decided he wanted to build a “sustainable business” rather than just “start a fund”. 

“It was part of our vision, but we didn’t know exactly how to execute because there was no example,” he says. 

I couldn’t pick up a Jack Schwager book and read about other CTAs that had gone down this path.” 

Auspice launched its flagship program in 2006, with a group of Canadian high net worth investors who had an 
interest in diversifying their portfolio with a commodity and financial futures program. 

As that program established a track record in a difficult first few years, Auspice was already beginning to think 
of ways to grow the business and diversify its revenues. 

In an unusual move for the time, Auspice partnered with Claymore ETFs (now part of Blackrock iShares) to 
launch a Canadian natural gas ETF – an almost pure beta product, making it the first CTA to enter the ETF 
space. 

“As I went out and told our story to other CTAs, they really thought we were nuts,” admits Pickering. 

“We had this great year in 2008 and had just launched a natural gas ETF. Why would we do that? 

“The answer was, to learn about indexing and ETFs which we thought would become a big deal in alternatives 
and commodities, and learn about other distribution channels.” 



Since then, Auspice has established other partnerships with Horizons ETFs in Canada and Direxion 
Investments in New York to bring to market a long-only trend-following commodity index and a long/short 
managed futures index. 

Both are published on NYSE. They are offered in Canada as ETFs and in the US as ’40 Act mutual funds. 

Auspice is now also launching an ETF under its own brand, based on the price of Canadian crude oil. 

It will also reference a NYSE-listed index, the Canadian Crude Index, developed by Auspice. 

Pickering says Auspice applies a “core-satellite” approach which makes sense for many sophisticated 
institutional clients: offering core, transparent rules-based enhanced beta index products alongside a more 
active multi-strategy alpha-tilted product. 

He admits the firm has received some criticism for “doing a lot with different products and different 
partnerships”, but insists it has not been a big distraction from the firm’s daily operation. 

He notes rules-based trading offers a lot of time efficiencies. 

“The answer is actually the opposite,” Pickering says. 

It allowed us to know we had stable business and when you go through a period like 2011 through 2013 which 
was tough for CTA strategies, we knew we had a good business and the bills were going to be paid.” 

Pickering says the period was marked by the disappearance of some “good CTAs”. 

“It wasn’t because they were bad at what they did, it’s because they had a one-dimensional business model,” 
he offers. 

Pickering says Auspice’s “retort to naysayers” has been that its approach has provided the firm with capital to 
grow its business infrastructure, invest in research and product improvement, without worrying about a single 
strategy “paying-off”. 

He continues: “To us it’s such an obvious thing to diversify the business, to tailor products for different 
investors, and outsource functions that are beyond our core expertise, like distribution. 

“We’re good at creating products and managing risk,” he says. 

However Pickering cautions it is not a quick and easy process. 

“It takes time, capital and a lot of relationship building, and it is daunting for many managers,” he says, noting 
the personnel of many firms are largely quants, and not relationship-builders. 

“But once you’ve done these things it makes your business stronger. 

“We learned what investors want through different distribution channels.” 

Pickering says cannibalisation is a risk, but believes Auspice has priced all its programs competitively, and 
sophisticated investors can identify the differences. 

“We’ve never felt the problem with raising assets was around fee structures,” he says. 

“It’s been more about market environment and what the investor is looking for.” 



It is notable that despite pressure from hedge fund investors, CTAs have generally retained pricing power. 

The mean performance fee in the CTA space has been held just above 20%, although the management fee 
has come down from 2% to 1.7% and even lower for new launches, according to figures from alternative data 
provider Preqin. 

Currently, Auspice’s fee income is titled more to its managed futures and broad commodity enhanced beta 
products. 

But like Quest, it is seeing renewed interest in its flagship, Auspice Diversified, after its strong performance in 
2014. 

That program, which recently won the 2014 Altegris CTA Challenge, charges both a management and 
performance fee. 

However, not all managed futures managers have gone down the path of diversifying their product range. 

Dutch managed futures giant Transtrend is one such example. 

The $6.4bn manager’s approach offers a contrast to some of its rivals. It did launch a long/short equity program 
in 2007 trading cash stocks, which has seen a pick-up in interest recently. But assets are still limited at $46m. 

Its core business activity is focused on its Diversified Trend Program, which launched in 1992. 

Principal André Honig says the firm has not been blind to the developments of the industry, but believes Ucits 
and ’40 Act products are largely for a retail market which does not make up its highly institutional focused client 
base. 

Honig says while there are some institutional investors who only invest in Ucits, 

Transtrend sees such versions of CTA programs as inferior by definition, due to the financial structuring often 
involved. 

These cost money and increase risks, he points out, saying: “We do not think they are always in the best 
interests of the end investor.” 

Similarly, Honig says the firm has decided not to offer any low-cost, simplified versions of its program. 

“We believe it is extremely difficult to differentiate between the all-in version and a ‘lite’ version of a trading 
program. 

“We wish to have all our investors benefit from all the research we do to improve the program and not leave 
any ‘lite’ version lagging behind”,” he says. 

“It’s already difficult enough to maintain the programs we run. People should not under estimate how difficult it 
is to stay ahead of the crowd; the innovations you need to carry out, to add new markets, make your risk 
management even more sophisticated, adapt to changing market structures, make systems robust to new data 
issues not prevalent 10 years ago. That is definitely not a commodity.” 

He says over time, the trend-followers who have continued to work hard on their core programs will show they 
have a superior product compared to the low-cost versions. 

On pricing products, Transtrend sees management fee-only products as setting up the wrong alignment of 
interests with investors. 



In fact, the firm lowered its management fee last year as a gesture to investors who had remained with it during 
poorer patches of performance between 2009 and 2013. 

Transtrend is in the privileged position of having a multi-billion dollar asset base, and given its predominant 
institutional clients base, it focuses on explaining rather than pro-actively hard-selling its program. 

But he acknowledges that smaller managers may take a different approach, for their own reasons. 

“We are very grateful that we have been able to achieve the position we have, and that we are less sensitive to 
total assets under management.” 

Not only has Transtrend decided against product diversification, it has avoided adding non-trend-following 
components to improve returns in difficult periods. 

“We are a very strong believer in trend-following in good times and in bad, and many of our investors expect us 
to stick to that.” explains Honig. 

“Despite what we’ve seen with some other CTAs adding non-trend following components to their trading 
programs, we have very consciously chosen not to do that. 

“We believe that trends are here to stay and that trends are as integral a part of markets as the wind is to the 
atmosphere. The wind will always come back. 

“Similarly with the markets, there will always be trends. 

If you are wind miller and you have suffered from a very long summer of no wind, you should not start to doubt 
if the wind will ever come back and move to sheep farming. 

“The right response is to work as hard as you can to make your windmills better to capitalise on the wind that 
does occur.” 

Not all managers have been prepared to wait for that happen. 
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