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Introduction 

Managed futures funds typically strive for absolute returns regardless of economic 
environment by being well diversified across sectors, markets and strategies, with 
low long- term correlations to traditional investments such as stocks and bonds. Such 
funds generally charge management and performance fees, at around 2% of assets 
managed and 20% of all returns, respectively. However, with increasing awareness of 
the strategies involved, there is a pressure for hedge funds, including managed futures, 
to benchmark their performance in order to ensure that performance fees are fair and 
only applied to unique ‘alpha’ returns. This pressure has been partly driven by a wave 
of alternative beta products1 that claim to provide access to the main strategies of the 
industry, but usually at lower fees.

For a quantitative industry, we should be able to analyse such claims with hard facts 
and numbers rather than subjective discussions about things being ‘alpha’ or ‘beta’. 
Flawed discussions dismiss a strategy as beta because the main principles are in the 
public domain. Similarly, one might dismiss the returns of managers because, with the 
benefit of hindsight, one can explain what strategy (or strategies) they were using. 
These arguments neglect the skill required to implement a strategy in the market, and 
to have done it ahead of time, choosing which parameters, and in what combination 
with other portfolio components.
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1.  We consider `smart beta’ to refer to long-only equity investments only, and ‘alternative beta’ to apply more broadly to hedge fund 
strategies in various assets.

The division between alpha and beta has become blurred by the buzzwords of 
‘smart beta’ and ‘alternative beta’. These terms refer to products that attempt to 
capture superior returns over traditional passive strategies, but don’t require active 
management. They are therefore available at relatively low fees compared to those 
of hedge funds.

We concentrate on the managed futures industry where similar products attempt to 
capture the performance of managed funds at reduced fees. The performances of these 
‘alternative beta’ products span a wide range over the period considered, showing that 
even well-known, systematic strategies can be defined and implemented in different 
ways. Finally, we find that there is clear blue water between the performance of the 
top fund managers and the ‘alternative beta’ products available in this space.



However, to proceed with a more objective and quantitative 
analysis of what is alpha and what is beta (or rather, what is 
and is not worth paying for) we need a benchmark, and it is not 
clear what the benchmark, or benchmarks, should be for the 
managed futures industry. This is the purpose of this paper; we 
discuss how a managed futures fund might benchmark itself in 
light of the alternative beta products available in the industry. 
We define a benchmark and compare its performance to that 
of a number of funds, including the Winton Futures Fund, and 
consider if the fees charged by such managers are worth paying 
after all.   

Alternative beta benchmark
In this paper we wish to compare the performance of Managed 
futures funds, and in particular the Winton Futures Fund, to 
a suitable benchmark. There are a number of ways we could 
do this.

Traditional benchmarks in the industry have focussed on 
aggregates of CTA2 performance, and a quick review finds over 
20 different indices with varying construction methodologies, 
some aggregating over as many funds as possible (580 in the 
case of the BarclayHedge CTA index) and others focussing on a 
few large funds (such as 10 in the Newedge Trend index). We 
do not consider any of these to be suitable benchmarks for 
this analysis because they are not readily investable, and their 
construction makes it difficult to compare like with like (funds 
are aggregated with mixed gearing levels and fees). Further, they 
do not help us determine if CTA returns in general should be 
considered alpha or beta, which is the purpose of this analysis.

More relevant to this study is to define a benchmark by 
considering what is in the public domain. We isolate strategies 
that are known and relatively simple to implement, because 
these are meant to be exactly those provided by alternative 
beta products. So how do we define something as ‘known’? One 
could look at the academic literature for the first reference of a 
strategy and dismiss it as beta from there on, but this would be 
very crude. Someone can document the main principles behind 
a strategy without knowing how to profit from it in a low- risk 
and cost-effective way, or what the optimal parameter values 
might be. The devil is in the detail when it comes to defining a 
strategy, and slight differences in implementation can have a big 
impact on performance [1].

For these reasons, we define a benchmark by looking at the 
realised performance of low-fee investable products in the 
managed futures space (that is, alternative beta products, 
although they might not use that phrase). We have identified 
12 products that meet the criteria of not charging performance 
fees, having at least one year’s track record, a correlation to 
the Barclay BTOP50 managed futures index of over 50%, and 

trading directly in the market (and not via other funds, which will 
charge fees)3. The majority of these products charge around 1% 
management fees, although some are as high as 3%, stretching 
the title of ‘low-fee’ a little.

The earliest fund we found started in 2007, with most starting 
after January 2010. The total assets managed by these funds are 
around $10 billion (as of February 2015).

