
Getting Back to “Normal”:

Curbing Systemic Risk with Diversification
Following any equity crisis period, investors are usually left wondering when markets will return to “normal” and whether they

should wait out the storm or cut their losses. However, investors should be aware that equity returns do not fit perfectly into a

normal distribution pattern, but rather are left-skewed, meaning that extreme events are more likely to occur to the downside

than the upside. So, when things go badly for stocks, they can go really badly and create a severe drag on terminal wealth.

Although left tail scenarios are rare, they cannot be dismissed given the residual damage they can do to portfolios over the long

term (see “Related Content” for more on this topic).

Fortunately, successful portfolio construction is more about planning for a spectrum of potential market scenarios rather than

predicting future events. Investors can structurally reduce left tail occurrences in their portfolio by incorporating

diversifying strategies with positive skew characteristics and, ideally, a positive mean. For example, positive skew

characteristics are often observed for macro and trend following strategies, which over time tend to exhibit more positive

extremes than negative, with the potential for greater variance of positive returns than negative returns. These positive extremes

often occur when there are clear catalysts for directional market moves (which can be either bullish or bearish) and offer the

potential to offset drawdowns elsewhere in a portfolio.
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Data Source: eVestment; Performance above is based on quarterly returns from Jan-00 to Mar-22.
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As shown below, allocating to strategies with positive skew and return characteristics can structurally curb systemic risk and

smooth the returns of an equity portfolio. For example, based on realized equity index returns for the last 20 years, the

probability of a downside event greater than 2 sigma was approximately 6%. Adding 10% macro and 10% trend to an equity

portfolio reduced this probability to approximately 2%.
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THE BOTTOM LINE

• Expect the Unexpected: Left tail events in equity

markets are nearly an eventual certainty, but the

timing of these events is difficult to predict.

• Use Diversification to Curb Systemic Risk:

Investors can structurally reduce their downside

risk over time by allocating to diversifying

strategies with positive skew characteristics such

as macro and trend.

• Positive Skew Characteristics of Macro and

Trend Offer Significant Benefits: These

strategies are a valuable portfolio construction

tool that can reduce overall volatility and

drawdowns and enhance the returns of a

broader investment portfolio over time.
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LEGAL DISCLAIMER

Source of data: Graham Capital Management (“Graham”), unless otherwise stated

This document is neither an offer to sell nor a solicitation of any offer to buy shares in any fund managed by Graham and should not be relied on in making any

investment decision. Any offering is made only pursuant to the relevant prospectus, together with the current financial statements of the relevant fund and the

relevant subscription documents all of which must be read in their entirety. No offer to purchase shares will be made or accepted prior to receipt by the offeree

of these documents and the completion of all appropriate documentation. The shares have not and will not be registered for sale, and there will be no public

offering of the shares. No offer to sell (or solicitation of an offer to buy) will be made in any jurisdiction in which such offer or solicitation would be unlawful. No

representation is given that any statements made in this document are correct or that objectives will be achieved. This document may contain opinions of

Graham and such opinions are subject to change without notice. Information provided about positions, if any, and attributable performance is intended to

provide a balanced commentary, with examples of both profitable and loss-making positions, however this cannot be guaranteed.

It should not be assumed that investments that are described herein will be profitable. Nothing described herein is intended to imply that an investment in the

fund is safe, conservative, risk free or risk averse. An investment in funds managed by Graham entails substantial risks and a prospective investor should carefully

consider the summary of risk factors included in the Private Offering Memorandum entitled “Risk Factors” in determining whether an investment in the Fund is

suitable. This investment does not consider the specific investment objective, financial situation or particular needs of any investor and an investment in the

funds managed by Graham is not suitable for all investors. Prospective investors should not rely upon this document for tax, accounting or legal advice.

Prospective investors should consult their own tax, legal accounting or other advisors about the issues discussed herein. Investors are also reminded that past

performance should not be seen as an indication of future performance and that they might not get back the amount that they originally invested. The price of

shares of the funds managed by Graham can go down as well as up and be affected by changes in rates of exchange. No recommendation is made positive or

otherwise regarding individual securities mentioned herein.

This presentation includes statements that may constitute forward-looking statements. These statements may be identified by words such as "expects," "looks

forward to," "anticipates," "intends," "plans," "believes," "seeks," estimates," "will," "project" or words of similar meaning. In addition, our representatives may

from time to time make oral forward-looking statements. Such statements are based on the current expectations and certain assumptions of GCM’s

management, and are, therefore, subject to certain risks and uncertainties. A variety of factors, many of which are beyond GCM’s control, affect the operations,

performance, business strategy and results of the accounts that it manages and could cause the actual results, performance or achievements of such accounts to

be materially different from any future results, performance or achievements that may be expressed or implied by such forward-looking statements or

anticipated on the basis of historical trends.

Tables, charts and commentary contained in this document have been prepared on a best efforts basis by Graham using sources it believes to be reliable

although it does not guarantee the accuracy of the information on account of possible errors or omissions in the constituent data or calculations. No part of this

document may be divulged to any other person, distributed, resold and/or reproduced without the prior written permission of Graham.

INDEX DISCLOSURE

The below are widely used indices that have been selected for comparison purposes only. Indices are unmanaged, and one cannot invest directly in an index.

Except for HFR indices, which do reflect fees and expenses, the indices do not reflect any fees, expenses or sales charges. Unlike most asset class indices, hedge

fund indices included in this presentation have limitations, which should be considered in connection with their use in this presentation. These limitations

include survivorship bias (the returns of the indices may not be representative of all the hedge funds in the universe because of the tendency of lower performing

funds to leave the index); heterogeneity (not all hedge funds are alike or comparable to one another, and the index may not accurately reflect the performance of

a described style); and limited data (many hedge funds do not report to indices, and the index may omit funds which could significantly affect the performance

shown; these indices are based on information self-reported by hedge fund managers which may decide at any time whether or not they want to continue to

provide information to the index). These indices may not be complete or accurate representations of the hedge fund universe and may be affected by the biases

described above.

MSCI WORLD INDEX: A market cap weighted stock market index of 1,652 global stocks and is used as a common benchmark for 'world' or 'global' stock funds.

The index includes a collection of stocks of all the developed markets in the world, as defined by MSCI. The index includes securities from 23 countries but

excludes stocks from emerging and frontier economies.

SG Macro Trading Index: The SG Macro Trading Index is designed to represent global macro managers who typically employ top-down fundamental research to

forecast the effect of global macroeconomic and political events on the valuation of financial instruments. These strategies may be quantitative or discretionary

and are frequently focused on a diversified basket of instruments. Managers must meet the following criteria: must trade predominantly a global macro strategy

(as determined by SG); and must have Firm AUM greater than $30 million. The SG Macro Index is equally weighted, rebalanced monthly, and reconstituted

quarterly.

SG Trend Index: SG Trend Index is a subset of the SG CTA Index and is designed to track the 10 largest (by AUM) trend following CTAs and be representative of

the trend followers in the managed futures space. Managers must meet the following criteria: must be open to new investment; must report returns on a daily

basis; must be an industry recognized trend follower as determined at the discretion of the SG Index Committee; and must exhibit significant correlation to trend

following peers and the SG Trend Indicator. The SG Trend Index is equally weighted, and rebalanced and reconstituted annually.

80% MSCI World, 10% SG Macro, 10% SG Trend: Reflects a portfolio with an 80% allocation to equities, a 10% allocation to macro strategies, and a 10%

allocation to trend following strategies bonds, as represented by the MSCI World Index, the SG Macro Trading Index, and the SG Trend Index, rebalanced

monthly.
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PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. 
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