
Discretionary Macro Review and Opportunity Set
Following the backdrop of global economic uncertainty and heightened market volatility in 2020, investors are

seeking alternative means to enhance portfolio returns, reduce volatility, and maintain portfolio diversification.

Interest in discretionary macro has been fueled by the strategy’s low correlation to traditional assets and potential

to perform well during crisis periods, periods of heightened volatility, and recessionary periods. Yet, the

somewhat moderate performance of discretionary macro as compared to the strong returns of positive beta

strategies over the last decade has left many wondering about the long-term return potential for the strategy.

Here, we briefly discuss discretionary macro from a historical perspective as well as explore the current outlook for

the strategy.
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DISCRETIONARY MACRO 101
Discretionary macro strategies seek to profit from outright directional and relative price movements predicated on

portfolio manager analysis of underlying economic variables and their potential impact on global markets. Portfolio

managers may trade a broad range of themes based on individual market views and can express long or short views

through various trading approaches. For example, strategies may be directional or relative value in nature and may

be executed through fundamental or technical analysis, through a sole risk-taker or multi-manager platform

approach, and over a long or short-term holding period. These strategies generally trade a broad range of liquid

markets and instruments – including rates, currencies, commodities, and equities – which may offer the flexibility to

exploit a range of market opportunities as they arise.

PERFORMANCE CHARACTERISTICS
Figure 1: Low Correlation to Traditional Assets
January 2000 through December 2020 

Figure 2: Discretionary Macro Performs Well Across the Market Cycle
January 2000 through December 2020 
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S&P 500 Index 0.20 0.22 0.80

M SCI World Index 0.25 0.30 0.86

Bbg Barclays US Bond Index 0.12 0.23 0.03

Bbg Barclays Global Bond Index 0.11 0.38 0.26
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MSCI World Index -41.5% -23.6% -14.9% -3.9% 6.3% 14.6% 23.4% 39.9%

Bloomberg Barclays Global Aggregate Index -0.9% 9.0% 7.1% 4.5% 3.0% 4.4% 5.3% 11.4%

HFRI Hedge Fund Index -16.0% -1.8% 0.5% 0.0% 5.1% 9.3% 12.6% 21.1%

HFRI Macro Index 1.9% 6.9% 5.8% 1.9% 3.8% 4.6% 6.7% 12.4%

SG Discretionary Macro Index 2.5% 12.3% 11.8% 3.9% 4.5% 6.4% 8.5% 15.8%

 Bear Market Choppy/Flat Market Bull Market →

correlation or imply market neutrality at every discreet point in time. Therefore, discretionary macro should not be

treated as an equity tail hedge; rather, it may be viewed as an additional source of uncorrelated returns.

Discretionary macro has no long or short market bias

and has the flexibility to trade across a diverse market

universe using various trading styles. This results in a

strategy that has low correlation to traditional markets

over the long-term (see Figure 1), with the ability to

profit in both rising and falling markets. With low

stock/bond correlation over time, discretionary macro

can generate “alpha” (i.e., returns independent of

market beta) and thereby provide portfolio

diversification. Other hedge fund styles may not offer

the same level of diversification (see Figure 2 below).

Importantly, non-correlation does not mean negative
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RECENT PERFORMANCE CHALLENGES
Discretionary macro fared well in the 2000s and through the 2008 Global Financial Crisis, when it was one of the

few strategies that offered equity crisis protection. Since then, however, discretionary macro managers posted

more muted returns (see Figure 3), especially relative to stock and bond bull market returns over the last decade.

However, since discretionary macro strategies have no persistent equity beta, it is not surprising that the strategy

has underperformed equities in recent years. It is also important to note that discretionary macro seeks absolute

returns and should not be benchmarked versus equities. Rather, discretionary macro is potentially a valuable

portfolio construction tool that complements – rather than competes with – traditional assets. The strategy may

provide profit opportunities due to its inherent ability to go long and short a diverse, generally liquid universe of

markets traded, and its flexibility in trading evolving market themes.