In Figure 1, we show their performance, estimated before fees, 
since June 2010. Straight away we see that there is a wide range 
of performance levels. This already indicates that the notion 
of ‘managed futures beta’ is an over-simplification. There are 
obviously important details which result in a range of possible 
outcomes driven by the same ideas.

In order to proceed we could use the average of these funds as a 
benchmark, although we see that this would not be a very high 
bar to cross. Instead, in an attempt to throw some more light 
on what these products have deemed to be a managed futures 
beta strategy, we attempt to back- engineer their performance 
by fitting a simple trend- following algorithm to their returns4. 
This will give us some insight into what they are doing, and allow 
us to define a benchmark before the inception of these funds. 
It will also give us some more transparency on transaction costs 
and risk control.

Back-engineering investable products
There are a number of ways of implementing a trend-following 
algorithm(see [3] for example), and in this analysis we follow 
the methodology of [4] and [5], using an algorithm that is 
parameterised by a look-back period, a holding period, and a 
rebalancing frequency.

This algorithm is applied on 50 futures markets, with equal 
risk weighting between the four sectors (currencies, equities, 
commodities and fixed-income assets), and risk allocated to 
the individual markets by capacity within a sector. We alter the 

Figure 1: The cumulative sum of daily returns of 12 low-fee managed futures products5 
(grey), since June 2010, before fees (estimated), and rescaled to 10% annualised volatility. 
The blue line is the cumulative average return, and the green line is our trend-following 
benchmark (see text for details).

2.  The title of commodity trading advisor (CTA) is synonymous with managed futures.
3. Most of the products chosen are also selected in a recent Morningstar article ([2]) looking at the performance of managed futures mutual funds.
4. Trend-following is the main strategy used in managed futures, although not the only one.
5. Source: Bloomberg.



6. We define the average holding period as the average absolute position divided by the average absolute trade size.
7. Source: BarclayHedge.
8. Within the Figure, the Winton Futures Fund has been abbreviated to WFF and we have anonymised the other CTA funds.

three parameters to generate a suite of trend-following systems 
of different speeds, ranging from average holding periods6 of a 
few days to a few months, using the same speed in all markets.

Many potential benchmarks are generated by using up to three 
different trend-following speeds and the best fit is determined 
by maximising the average correlation between the potential 
benchmark and the cheap investable products. We found that 
an equal-weighted combination of two speeds (nine-month 
look-back period, three- month holding period with monthly 
rebalancing; six-week look-back period, six-week holding period 
with weekly rebalancing) gave an optimum fit to the data.

Transaction costs
We include an estimate of transaction costs to produce a 
realistic level of performance in our hypothetical track record 
of the simple trend-following algorithm. These transaction costs 
include a component for modelling market impact (‘slippage’) 
as well as commission. We use a slippage model from [6] 
which models the price impact as a square- root law, where we 
assume market volume has grown at a rate of 11% a year (see 
[7]). Commissions are based on our own experience, although 
we have not assumed a bulk discount as advantageous as the 
one obtained by Winton. We assume that a fund has its risk 
equally spread between the four major sectors, and the market 
level risk within a sector is allocated according to capacity. 
Overall, annual transaction costs are around 1% of asset value 
recently, for a fund trading with an average holding period of 30 
days at a 10% annualised volatility. Costs historically were higher 
as market volumes were lower, and increase with turnover and 
risk level.

Figure 1 shows our benchmark together with the investable 
products. We can see that the performance of the benchmark 
is approximately the same as the best investable products (we 
discuss this result in more detail later in the paper).

Outperformance results
Now that we have defined a benchmark, we can compare 
performance data to this benchmark and consider if a fund is 
superior  and whether the result is statistically significant.

We will consider the performance of the Winton Futures Fund 
and 11 other large CTAs for the five-year period Jan 2010 
– Dec 2014 using monthly data7. In Figure 2 we show their 
performance net of fees8. For this analysis, we assume the 
benchmark runs at a fund size of $1bn (this value influences the 
cost model) and at the average annualised volatility and average 
management fee of the low-cost investable products (8.27% 
and 1.28%, respectively) with no performance fee.

We find that all but one of the funds considered outperformed 
the benchmark after fees; indicating that there was a benefit 
to the client for being invested in most of these funds over 

the benchmark (or the low fee, investable products described 
earlier in the paper). The Winton Futures Fund had a statistically 
significant outperformance at a 1-sigma level. This means that 
if the long-term performance of the two products was actually 
the same, then you would only expect such a result with a 15% 
probability.

