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A Seasonal Magic Trick 
Last week I attended Pension Bridge conference in Zurich (and thanks to Marika, Lucy, Ian and the 
With Intelligence team that made me feel so welcome!) After an 8am (Zurich time) start, came an 
outstanding talk by Francois Lhabitant from Kedge Capital. I particularly liked his assertion that we 
are in the “stay rich” business rather than “get rich” business. As a mathematician, this summarizes 
very neatly the difference between investors’ preferences: “stay rich” managers maximize risk-
adjusted returns while “get rich” managers are maximizing future returns. 

I then flew to London and took a 90-minute meeting with an Asian client that finished just after 10pm 
(UK time). I was off my game. I was so exhausted I don’t remember making it home or even falling 
asleep. What I do remember is the same question asked again and again and again (in different ways) 
both at the conference and at the client meeting: “Is trend dead? Should we allocate to trend?”  

So today, using next to no mathematics, I am going to perform a magic trick and tell you EXACTLY 
what your portfolio’s optimal “stay rich” and "get rich" trend allocations are. My good friend Graham 
tried to answer the question for the famous 60/40 portfolio in this article with lots of simulations but 
I can do one better. I don’t need a back-test. I don’t need to know what equity, bonds or hedge fund 
allocations you already have. In fact, I don’t need to know your current allocations at all. I need just 
two numbers from you: 

• What do you expect is the Sharpe of your current portfolio going forward?  
• What do you expect is the Sharpe of a trend strategy going forward? 

Before I continue with this magic trick, I want you to write these two numbers down: your 
expectations for your own “No Trend Sharpe” and your expectations of “Trend Sharpe”. Go on, write 
them down. 

“Get rich” optimal allocation 
If you are a “get-rich” manager, you should put all your eggs in one basket. Find the stock or strategy 
you believe in and like Warren Buffet, ride the volatility over a 50-year horizon. Your decision is simple: 
if you trust that your No-Trend portfolio future expected returns are better going forward, don’t invest 
in a CTA. It is high risk approach and is probably better named “Get rich or die trying” but you should 
definitely have a “get rich” pot in your portfolio, I do (it’s an early-stage medical instrument company). 
Good luck!  

“Stay rich” optimal allocation 
I am going to use a sleight of hand to simplify “stay rich” investor’s preferences quite a bit: e.g. 
Pension funds have cash outflows they need to meet, the cost of funding or the inability to take 
leverage may be an issue for other investors. Relative liquidity of different investments is also key. But 
ignore these and instead, focus on my maximizing Sharpe magic wand…  

If you have two portfolios, the optimal (on a risk-basis) allocation between them depends on each 
future performance. Obviously, the higher your expectation, the more you should allocate. However, 
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the correlation between the portfolios is also important. At times, even allocating to a negative alpha 
strategy makes sense, if it has negative correlation to your current portfolio (e.g. tail protect). 

I am not going to write down the formula. It is based on marginal alpha of each strategy with respect 
to the other strategy, but I did promise no mathematics. 

“Stay rich” optimal CTA allocation 
For my magic trick, I am going to use one very simple fact: Trend is uncorrelated to your No-trend 
portfolio. Indeed, it does not matter what you have in your portfolio, as long as your portfolio has no 
trend, a CTA will be uncorrelated to it. This is broadly true historically, but more importantly, it is true, 
by trend symmetry, going forward. 

This means that the complicated formula simplifies quite a bit.  

ABRACADABRA! 

Your optimal allocation (on equal risk basis) to trend, should be, at least…. wait for it… 

Trend Sharpe / (Trend Sharpe + No Trend Sharpe) 

What numbers did you write earlier? Even if you wrote “Trend Sharpe going forward = 0.2, my own No-
trend Sharpe going forward = 2”, you should still allocate 9% to Trend.  

9%??? NO WAY??? 

Let us do quick calculations to confirm the Sharpe increase, assuming 10% volatility of both 
portfolios.  

 

Yes way. 

Do you now see why even the multi-strategy funds, with their genuine Sharpe 2, have decent 
allocation to trend strategies inside their pods? These guys are not stupid. 

