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Alignment

| have recently lost weight and to those who ask how, | answer it is the “Alignment diet”. The
mechanism is less important than the motive: it turns out that if your wife wants you to lose
weight, your interests suddenly align.

Alignmentis key in our industry too. | was a newbie to systematic trading when moving to my
first hedge fund. Simon, a trader, joined the fund from another firm with an established CTA
program, and was supposed to educate us all about trend following. Simon was not much of
a team player, but he did teach me an important lesson about alignment. In September,
Simon was up about 7% and then suddenly his book went flat. Completely flat. For four
months Simon came to the office and traded absolutely nothing. It turns out that if your
manager’s pay structure is misaligned with your own interests, you may end up paying for
running a very low volatility product: one with no risk at all.

I am reminded of this incident in our current environment. Investors have been talking to us
about a higher volatility version of our products. Their rationale is clear: funding is expensive,
so higher volatility gives you more bang for your buck. Diversified allocators, investing in
multiple funds, are fighting an even lower volatility. So investing at a higher vol share class is
beneficial to allocators.

CTAs are fairly margin-efficient so higher volatility is easier to implement (so long as you are
mindful of capacity). The main blocker is alignment: if your management fees are an
important part of your pay packet, your interests and your allocators’ interests are
misaligned. Management fees are important for business stability, but they turn you into a
low-volatility asset gatherer rather than a hungry alpha hunter. Once fees are tilted to
performance, higher vol is easy: your and your clients’ interests are back in alignment.

Which brings us to the important business of internal alignment. GQ is often asked about
how a hedge fund canfitinside the trillion-dollar (and change) asset manager behemoth that
is TIAA Nuveen. It is a testimony to the foresight and support of people like Mike Sales and
Jon Spencer that gives us the freedom to innovate and aligns our interests with the
performance of the funds. Investors understand how important upside-alignment is. They
also care about us being invested in our own products since downside-alignment is equally
important.

But alignment is not just about the fund manager, it is about the team. Three days ago
(October 23) The SAFI team collected the HFM US 2024 CTA/Quant Newcomer award.
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https://www.linkedin.com/in/mike-sales-35ab2a35/
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Figure 1: Left-to-right: Reinhold, Hiroshi, Scott, Leia and Anthony

Don’t bother looking for me in the photo, it is the team that made it happen. Reinhold,
Anthony, and the whole Operations team have been instrumental in supporting the new
asset classes we trade. Leia and the tech team have been supportive not just in terms of
running the models, but also behind-the-scenes: cyber security, database admin, and even
setting up the website! Hiroshi (SAFI’s Portfolio Manager) and Scott have been executing our
trades. Unlike many other CTAs, SAFI allows the traders more flexibility in timing trades,

subject to market conditions, and Hiroshi’s contribution in trading, managing liquidity and
managing brokers relationship has been invaluable. Not in the photo but equally invaluable
are Maggie and the accounting team, Adam from legal, Quinn, Sam and Anand from IR and
last but not least, Mike who runs our business development.

So as | raise my glass (sparkling water, | am still on a diet) to the outstanding team in GQ,
Gresham and TIAA Nuveen, let me toast Alighment!

Yoav Git

Quant Research

Opinion Piece. Please See Important Disclosures in the Endnotes.


https://www.linkedin.com/in/reinholdgebert/
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This material is not intended to be a recommendation or investment advice, does not constitute a solicitation to buy,
sell or hold a security or an investment strategy, and is not provided in a fiduciary capacity. The information provided
does not take into account the specific objectives or circumstances of any particular investor, or suggest any specific
course of action. Investment decisions should be made based on an investor’s objectives and circumstances and in
consultation with his or her financial professionals.

The views and opinions expressed are for informational and educational purposes only as of the date of
production/writing and may change without notice at any time based on numerous factors, such as market or other
conditions, legal and regulatory developments, additional risks and uncertainties and may not come to pass. This
material may contain “forward-looking” information that is not purely historical in nature. Such information may
include, among other things, projections, forecasts, estimates of market returns, and proposed or expected portfolio
composition. Any changes to assumptions that may have been made in preparing this material could have a material
impact on the information presented herein by way of example. Past performance is no guarantee of future results.
Investing involves risk; principal loss is possible.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is
no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions
based on such information and it should not be relied on as such. For term definitions and index descriptions, please
access the glossary on nuveen.com. Please note, it is not possible to invest directly in an index.

This information does not constitute investment research as defined under MiFID.
Nuveen, LLC provides investment solutions through its investment specialists.
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