


“ Portfolios . . . including judicious investments . . . in leveraged managed futures 

accounts show substantially less risk at every possible level of expected return 

than portfolios of stocks (or stocks and bonds) alone.”

Dr. John Lintner
Harvard University



nvestment management professionals have been using

managed futures for more than 30 years. More recently,

institutional investors such as corporate and public pension

funds, endowments and trusts, and banks have made

managed futures part of a well-diversified portfolio. 

In 2001, it was estimated that over $35 billion was 

under management by trading advisors. 

The growing use of managed futures by these investors may

be due to increased institutional use of the futures markets.

Portfolio managers have become more familiar with futures

contracts. Additionally, investors want greater diversity in

their portfolios. They seek to increase portfolio exposure 

to international investments and nonfinancial sectors, an

objective that is easily accomplished through the use of

global futures markets.

The term managed futures describes an industry made 

up of professional money managers known as commodity

trading advisors (CTAs). These trading advisors manage

client assets on a discretionary basis using global futures

markets as an investment medium. Trading advisors take

positions based on expected profit potential.

For the purposes of this brochure, managed futures do not

include futures accounts where futures are used in risk-

management programs or hedge funds. Those funds may

have as their purpose to dynamically adjust the duration 

of a bond portfolio or to hedge the currency exposure of 

a foreign equity portfolio.

anaged futures, by their very nature, are a diversified

investment opportunity. Trading advisors have the ability to

trade in over 150 different markets worldwide. Many funds

further diversify by using several trading advisors with

different trading approaches.

The benefits of managed futures within a well-balanced

portfolio include:

• opportunity for reduced portfolio volatility risk

• potential for enhanced portfolio returns

• ability to profit in any economic environment

• opportunity to participate easily in global markets

1. Reduced Portfolio Volatility Risk

The primary benefit of adding a managed futures 

component to a diversified investment portfolio is that it

may decrease portfolio volatility risk. This risk-reduction 

contribution to the portfolio is possible because of the low 

to slightly negative correlation of managed futures with

equities and bonds. One of the key tenets of Modern

Portfolio Theory, as developed by the Nobel Prize 

economist Dr. Harry M. Markowitz, is that more efficient

investment portfolios can be created by diversifying 

among asset categories with low to negative correlations.

Table 1 compares the correlations between managed futures,

bonds, and domestic stocks from January 1992 through

December 2001. As you can see, managed futures are

essentially uncorrelated to the other asset classes.

2. Potential for Enhanced Portfolio Returns

While managed futures can decrease portfolio risk, they can

also simultaneously enhance overall portfolio performance.

For example, chart 1 shows that adding managed futures to 

a traditional portfolio improves overall investment quality.

This is substantiated by an extensive bank of academic

research, beginning with the landmark study of Dr. John

Lintner of Harvard University, in which he wrote that “the

combined portfolios of stocks (or stocks and bonds) after

including judicious investments . . . in leveraged managed

futures accounts show substantially less risk at every
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Table 1: Correlation of Selected Asset Classes 1992-2001*
Managed

U.S. Stocks Bonds Futures

U.S. Stocks1 1.00

Bonds2 0.13 1.00

Managed Futures3 -0.08 0.33 1.00

Source: Barclay Trading Group, Ltd.

*Based on monthly data from 1992-2001 on an annualized basis
1 U.S. Stocks: S&P 500 Total Return Index
2 Bonds: Lehman Brothers Long-Term U.S. Treasury Index
3 Managed Futures: Barclay CTA Index



price trends. They can buy futures positions in anticipation

of a rising market or sell futures positions if they anticipate

a falling market. For example, during periods of

hyperinflation, hard commodities such as gold, silver, oil,

grains, and livestock tend to do well, as do the major world

currencies. During deflationary times, futures provide an

opportunity to profit by selling into a declining market with

the expectation of buying, or closing out the position, at a

lower price. Trading advisors can even use strategies

employing options on futures contracts that allow for 

profit potential in flat or neutral markets.

4. Ease of Global Diversification

The establishment of global futures exchanges and the

accompanying increase in actively traded contract offerings

(see table 3) have allowed trading advisors to diversify their

portfolios by geography as well as by product. For example,

managed futures accounts can participate in at least 150

different markets worldwide, including stock indexes,

financial instruments, agricultural and tropical products,

precious and nonferrous metals, currencies, and energy

products. Trading advisors thus have ample opportunity for

profit potential and risk reduction among a broad array of

noncorrelated markets.
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possible level of expected return than portfolios of stocks 

(or stocks and bonds) alone.”1

Table 2 shows that when viewed as an independent

investment, managed futures have compared favorably 

with U.S. stocks and bonds, as well as international stocks,

over the past decade.

In addition, the potential for higher returns using managed

futures compares well with other asset classes in terms of

risk. One way to compare risk is to measure the magnitude

of the worst cumulative loss in value of an investment 

from any peak in performance to the subsequent low. 

This worst-case, peak-to-valley scenario is called a

drawdown in the futures industry. Chart 2 shows that

managed futures outperformed U.S. and international 

stocks during the worst peak-to-valley drawdowns of the

S&P 500, the NASDAQ, and the MSCI Europe, Australia,

and Far East (EAFE) Index.

1Lintner, John, “The Potential Role of Managed Commodity Financial
Futures Accounts (and/or Funds) in Portfolios of Stocks and Bonds,”
Annual Conference of Financial Analysts Federation, May 1983.

3. Ability to Profit in Any Economic Environment

Managed futures trading advisors can take advantage of

Chart 1: Potential Impact of Managed Futures on the Traditional Portfolio Jan.1980 - Dec. 2001

Source: 
Barclay Trading Group, Ltd., Managed Futures: Barclay CTA Index; Bonds: Lehman Brothers Long-Term Treasury Index; Stocks: S&P 500 Total Return Index
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Chart 2:Worst Case Declines
And how manages futures performed over the same time period.

