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VII. Manage Broad Global Volatility: Consider Global Macro and 
Managed Futures Strategies to Hedge Potential Market Volatility 

Source: HFR Asset Management, LLC, Bloomberg, Morgan Stanley Wealth Management. (1) Based on the BarclayHedge BTOP Index. (2) Based on the HFRI Macro Index. (3) Standard deviation (volatility) 
is a measure of the dispersion of a set of data from its mean. The more spread apart the data, the higher the deviation. Drawdown is the peak-to-trough decline during a specific period. 

Along with interest rate normalization, the GIC believes capital market volatility will soon normalize, potentially increasing by as much as 30% over the next three-to-five years across 
bonds, equities, currencies and commodities. Amid China slowdown fears, this could lead to additional volatility in currencies and commodities across developed and emerging markets. 
Balanced growth investors should focus on adding to global macro and managed futures strategies to mitigate the pickup in broad market volatility.  

• Volatility remained largely suppressed for the last several years as the 
Fed engaged in Quantitative Easing (QE) 

• However, with the end of QE in October 2014 and recent growth 
scare fears, volatility has picked up meaningfully 

• Managed futures—which exploit trends in currencies, rates and 
commodities—have benefitted from the heightened volatility, 
finishing 2015 up 2%1  

• Multi-strategy and hedge fund of funds have disappointed for five 
years and are likely to struggle with redemptions 

Context 

• We see volatility in fixed income and equity markets continuing to 
pick up in 2016 as central bank policy divergence causes re-pricing 
in interest rates and currencies 

• 2015 was the year of the “Great Rebalancing” where growth 
momentum spreads from US corporates to non-US markets and 
global consumers; we see 2016 as the year of “Convergence” with 
respect to global growth 

• As a result, it makes sense to have exposure to global macro and 
managed futures strategies given their relatively low volatility 

• These strategies should deliver uncorrelated return streams with 
normalization in rate, currency and commodity markets  

 

Investment Thesis 

Managed Futures Have Benefitted from Higher Volatility 
As of December 31, 2015 

Global Macro Strategies Can Provide Potentially Higher Returns 
and Less Risk During Major Equity Market Drawdowns 
As of December 31, 2015 
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VII. Manage Broad Global Volatility: Consider Global Macro and 
Managed Futures Strategies to Hedge Potential Market Volatility 

Source: HFR Asset Management, LLC, Bloomberg, FactSet, Morgan Stanley Wealth Management. (1) HFRI data lags by one month.  

• The GIC believes global macro strategies should become more 
attractive when global volatility increases  

• The recent uptick in currency market volatility and the potential for 
a shift in the interest rate regime signal an improving backdrop for 
managed futures strategies 

• Multi-strategy and hedge fund of funds are likely to struggle with 
redemptions, so we have reduced their relative attractiveness 

Investment Ideas 

• Some equity market upside may be limited by pursuing these 
strategies 

• Volatility remains suppressed as a result of global QE, making these 
strategies less relevant 

 

