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The remainder of Q4 presented similar challenges, with a 
continued “push and pull” between conflicting economic 
data that indicated modest growth one week and contraction 
the next, unrelenting news flow and rumors emanating from 
Europe, and worries about slowing (but strong) growth from 
China. A key theme during the quarter was the constant re-
adjustment of prices to the impact (or potential impact) of 
government intervention. As the market’s attention focused 
on the unresolved situation in Europe, most financial market 
prices flitted back-and-forth on a weekly basis but largely 
remained in a holding pattern for the final two months of the 
year. In both November and December, risk off market behavior 
in the first half of the month resulted in strong performance 
among trend followers (primarily driven by gains in the fixed 
income and currency sectors), but positive news in the back 
half of the month gave way to price reversals that reversed 
earlier gains.

To provide further context for the challenging market 
environment during Q4, the following chart demonstrates how 
a hypothetical trend following manager was positioned in the 
WTI Crude Oil futures contract over the course of the quarter 
[FIGURE 5]. After making profits late in Q3 from downward price 
momentum in crude oil futures, the manager maintained its 
short position into early Q4. The abrupt move from risk off to risk 
on in early October led to rallies in crude oil (blue line, left chart) 
and resultant losses (teal line, right chart), and the manager’s 
systems followed the upward trend by shifting its positioning 
from short to long by early December (yellow lines, left chart). 
Price choppiness in crude oil over the final two months of the 
quarter resulted in additional losses and underscored the 
difficulties for trend following strategies during Q4. This price 
pattern was similar for many markets during the quarter (and 
the year as a whole), with periods of solid profitability offset by 
sharp reversals and choppy price action.

FIGURE 5.

hypothetical POSITIONING OF A trend following manager in THE WTI Crude Oil Futures contract
For Illustrative purposes only.

SOURCE: Altegris.
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In many ways, Q4 was a microcosm of the very challenging 
market environment in 2011; throughout the year, trend 
following managers have endured both “noisy” markets and 
sharp trend reversals which have historically been the two 
most difficult environments for the strategy. As highlighted in 
the “Overview” section, the persistently high correlation across 
asset classes and frequent switching between risk on and risk 
off regimes has largely neutralized the benefits of holding a 
highly diversified portfolio of positions across asset classes, 
as markets have behaved very similarly but few (outside of 
the fixed income sector) have exhibited sustained price trends 
throughout the year. Despite these challenges, we believe that 
trend following managers have produced uncorrelated (albeit 
slightly negative) returns in 2011 and will continue to provide 
a strong diversification benefit to traditional portfolios in the 
months and years to come.

Specialized: Short-Term Systematic

Short-term systematic managers are a specialized and 
diverse subset of managed futures managers, representing 
approximately 9% of the Altegris 40 Index.

The exact nature of the strategies employed by short-term 
systematic managers can vary greatly from manager to 
manager, often resulting in vastly different performance from 
one program to another. As such, it can be difficult to make 
broad generalizations regarding the performance of short-
term systematic managers as a whole. The fourth quarter was 
a prime example of this fact, as some managers generated 
exceptionally strong results, while others struggled to double 
digit losses.

Despite their differences, short-term systematic managers 
do share some common traits. First, as the name suggests, 
their models are designed to capitalize on shorter term price 
movements than those of longer-term trend followers, typically 
holding trades for days to weeks (or even intra-day) rather than 
weeks to months. Secondly, short-term systematic managers 
generally perform best during periods of sustained and/or 
rising volatility. 