Table 2: Performance of Selected Asset Classes 1992-2001*

International Managed
Year U.S. Stocks1 Bonds2 Stocks3 Futures4

1992 7.6 7.8 –9.7 –0.9
1993 10.1 16.4 24.6 10.4
1994 1.3 –6.9 6.2 –0.6
1995 37.6 30.7 9.4 13.6
1996 22.9 –0.4 4.4 9.1
1997 33.4 14.9 0.2 10.9
1998 28.6 13.5 18.2 7.0
1999 21.0 –8.7 25.3 –1.2
2000 –9.1 20.1 –15.2 7.9
2001 –11.9 4.6 –22.6 0.8
Compound 
Return 12.9% 8.6% 2.9% 5.6%

Source: Barclay Trading Group, Ltd.
*Based on monthly data from 1992-2001 on an annualized basis 
(as percentage of annual return)

1 U.S. Stocks: S&P 500 Total Return Index
2 Bonds: Lehman Brothers Long-Term U.S. Treasury Index
3 International Stocks: Morgan Stanley Capital International
Europe, Australia, and Far East (EAFE) Index

4 Managed Futures: Barclay CTA Index

Chicago Board of Trade (CBOT) US T-bonds
US 10-year T-notes
US 5-year T-notes

Corn
Soybeans

Eurex (formerly DTB and SOFFEX) DAX
DJ Euro Stoxx 50

Euro-BUND
Euro-BOBL

Euro-SCHATZ

Chicago Mercantile Exchange (CME) 3-month Eurodollar
S&P 500 Index

E Mini S&P 500
E Mini NASDAQ 100

London International Financial Futures 3-month LIBOR
and Options Exchange (LIFFE) 3-month Sterling

FTSE 100 Index

Bolsa de Mercadorias & Futuros Interest Rate
(BM&F) FRA on ID x US Dollar Spread

US Dollar

New York Mercantile Exchange (NYMEX) Crude Oil
Natural Gas

London Metal Exchange (LME) High Grade Primary Aluminum
Copper – Grade A

Tokyo Commodity Exchange (TOCOM) Platinum
Gasoline

Commodity Exchange, Japan (CHUBU) Gasoline
Kerosene

ParisBourse EURO Notional Bond
(formerly MATIF and MONEP) CAC 40 10 Euro

International Petroleum Exchange (IPE) Brent Crude Oil

Korea Stock Exchange (KSE) KOSPI 200

OM Stockholm (OM) OMX Index

Singapore Exchange (SGX, formerly SIMEX) Eurodollar

Sydney Futures Exchange (SFE) 3-year Treasury Bonds

Tokyo Grain Exchange (TGE) Corn

Table 3: Most Actively-Traded Futures Contracts — Global Futures with Trading Volume Over 10 Million in 2001
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Source: Barclay Trading Group, Ltd.
1 Managed Futures: Barclay CTA Index.

Greatest drawdown 6-89 through 10-89.
2 S&P 500 Total Return Index. Greatest drawdown 8-00 through 9-01.
3 NASDAQ Composite Index. Greatest drawdown 2-00 through 9-01.
4 International Stocks & Morgan Stanley Capital International

Europe, Australia and Far East (EAFE) Index. 
Greatest drawdown 12-99 through 9-01.



he Chicago Board of Trade is dedicated to helping

investors learn more about the benefits of using the futures

market. It thus offers a wide variety of educational

publications and research materials which can be reviewed

and ordered online at www.cbot.com. Or, contact the 

CBOT Publications Department at 800-THE-CBOT or 

312-435-3558.

For More Information about Managed Futures

Contact the sources listed here for information on CTAs,

commodity pools, how to open a managed account, and

other topics related to managed futures.

Industry Associations
Managed Funds Association (MFA) 
2025 M Street NW
Washington, DC 20036-3309
202-367-1140 / Fax: 202-367-2140
www.mfainfo.org

Futures Industry Association (FIA)
2001 Pennsylvania Avenue NW, Suite 600
Washington, DC 20006-1807
202-466-5460 / Fax: 202-296-3184
www.futuresindustry.org

Reporting Services
Barclay Trading Group, Ltd.
508 North 2nd Street, Suite 201
Fairfield, IA 52556
641-472-3456 / Fax: 641-472-9514
www.barclaygrp.com

International Traders Research, Inc.
1020 Prospect Street, Suite 405
LaJolla, CA 92037
858-459-0818 / Fax: 858-459-0819
www.managedfutures.com

Managed Account Reports (MAR)
1250 Broadway, 26th Floor
New York, NY 10001
212-213-6202 / Fax: 212-213-1870
www.marhedge.com

Regulatory Agencies
Commodity Futures Trading Commission (CFTC)
Three Lafayette Centre
1155 21st Street, NW
Washington, DC 20581
202-418-5000 / Fax: 202-418-5521
www.cftc.gov

National Futures Association (NFA)
200 West Madison Street, Suite 1600
Chicago, IL 60606-3447
312-781-1300 / Fax: 312-781-1467
http://www.nfa.futures.org

Market and Product 
Development Department
141 West Jackson Boulevard
Chicago, Illinois 60604-2994
1-312-341-7955
Fax: 312-341-3027

European Office
52-54 Gracechurch Street
London EC3V 0EH
United Kingdom
44-20-7929-0021
Fax: 44-20-7929-0558

Latin American Contact
52-55-5605-1136
Fax: 52-55-5605-4381

Asia-Pacific Contact
1-312-341-7955
Fax: 1-312-341-3027

Internet Web Site
www.cbot.com
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