In addition, although discretionary macro experienced an extended period of smaller returns in the years leading

up to 2020, the strategy also recorded smaller drawdowns relative to stocks, bonds, and the broader hedge fund

index. Likewise, positive skew characteristics of discretionary macro can also be observed. Positive skew is a

desirable characteristic because the strategy tends to exhibit more positive extremes than negative, with potentially

many instances of smaller return periods in between (see Figure 4 below). 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 sustained periods of equity declines.
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M SCI World Index 10.1% 15.2% -21.4% 7.7% 14.0% -21.4% 3.1% 15.6% -55.4%

Bloomberg Barclays Global Aggregate 4.8% 4.7% -7.1% 2.8% 4.4% -7.7% 4.7% 5.5% -10.1%
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SG Discretionary M acro Index 2.3% 3.9% -5.4% 2.1% 3.4% -5.8% 6.7% 5.2% -5.9%
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Figure 4: Positive Skew of Discretionary Macro
January 2000 through December 2020

Figure 3: Recent vs Long-Term Performance
For the period ending December 2020
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DISCRETIONARY MACRO OUTLOOK: WHY NOW?
What should we expect of discretionary macro looking forward? From a portfolio construction standpoint,

heightened market uncertainty, low or negative yields for benchmark government bonds, and rising inflation

expectations point to an increased need for diversifying strategies such as discretionary macro. For discretionary

macro in particular, central bank activity and ongoing economic developments may result in significant trading

opportunities. Here, we summarize some key considerations regarding portfolio construction and macro trading

opportunities.

Figure 5: Downward Trend of US 10yr and Record 

Equity Valuations January 1990 through December 2020

Data Source: Bloomberg

HIGH STOCK/BOND VALUATIONS?
For the decade preceding the March 2020 equity sell-

off, U.S. stocks enjoyed the longest running bull market

in history. Meanwhile, bonds have enjoyed a near 40

year bull market. And while the 20% equity market

drawdown was certainly a shock to the markets, it was

only a few short months later that stocks rebounded to

new highs. Whether or not the sky will fall for passive

stock and bond holdings, an increased wave of

uncertainty for several years to come underscores the

need to build a well-diversified portfolio.

Figure 7: Historical Stock/Bond Correlations
January 1900 to December 2020, 5yr Rolling Window 

THE NEED FOR FIXED INCOME ALTERNATIVES
Investors have historically allocated to bonds both for yield and diversification during equity market declines.

However, the historically low yields of today may produce less compelling fixed income returns going forward.

Meanwhile, traditional safe haven bonds could prove less safe given elevated bond prices and an uncertain economic

landscape of extreme fiscal and monetary policy. As yields have declined, there is evidence that the negative beta

afforded by fixed income has also declined – and correspondingly their ability to offer equity crisis protection has also

diminished (see Figure 6). Moreover, history shows that diversification properties of bonds are not guaranteed (see

Figure 7). Looking ahead, if fixed income is less capable of delivering both material return and crisis protection, it will

be important to have allocations to diversifying strategies that can.

Data Source: Robert Shiller Database 

Figure 6: Fixed Income Beta during Equity Declines
Based on earliest available data for each respective index to July 2020*
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*Figure 6 represents the conditional beta of government bond futures (US 10 year Treasury, German 10 year bund, and JGB 10 year) with respect 

to stock indices (S&P 500, DAX, and TOPIX), when the latter posted rolling monthly returns of -2% or worse. Data is shown from January 1983 for 

the US 10 year, January 1989 for the German 10 year, and October 1987 for the Japanese 10 year based on index data sourced from Bloomberg.
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https://www.grahamcapital.com/In%20Search%20of%20Negative%20Beta.pdf
https://www.grahamcapital.com/assets/InsightSeries/Alternatives%20to%20Fixed%20Income_Aug-20.pdf
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FAIT: LOW YIELDS AND RISING INFLATION
The Fed’s Flexible Average Inflation Targeting (“FAIT”) framework provides forward guidance for a prolonged period

of low rates, which has real implications for investor allocations: with interest rates set to remain low for the

foreseeable future and inflation expectations theoretically on the rise, the value of holding bonds inevitably

depreciates. Investors should consider other strategies that have the potential to deliver material returns with low

correlation to equity markets. At the same time, we see this same theme as a potentially attractive trading

opportunity for discretionary macro managers: with global central banks making fundamental changes to their

policy, macro factors continue to be a strong catalyst for markets.