The bottom plot in Figure 2 shows the net performance of our 
funds when placed at the same risk level as the benchmark. 
The Winton Futures Fund targets a lower risk than most of its 
peers and so risk-adjusting the funds to the same level provides 
a fairer comparison. By this measure, the Winton Futures Fund 
historically has been one of the best performers within our 
sample.

Figure 2: : The annualised average returns and annualised average volatilities of a sample of 
managed futures funds between Jan 2010 – Dec 2014 (top), their outperformance relative 
to our trend-following benchmark (middle) and their average net performance when 
scaled to the same volatility as the benchmark (bottom). The funds in the bottom plot have 
been risk-adjusted to the same level as the benchmark, and the dashed line shows the 
average annualised return of the benchmark.



Regression analysis
The above analysis simply compares the performance of 
a fund to a benchmark, and answers the question ‘who 
performed better?’ after fees. This is probably what most 
investors are interested in, but it is not what has traditionally 
been called ‘alpha’. Rather, alpha and beta are the terms 
in a regression analysis, where we regress the fund 
performance, r(t), against the benchmark’s performance, 
b(t), and ϵ(t) is the error term.

Beta is the regression coefficient, and alpha the intercept: 
r(t)=α+βb(t)+ ϵ(t).

It is important to realise that a high value of alpha in this 
regression does not imply performance that is superior 
to the benchmark; rather, it indicates a source of positive 
returns that is different to the benchmark. Therefore, this 
definition of alpha is perhaps less relevant to the investor 
but we compute it for the Winton Futures Fund (or simply, 
‘the Fund’) for completeness. In our regression we place 
both the Fund and the benchmark at a risk level of 10%.

We find that the Fund has a 74% correlation to the trend- 
following benchmark, which is in fact higher than the average 
correlation of the low-fee products to the benchmark. This 
indicates that this benchmark captures a large part of the 
variance (about 54%) of the Fund. However, the annualised 
volatility-adjusted return for the Fund is 12.1%, while we 
find alpha of 6.6% ± 3.0%, which implies that more than 
half of the returns were not explained by the benchmark.

The obvious next question is whether the Fund’s alpha is due 
to a better trend-following strategy, or from other strategies 
in its portfolio. We find that the answer is both, because the 
trend-following part of the Fund’s portfolio has returned 
6.4% annually since 20109, which is a marked improvement 
on the benchmark which only returned 5.5% annually. There 
are also returns of 5.7% coming from other strategies, close 
to half of the returns of the Winton Futures Fund.

Discussion
As we have seen, it is not straightforward to have a meaningful 
quantitative discussion about alternative beta because there 
is no accepted framework of analysis. To approach this 
conversation, we have taken the very simple step of defining 
a benchmark by considering what is in the public domain 
and actually investable. This cuts to the heart of the matter, 
and avoids misguided subjective arguments over whether a 
strategy should be considered ‘alpha’ or ‘beta’.

We have seen that the products attempting to provide 
‘alternative beta’ versions of managed futures returns have 
produced a range of performances. Further, nearly all of 

these products underperform a relatively simple simulation 
of a trend-following system. This could be because the 
simulation is overly optimistic [8] or it could be because 
these products have, on average, shortcomings in their 
implementation of the strategy.

Dividing returns into alpha and beta is hard to do in a 
meaningful way even when benchmarks are defined, 
because this analysis usually overlooks the skill that can 
come from timing a strategy, or of having followed it without 
the benefit of hindsight. In reality, it seems very difficult to 
unambiguously define a trend-following benchmark.

The idea that opportunities in the markets can be identified 
and then encapsulated in an algorithm is one that we 
have great experience with. But we also know that these 
opportunities are likely to change in response to market 
participants exploiting them. It is our opinion that you 
need ongoing research, and careful monitoring, in order to 
build a good investment product that can then adapt to this 
changing landscape.
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to the implementation of any specific trading program which cannot be fully accounted for in the preparation 
of hypothetical performance results and all of which can adversely affect actual trading results. Simulated or 
hypothetical trading programs in general are also subject to the fact that they are designed with the benefit of 
hindsight. No representation is being made that any investment will or is likely to achieve profits or losses similar 
to those being shown.

This document may also contain forward-looking statements that are based on current indicators, expectations and 
assumptions that Winton believes to be reasonable but are subject to a wide range of risks and uncertainties and, 
therefore, there can be no assurance that actual results will not differ from those expressed or implied by such 
forward-looking statements. These statements speak only as of the date on which they are made, and Winton is 
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