Volatility of Global Macro Funds Is Lower Than That of Equities 
or a 50/50 Blend of Stocks and Bonds 
As of December 31, 20151 (Based on Data Since January 1990) 
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International investing entails greater risk, as well as greater potential rewards compared to U.S. investing. These risks include political and economic uncertainties of foreign countries as well as the 
risk of currency fluctuations. These risks are magnified in countries with emerging markets, since these countries may have relatively unstable governments and less established markets and 
economies.  
Alternative investments may be either traditional alternative investment vehicles, such as hedge funds, fund of hedge funds, private equity, private real estate and managed futures or, non-traditional 
products such as mutual funds and exchange-traded funds that also seek alternative-like exposure but have significant differences from traditional alternative investments. The risks of traditional 
alternative investments may include: can be highly illiquid, speculative and not suitable for all investors, loss of all or a substantial portion of the investment due to leveraging, short-selling, or other 
speculative practices, volatility of returns, restrictions on transferring interests in a fund, potential lack of diversification and resulting higher risk due to concentration of trading authority when a single 
advisor is utilized, absence of information regarding valuations and pricing, complex tax structures and delays in tax reporting, less regulation and higher fees than open-end mutual funds, and risks 
associated with the operations, personnel and processes of the manager. Non-traditional alternative strategy products may employ various investment strategies and techniques for both hedging and 
more speculative purposes such as short-selling, leverage, derivatives and options, which can increase volatility and the risk of investment loss. 
Investing in commodities entails significant risks. Commodity prices may be affected by a variety of factors at any time, including but not limited to, (i) changes in supply and demand relationships, (ii) 
governmental programs and policies, (iii) national and international political and economic events, war and terrorist events, (iv) changes in interest and exchange rates, (v) trading activities in 
commodities and related contracts, (vi) pestilence, technological change and weather, and (vii) the price volatility of a commodity. In addition, the commodities markets are subject to temporary 
distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention. 
The value of fixed income securities will fluctuate and, upon a sale, may be worth more or less than their original cost or maturity value. Bonds are subject to interest rate risk, call risk, reinvestment 
risk, liquidity risk, and credit risk of the issuer. 
Equity securities may fluctuate in response to news on companies, industries, market conditions and general economic environment. 
Asset allocation and diversification do not assure a profit or protect against loss in declining financial markets.  
Investing in currency involves additional special risks such as credit, interest rate fluctuations, derivative investment risk, and domestic and foreign inflation rates, which can be volatile and may be less 
liquid than other securities and more sensitive to the effect of varied economic conditions. 
The indices are unmanaged. An investor cannot invest directly in an index. They are shown for illustrative purposes only and do not represent the performance of any specific investment.  
The indices selected by Morgan Stanley Wealth Management to measure performance are representative of broad asset classes.  Morgan Stanley Smith Barney LLC retains the right to change 
representative indices at any time. 
 
 

Risk Considerations 
 

HFRI Indices Disclosure 

While the HFRI Indices are frequently used, they have limitations (some of which are typical of other widely used indices). 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, the inclusion of 
which might significantly affect the performance shown. The HFRI Indices are based on information self-reported by hedge fund managers that decide on their own, at any time, whether or not they 
want to provide, or continue to provide, information to HFR Asset Management, L.L.C.  Results for funds that go out of business are included in the index until the date that they cease operations. 
Therefore, these indices may not be complete or accurate representations of the hedge fund universe, and may be biased in several ways. 
 

For index definitions to the indices referenced in this report please visit the following: http://www.morganstanleyfa.com/public/projectfiles/id.pdf 
 

Disclosures  
 
Morgan Stanley Wealth Management is the trade name of Morgan Stanley Smith Barney LLC, a registered broker-dealer in the United States. This material has been prepared for informational purposes 
only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or other financial instrument or to participate in any trading strategy.  Past performance is not necessarily a 
guide to future performance. 

 

http://www.morganstanleyfa.com/public/projectfiles/id.pdf
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Disclosures (Continued) 
 The securities/instruments discussed in this material may not be suitable for all investors.  The appropriateness of a particular investment or strategy will depend on an investor’s individual circumstances 
and objectives.  Morgan Stanley Wealth Management recommends that investors independently evaluate specific investments and strategies, and encourages investors to seek the advice of a financial 
advisor.  

This material is based on public information as of the specified date, and may be stale thereafter. We have no obligation to tell you when information herein may change. We and our third-party data 
providers make no representation or warranty with respect to the accuracy or completeness of this material. Past performance is no guarantee of future results. 

This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. This information is not intended to, and should not, form a primary basis for 
any investment decisions that you may make. Morgan Stanley Wealth Management is not acting as a fiduciary under either the Employee Retirement Income Security Act of 1974, as amended or under 
section 4975 of the Internal Revenue Code of 1986 as amended in providing this material.  

Morgan Stanley Smith Barney LLC, its affiliates and Morgan Stanley Financial Advisors do not provide legal or tax advice.  Each client should always consult his/her personal tax and/or legal advisor 
for information concerning his/her individual situation and to learn about any potential tax or other implications that may result from acting on a particular recommendation. 

This material is disseminated in the United States of America by Morgan Stanley Smith Barney LLC. 

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any 
kind relating to such data. 

This material, or any portion thereof, may not be reprinted, sold or redistributed without the written consent of Morgan Stanley Smith Barney LLC. 

© 2016 Morgan Stanley Smith Barney LLC. Member SIPC.  
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