Figure 8: Rising Inflation Expectations

Since COVID-19 Crisis, March 1, 2020 to December 31, 2020

Figure 9: Falling Real Yields

Since COVID-19 Crisis, March 1, 2020 to December 31, 2020
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POTENTIAL MACRO TRADING OPPORTUNTIES

We are optimistic about the current macro trading environment and believe that central bank activity, fiscal policy,

and other ongoing economic developments are creating significant opportunities. In addition, we believe that the

current opportunity set is a longer-term dynamic, and not a short-term phenomenon. The below macroeconomic

themes could present significant opportunities for discretionary macro traders:

• Central Bank Stimulus Measures: Global central banks remain extremely dovish even as their discussions have

begun to transition toward a global economic recovery.

• Interplay between Monetary and Fiscal Policy: The Fed has maintained its opposition to a negative rates policy

and, recognizing the limits of monetary policy, is looking to “pass the baton” to fiscal policy to ensure financial

liquidity and a supportive economic landscape. The new administration in the U.S. may accelerate these efforts.

• USD Weakness: The U.S. dollar has weakened on an increasingly dovish tone from the Fed, an escalating

number of coronavirus cases in the U.S., and a belligerent policy stance with China and other foreign markets.

• Reflationary Expectations: As the Fed continues to pin rates at the effective lower bound, long-term nominal

yields may increase while real yields decline.

• Geopolitical Regime Changes: A new political administration under President Joe Biden is a potential catalyst

for policy changes in the U.S., while geopolitical regime changes elsewhere are likely to stem from the evolving

global influence of China, the UK’s future outside of the EU, and D-10 democratic alliances, among other themes.

https://www.grahamcapital.com/assets/InsightSeries/Average%20Inflation%20Targeting_Impact%20on%20Investor%20Allocations.pdf
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A NOTE ON MARKET VOLATILITY
Prior to March 2020, markets experienced a long run of

low-volatility which many believe dampened the

opportunity set for discretionary macro. Now that

“volatility is back”, many see this as a barometer for the

strategy’s success. While it is true that discretionary

macro can thrive in periods of high market volatility, it

should be noted that the strategy can perform well in

low volatility regimes as well, as shown in Figure 10. In

fact, macro returns are more closely linked with market

directionality than market volatility. Macro returns

strongly correspond to sustained directional moves in

markets. The Graham Directional Indicator measures

the strength of market directionality by quantifying the

change in the price of an asset over a time period with

the degree of daily price variability for a given market

universe. As shown below, the Directional Indicator has

VIX Regime

High VolatilityLow Volatility

Figure 10: Performance Across Volatility Regimes
January 2000 to December 2020

Figure 11: The Directional Indicator and Macro Returns
12 Month Rolling Window, Last 10 Years Ended December 2020
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Figure 11. The Directional Indicator for each market is calculated by quantifying the change in price of an asset over a time period with

the degree of daily price variability. At the aggregate level, we measure the directionality of all markets by calculating a simple average. If

many markets within the group of markets demonstrate high directionality, we would expect high values of the Directional Indicator.

Historical values are based on 55 of the most liquid markets traded in a directional manner by Graham, using a lookback period of 1 year.

Average

been below average levels for much of 2016-2018, which corresponds to periods of challenging macro performance.

The Graham Directional Indicator shows that: 1) macro performs well during periods of strong market directionality

(often when there is a clear catalyst for market shifts) and 2) choppy, range-bound markets are more challenging for

macro. While we cannot predict the level of directionality in markets in the coming years, we do anticipate some

major macro catalysts to create sustained directional opportunities in markets.
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IMPACT OF ALLOCATING TO DISCRETIONARY MACRO
Allocating to alternatives such as discretionary global macro should reduce the volatility and soften the drawdowns

of an overall portfolio while adding to returns over the long run. And while it is unreasonable to expect the

strategy to perform well at every discrete point in time, holding the strategy as a long-term, strategic allocation in a

diversified investment portfolio offers the potential for significant benefits.
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Figure 12: Potential Benefits of 

Allocating to Discretionary Macro

January 2000 through December 2020
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"Traditional" 60/40 Portfolio 5.50% 0.54 10.19% -36.09% 0.64

Traditional Portfolio with 

10% HFRI Macro Index
5.64% 0.65 8.66% -31.38% 0.55

Traditional Portfolio with 

10% SG Discretionary Macro Index
5.67% 0.61 9.32% -32.65% 0.58
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NEED MORE INFO?
THE BOTTOM LINE

• Discretionary macro is a diversifying strategy with the

flexibility to capture moves across a variety of market

environments.