Given the heightened level of volatility experienced throughout 
the fourth quarter, it would be fair to ask why short-term 
systematic managers didn’t perform better as a whole. To be 
fair, some managers did produce outstanding performance 
during Q4, particularly those managers with greater focus on 
stock indices and interest rates. The price action in the S&P 
500 was particularly profitable for some of these managers, as 
the frequent back and forth price action provided opportunities 
for both mean-reversion and short-term momentum strategies.
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Short-term momentum and mean-reversion strategies are 
really two sides of the same coin. Momentum strategies 
attempt to profit from the continuation of a price move following 
a breakout from an established range (yellow trading bands 
below), while mean-reversion strategies attempt to profit from 
a return to “normal” after prices have moved too far beyond an 
established range (blue trading bands below). The following 
hypothetical chart illustrates how some managers employing 
mean reversion and/or short-term momentum strategies were 
able to profit so handsomely from the S&P 500 during Q4  
[FIGURE 6].

Why then did the fourth quarter prove so difficult for other 
short-term systematic strategies? The answer lies in another 
common trait of short-term systematic managers: their models 

are generally believed to work by capitalizing on the knee 
jerk behavioral tendencies of market participants. When 
government intervention prevents markets from behaving as 
they otherwise would, it can wreak havoc on trading models 
designed to profit from the behavioral tendencies that manifest 
themselves during a normally functioning market. This has 
been particularly true in the FX markets, as governments 
and central banks around the globe have directly intervened 
to support or depreciate their currencies, resulting in large 
losses for some short-term systematic managers.

Overall, the Alternative Edge Short-Term Traders Index finished 
the quarter down an estimated -1.79%, although this relatively 
modest number obscures the broad range of performance 
exhibited by many of the managers we track.  

FIGURE 6.

hypothetically, managers employing mean reversion and/or short-term momentum strategies  
profited handsomely from the S&P 500 during Q4 | For Illustrative purposes only

SOURCE: Altegris.
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Specialized: Global Macro

Global macro trading can be categorized into two primary 
categories: discretionary global macro and foreign exchange 
(FX) trading. Discretionary global macro traders account for 
approximately 4% and foreign exchange managers account 
for approximately 7% of the Altegris 40 Index.

Instead of reacting to price movements like their trend 
following and short-term systematic peers, discretionary 
global macro managers analyze fundamental economic data 
(such as supply and demand, GDP statistics, unemployment 
rates, etc.) in order to identify imbalances and hopefully 
predict price changes in the future. These managers tend to be 
the most flexible and opportunistic of all the managed futures 
sub-strategies, allowing them to nimbly shift positioning and 
exposures ahead of their systematic peers who must first see 
prices change before they change their positioning.

While their reasons for holding the positions are completely 
different than those of trend followers, discretionary global 
macro managers have generally been holding many of the 
same risk off positions as their trend following peers. Short 
equities, long interest rates, and long gold remain favorite 
trades of many discretionary global macro managers who fear 
that any misstep in Europe could trump whatever meager signs 
of U.S. growth are to be believed. As with trend followers, these 
risk off positions generally resulted in losses for discretionary 
global macro managers during Q4. On the bright side, these 
losses were typically more modest for discretionary macro 
managers, who were able to nimbly cut exposures as prices 
moved against them, helping to mitigate further losses.

Like discretionary global macro managers, FX macro 
managers typically utilize fundamental economic data in 
order to trade global currency markets. However, FX macro 
managers often incorporate additional currency specific 
factors, such as interest rate differentials, into their trading 
models. Despite these nuances, the end result was similar for 
FX macro managers during Q4, with most managers struggling 
to produce positive results.

FX macro managers are probably the most impacted by the 
ongoing government and central bank interventions into the 
currency markets.  The fundamental factors utilized by these 
managers in order to determine which currencies are under/
overvalued relative to one another have frequently been 
trumped by large scale interventions by governments and 
central banks. While currency market intervention is certainly 
nothing new, the magnitude of the eurozone crisis has resulted 
in currency manipulation beyond the scope of what FX macro 
managers have typically had to cope with. Despite these near 
term difficulties, governments cannot intervene indefinitely. 
Ultimately, imbalances between currencies will need to be 
resolved, likely creating significant opportunities for FX macro 
managers in the process.
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Conclusion
Markets were greatly affected by the ongoing European debt 
crisis during the fourth quarter. While the global economic 
picture remains cloudy, European policy makers will most 
likely make harder decisions in the near term to avoid potential 
sovereign defaults. For managed futures, the key variable will 
rest in whether the markets will take a more conclusive view, 
either positively or negatively, and have a more persistent 
directional move that managers can take advantage of. A 
clearer picture could also lead to fundamentals being relevant 
and the reduction in market correlation, both of which should 
fuel a more favorable investment environment. 

