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Investors often use historical returns as a basis for investment decisions.  Yet past academic research on managed futures found little evidence that historical returns were helpful in predicting the top performing managed futures investments.  The past research used methods which could have found performance persistence only if the effect were large.  In the study reported here, improved methods and data were used which provided more precise estimates of the degree of performance persistence.  Data from public funds, private funds, and commodity trading advisors were used.

Several methods were used and they all suggest that a small amount of performance persistence is present.  Around 2-4% of the differences in fund returns each month is due to performance persistence.  Finding the performance persistence could lead to monthly returns 0.15-0.42 percentage points higher.  This means it might be possible to double the 0.31% monthly return on public funds.

Returns show some negative correlation in the short run.  Thus picking a manager based on returns in the last few months or even the last few year is likely worse than randomly picking a manager.  Instead, several years of data should be used.  Also, a return/risk measure should be used to compare managers rather than returns alone.  When making withdrawal decisions, investors tend to weight the most recent returns more than would be justified by changes in expected returns.

CTA returns decreased as dollars under management increased.  This suggests that funds exist to exploit inefficiencies.  The trades of the fund help to remove the inefficiencies and therefore lower returns.

Performance persistence could exist due to either differences in cost or differences in the skill of the managers.  The results favor skill as the explanation since returns were positively correlated with cost.

We also looked at whether characteristics of the CTAs could explain the differences in performance.  Very little relationship was found.  CTAs using short-term trading systems had slightly lower returns and CTA returns tended to decline with time in existence.  The riskiness of CTA returns was related to several factors.  The most important was the percent of equality devoted to margins.  CTA’s with higher incentive fees selected riskier strategies.

While several different methods were used, the results paint a consistent picture.  To pick CTAs or funds, several years of data are needed.