• With government bond yields at historic lows, there is

a need for fixed income alternatives that can offer both

positive returns and diversification to equities.

• Discretionary macro can potentially benefit from short-

term market dislocations as well as longer-term

monetary and fiscal policy shifts that will play a key

role in markets over longer time horizons.

• Allocating to discretionary macro as a strategic, long-

term investment within a diversified portfolio can

potentially enhance risk-adjusted returns and reduce

overall volatility and drawdowns.

https://www.grahamcapital.com/assets/InsightSeries/Alternatives%20to%20Fixed%20Income_Aug-20.pdf
https://www.grahamcapital.com/In%20Search%20of%20Negative%20Beta.pdf
https://www.grahamcapital.com/assets/InsightSeries/Average%20Inflation%20Targeting_Impact%20on%20Investor%20Allocations.pdf
https://www.grahamcapital.com/The%20Winter's%20Tail%20-%20Protecting%20Against%20Equity%20Selloffs%20June%202020.pdf
https://www.grahamcapital.com/DirectionalIndicators.aspx


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.

Bloomberg Barclays Global Bond Index: The Bloomberg Barclays Global Aggregate Bond Index is a broad-based market capitalization

weighted measure of the global investment grade fixed-rate debt markets. This multi-currency benchmark includes treasury,

government-related, corporate and securitized fixed-rate bonds from both developed and emerging markets issuers. There are four

regional aggregate benchmarks that largely comprise the Global Aggregate Index: The US Aggregate, the Pan-European Aggregate,

the Asian-Pacific Aggregate and the Canadian Aggregate Indices. The Global Aggregate Index also includes Eurodollar, Euro-Yen, and

144A Index-eligible securities, and debt from five local currency markets not tracked by the regional aggregate benchmarks (CLP, MXN,

ZAR, ILS and TRY).

HFRI Fund Weighted Composite Index: The HFRI Fund Weighted Composite Index is an equal-weighted index that includes over 2000

constituent funds which have at least $50M under management or have been actively traded for at least 12 months. There are no fund

of funds included in this index. All funds are reported in USD and returns are reported net of all fees on a monthly basis.

HFRI Macro Index: The HFRI Macro Index is a sub-index of the HFRI Fund Weighted Composite Index and is composite index of over

900 Investment Managers which trade a broad range of strategies in which the investment process is predicated on movements in

underlying economic variables and the impact these have on equity, fixed income, hard currency and commodity markets.

SG Discretionary Macro Index: The SG Macro Trading (Discretionary) Index is a subset of the SG Macro Trading Index 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 are 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.

S&P 500 Total Return Index: An unmanaged, market value-weighted index measuring the performance of 500 U.S. stocks chosen for

market size, liquidity, and industry group representation. Includes the reinvestment of dividends. The S&P 500 index components and

their weightings are determined by S&P Dow Jones Indices.

Traditional 60/40 Portfolio: Reflects a portfolio with a 60% allocation to equities and a 40% allocation to bonds as represented by the

MSCI World Index and the Bloomberg Barclays Global Bond Index, rebalanced monthly.

MSCI Word 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.

VIX Index: The VIX reflects a market estimate of future volatility, based on the weighted average of the implied volatilities of S&P 500

Index options for a wide range of strikes.
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LEGAL DISCLAIMER

A 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.
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Founded by Kenneth G. Tropin in 1994, Graham

Capital Management (“GCM”) is an alternative

investment manager with a diverse roster of global

institutional and private client investors. The firm

emphasizes directional trading across liquid global

markets, and GCM’s strategies tend to have low

correlation to traditional and other alternative

investments. GCM has three main pillars of its

business, comprised of systematic trend-following,

quantitative macro, and discretionary macro trading

strategies. GCM differentiates itself with an

established, long-term track record, a rigorous and

comprehensive risk management process, a

substantial investment in operational infrastructure,

and significant proprietary capital to attract and

retain talented investment professionals and

develop new investment strategies.

About
Graham Capital Management

Graham Capital Management, L.P.

40 Highland Avenue

Rowayton, CT 06853

P: 203-899-3400  

E: info@grahamcapital.com
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