Ironically, positive U.S. economic data continued to come 
out in the latter part of December. However, all eyes remain 
on Europe, hoping for a resolution of their issues. While one 
obviously cannot predict if we will continue to muddle along or 
have a more definitive outcome in the near future, it remains 
prudent in our view to hold a diversified portfolio containing 
managed futures should the European outcome become 
materially unfavorable.  
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INDEX DESCRIPTIONS
An investor cannot invest directly in an index. Moreover, indices do not reflect commissions or fees that may be charged to an 
investment product based on the index, which may materially affect the performance data presented.

Altegris 40 Index®—The Altegris 40 Index tracks the performance of the 40 leading managed futures programs as reported to 
managedfutures.com each month. Each month MF.com ranks its’ database to find the top 40 Composite CTA Programs based 
on ending monthly equity for the previous month. MF.com then calculates the dollar-weighted average performance of those 40 
programs for the monthly Altegris 40 Index performance. Although the Altegris 40 tracks only 10% of the CTAs who report their 
performance, their combined equity represents approximately 50% of the equity of the entire managed futures industry.

Alternative Edge Short-Term Traders Index—The Alternative Edge Short-Term Traders Index is designed to track the daily 
performance of a portfolio of CTAs and global macro managers executing diversified trading strategies with a less than 10-day 
average holding period. 

Barclays Capital U.S. Aggregate Index—The Barclays Capital U.S. Aggregate Index covers the U.S. Investment grade fixed rate 
bond market representing taxable U.S. dollar securities.

Barclay Global Macro Index—The Barclay Global Macro Index track the performance of ~175 global macro programs, by ending 
monthly values, net of fees, as reported to Barclay Hedge. 

HFRI Fund Weighted Composite Index—The HFRI Fund Weighted Composite Index is an equal-weighted return of all funds in the 
HFR Monthly Indices, excluding HFRI Fund of Funds Index.

S&P GSCI Total Return Index—The S&P GSCI Total Return Index measures a fully collateralized commodity futures investment. 
Currently the S&P GSCI includes 24 commodity nearby futures contracts.

S&P 500 Total Return Index—This index is the total return version of S&P 500 index. The S&P 500 index is unmanaged and is 
generally representative of certain portions of the U.S. equity markets. For the S&P 500 Total Return Index, dividends are reinvested 
on a daily basis and the base date for the index is January 4, 1988. All regular cash dividends are assumed reinvested in the S&P 
500 index on the ex-date. Special cash dividends trigger a price adjustment in the price return index.

MSCI EAFE Index—The MSCI EAFE Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that 
is designed to measure the equity market performance of developed markets, excluding the U.S. & Canada. The MSCI EAFE Index 
consists of the following 22 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France, Germany, 
Greece, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, 
Switzerland, and the United Kingdom.

MSCI Emerging Markets Index—The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is 
designed to measure equity market performance of emerging markets. The MSCI Emerging Markets Index consists of the following 
21 emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Hungary, India, Indonesia, Korea, 
Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.