At least! 
The above assumed normal distributions, with no left skew in your current portfolio. In fact, your No 
Trend portfolio has tons of left skew while your CTA has the magical right skew as well as crisis alpha. 
If you use any other “risk averse” metrics: drawdowns, Sortino, VaR, expected tail loss… ANY such 
metric, you should allocate more.  

At most! 
The example above also illustrates neatly the problem with my argument. In real life, you are unlikely 
to want to reduce next year’s expected profits from $20 to $18.38 just to bump Sharpe from 2 to 2.01.  

Portfolio Allocation Volatility Sharpe Profit Risk
No Trend 91.00$    10% 2 18.20$    9.10$       
Trend 9.00$       10% 0.2 0.18$       0.90$       
Total 100.00$ 9.1% 2.01           18.38$    9.14$       
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Equally though, more realistic numbers you probably wrote down look like “0.5 and 1.5” and the 
optimal allocation formula gives you 25% allocation. This is on risk-basis so if you find a CTA running 
at 20% risk, allocating just $10 to CTAs will sacrifice very little future expected returns to bump your 
Sharpe significantly: 

 

Most investors don’t trust backtests, which is why I asked you to write your own future expectations. 
The beauty about trend as a truly uncorrelated strategy, is that regardless of your existing portfolio, 
the simple formula gives you an anchor to think about the range of possible allocations: 0% if you are 
a “get rich” and 25% if you are a “stay rich” manager. Your CTA allocation reflects your own investment 
preferences.  

What should you do? 
The only reason for you NOT to allocate to trend is if you think it is well and truly dead. If you think 200 
years of data across all asset classes, and human nature of fear and greed, have all suddenly come 
to an abrupt end, feel free to ignore CTAs. 

If not, go home and look at your current CTA allocation and at the two numbers you first wrote down. 
A CTA may not be the hero you want, but it may be the hero you need. 

 

Yoav Git  

Quant Research 

 
 

 

 

Portfolio Allocation Volatility Sharpe Profit Risk
No Trend 90.00$      10% 1.5 13.50$    9.00$       
Trend 10.00$      20% 0.5 1.00$       2.00$       
Total 100.00$    9.2% 1.57           14.50$    9.22$       
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This material is provided for informational or educational purposes only and does not constitute a solicitation of any securities in 
any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful.  Moreover, it neither constitutes an 
offer to enter into an investment agreement with the recipient of this document nor an invitation to respond to it by making an 
offer to enter into an investment agreement.  
  
This material may contain “forward-looking” information that is not purely historical in nature. Such information may include 
projections, forecasts, estimates of yields or returns, and proposed or expected portfolio composition.  Moreover, certain 
historical performance information of other investment vehicles or composite accounts managed by Nuveen may be included in 
this material and such performance information is presented by way of example only.  No representation is made that the 
performance presented will be achieved, or that every assumption made in achieving, calculating or presenting either the 
forward-looking information or the historical performance information herein has been considered or stated in preparing this 
material.  Any changes to assumptions that may have been made in preparing this material could have a material impact on the 
investment returns that are presented herein by way of example. 

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer 
or solicitation to buy or sell any securities or to adopt any investment strategy.  The information and opinions contained in this 
material are derived from proprietary and non-proprietary sources deemed by Nuveen to be reliable, and not necessarily all-
inclusive and are not guaranteed as to accuracy.  There is no guarantee that any forecasts made will come to pass.  Company 
name is only for explanatory purposes and does not constitute as investment advice and is subject to change.  Any investments 
named within this material may not necessarily be held in any funds/accounts managed by Nuveen.  Reliance upon information 
in this material is at the sole discretion of the reader. Views of the author may not necessarily reflect the view s of Nuveen as a 
whole or any part thereof.  
  
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. 

 Past performance is not a guide to future performance. Investment involves risk, including loss of principal.  The value of 
investments and the income from them can fall as well as rise and is not guaranteed.  Changes in the rates of exchange between 
currencies may cause the value of investments to fluctuate. 
  
This information does not constitute investment research as defined under MiFID.  

Nuveen, LLC provides investment solutions through its investment specialists. 
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