NAREIT Composite Total Return Index—The NAREIT® Composite Total Return Index includes both price and income returns of all 
publicly traded REITs (equity, mortgage, and hybrid).
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IMPORTANT RISK DISCLOSURE

Hedge funds, commodity pools and other alternative investments involve a high degree of risk and can be illiquid due to restrictions on transfer 
and lack of a secondary trading market.  They can be highly leveraged, speculative and volatile, and an investor could lose all or a substantial 
amount of an investment.  Alternative investments may lack transparency as to share price, valuation and portfolio holdings.  Complex tax 
structures often result in delayed tax reporting.  Compared to mutual funds, hedge funds and commodity pools are subject to less regulation 
and often charge higher fees.  Alternative investment managers typically exercise broad investment discretion and may apply similar strategies 
across multiple investment vehicles, resulting in less diversification.  Trading may occur outside the United States which may pose greater risks 
than trading on US exchanges and in US markets. PAST RESULTS ARE NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

There are substantial risks and conflicts of interests associated with managed futures and commodities accounts, and you 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. The identification of attractive trading opportunities 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 work against you as well as for you, and can lead to large losses as well as 
gains. Returns generated from a CTA’s trading, if any, may not adequately compensate you for the business and financial risks you assume.  CTAs 
may trade highly illiquid markets, or on foreign markets, and may not be able to close or offset positions immediately upon request. You may 
have market exposure even after the CTA has a request for closure or liquidation. You can lose all or a substantial amount of your investment. 
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.  The 
disclosure document contains a complete description of each fee to be charged to your account by a CTA.  If you use notional funding, you 
may lose more than your initial cash investment.  If you purchase a commodity option you may sustain a total loss of the premium and of all 
transaction costs.  If you purchase or sell a commodity future or sell a commodity option you may sustain a total loss of the initial margin funds 
and any additional funds that you deposit with your broker to establish or maintain your position. If the market moves against your position, you 
may be called upon by your broker to deposit a substantial amount of additional margin funds, on short notice, in order to maintain your position.  
If you do not provide the requested funds within the prescribed time, your position may be liquidated at a loss, and you will be liable for any 
resulting deficit in your account.  This brief statement cannot disclose all the risks and other significant aspects of the commodity markets, and 
you should carefully study the disclosure document before you trade, including the description of the principal risk factors of an investment. 
PAST RESULTS ARE NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

Altegris Advisors LLC is an SEC-registered investment adviser that advises alternative strategy mutual funds that may pursue investment returns 
through a combination of managed futures, equities, fixed income and/or other investment strategies.

Investors should carefully consider the investment objectives, risks, charges and expenses of the Fund or Funds described herein. This and other 
important information about a Fund is contained in a Fund’s Prospectus, which can be obtained by calling (877) 772-5838. The Prospectus should 
be read carefully before investing. Funds are distributed by Northern Lights Distributors, LLC member FINRA.  Altegris Advisors, J.P. Morgan 
Investment Management and Northern Lights Distributors are not affiliated.

MUTUAL FUNDS INVOLVE RISK INCLUDING POSSIBLE LOSS OF PRINCIPAL.
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About Altegris 

Altegris searches the world to find what we believe are the best alternative investments. Our suite of private funds, actively 
managed mutual funds and futures managed accounts provides an efficient solution for financial professionals and individuals 
seeking to improve portfolio diversification.

With one of the leading Research and Investment Groups focused solely on alternatives, Altegris follows a disciplined process for 
identifying, evaluating, selecting and monitoring investment talent across a spectrum of alternative strategies including managed 
futures, global macro, long/short equity, event-driven and others.

Veteran experts in the art and science of alternatives, Altegris guides investors through the complex and often opaque universe of 
alternative investing.

Alternatives are in our DNA. Our very name, Altegris, highlights our singular focus on alternatives, the highest standards of integrity, 
and a process that constantly seeks to minimize investor risk while maximizing potential returns.

The Altegris Companies,* wholly owned subsidiaries of Genworth Financial, Inc., include Altegris Investments, Altegris Advisors, 
Altegris Funds, and Altegris Clearing Solutions. Altegris currently has approximately $3.36 billion in client assets, and provides 
clearing services to $774 million in institutional client assets.

*	 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; (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 
California registered 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 with more than $100 billion in assets and employs 
approximately 6,500 people. Genworth has leadership positions in offerings that assist consumers in protecting themselves, investing for the 
future and planning for retirement, and also offers mortgage insurance to help consumers achieve homeownership while assisting lenders 
manage risk and capital.
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