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You Can’t Always Trend  
When You Want1 

 

Introduction 

Trend-following strategies have gone through a significant drawdown 
recently and delivered lower returns in the current decade compared to 
their multi-decade history.2 Managed futures investors are naturally 
wondering if something has changed and whether the strategy can 
deliver better returns going forward. We developed a novel framework to 
understand what drives trend-following returns and examine various 
possible explanations for why trend following has struggled since the 
Global Financial Crisis. Our findings suggest that the lower returns in the 
current decade are due to fewer large moves across markets over this 
time period, as opposed to a decline in the strategy’s ability to profit from 
trends. As a result, we believe trend-following strategies may see higher 
returns if markets exhibit similarly sized moves relative to their long-term 
history going forward.3 

Key takeaways 

• We present a novel empirical framework to attribute the impact of 
various drivers of trend-following performance. 

• The lower performance of the strategy in the current decade is not 
explained by an inability for trend following to translate trends into 
profits or a lack of diversification across global markets. 

• Instead, the average size of market moves across global markets has 
been more muted than usual in the current decade and is the primary 
explanatory factor for recent trend performance. 

• There is little evidence to suggest this is a permanent structural 
change for markets, providing hope that trend-following strategies 
should be able to deliver performance more in line with long-term 
expectations going forward. 

 

 
1 …but if you allocate, over time, you just might find… you get what you need! 
2 As evidenced by the SG Trend Index and the hypothetical trend-following strategy described herein.  Please read performance disclosures in 
the Disclaimers for a description of the investment universe and the allocation methodology used to construct the trend-following strategy. 
Hypothetical data has inherent limitations, some of which are disclosed in the Disclaimers. 
3 There is no guarantee that this strategy will be successful. There is a potential for loss.  For illustrative purposes only and not representative 
of any strategy that AQR currently manages.  Past performance is not a guarantee of future performance. 
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Introduction 

Trend-following strategies have gone through a significant drawdown recently and delivered lower returns in the 
current decade than historically. Even relative to performance as recent as the 2000s, total returns to trend 
following in the current decade have been notably lower. In part, this is explained by the unusually low cash rates 
since the Global Financial Crisis. Even after accounting for lower cash rates in the current decade, however, 
Exhibit 1 shows that excess returns to trend following have been muted in recent years. 

Exhibit 1: Lower total returns to trend following in a time of lower cash rates 
SG Trend Index Average Annualized Returns by Time Period 
January 1, 2000 – December 31, 2018 

Source: Bloomberg, AQR. The 3-Month T-Bill is the risk-free rate used to derive the risk-adjusted returns. 

For the remainder of this paper, we investigate the factors that explain excess returns to trend following. We 
present a framework for analyzing trend performance and use that framework to gain insight on why excess 
returns to trend following have been lower in the current decade compared to their multi-decade history. 

A Novel Framework for Understanding the Drivers of Trend-Following Returns 

Trend-following strategies are designed to take advantage of a tendency for financial markets to exhibit trending 
behavior. Intuitively, the performance of trend following depends in part on the size of the moves in the underlying 
markets that the strategy invests in. Large, prolonged moves in asset prices, both positive and negative, tend to 
be favorable for trend followers, while modest moves in asset prices can pose a challenge. When markets lack 
clear direction, trend-following processes tend to lose money from the back-and-forth movement of the market. In 
contrast, when markets move strongly in a given direction, trend-following processes are able to position 
themselves to benefit from the overall trend. We use this relationship to analyze trend following performance. 

A few details about the analysis: To evaluate and quantify the relationship between trend performance and market 
movement, we use market data covering 67 markets across four asset classes, with some market data going 
back over 100 years. We use the simple trend-following approach described in A Century of Evidence on Trend-
Following Investing.4 For each market in each year, we consider the risk-adjusted performance of that market and 

 
4 The trend-following strategy is constructed as a an equal-weighted combination of 1-month, 3-month, and 12-month time-series momentum 
strategies for 67 markets as far back as 1880, rebalanced monthly and with positions equally sized according to volatility.  The combined 
strategy has an annualized ex-ante volatility target of 10% annualized.  For more details on the strategy, please see Hurst, B., Y.H. Ooi, and 
L.H. Pedersen. “A Century of Evidence on Trend-Following Investing.” Journal of Portfolio Management, Vol. 44, No. 1 (2017). 
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the risk-adjusted performance of trend following on that market in that year.5 Risk-adjusting allows us to consider 
moves in low-volatility assets like Treasury futures together with moves in high-volatility assets like crude oil 
futures on a similar scale. When we consider the market moves, we consider the absolute values since trend 
following can benefit from both positive and negative moves in markets.  

In Exhibit 2, we plot the historical simulated performance of trend following and the absolute size of the underlying 
market moves for each year over the 1880 to 2018 period. For visual simplicity, we show only one data point per 
calendar year, which represents the average trend-following performance across the asset universe and the 
average absolute size of underlying market moves in that given year.6 Exhibit 7 in the Appendix depicts each of 
the thousands of underlying data points, one for each market in each year. 

Exhibit 2 shows there is a clear historical positive relationship between the average size of moves in individual 
markets in each year and the average risk-adjusted returns of a hypothetical trend-following strategy applied to 
each market. Fitting a linear model to the data yields an upward-sloping regression line, showing that trend 
following has historically been able to translate large moves in markets into positive risk-adjusted returns for the 
strategy. We call this attribute of the strategy trend efficiency as it describes how efficiently a market move is 
translated into trend-following profits. This relationship serves as the basis for an empirical framework that allows 
us to isolate what may cause trend-following performance to differ from the long-term results in any sub-period. 

Exhibit 2: Trend following benefits in part from larger market moves 
Hypothetical Trend-Following Performance vs. Size of Market Moves per Year 
January 1, 1880 – December 31, 2018 

Source: AQR. For each asset in each year, the absolute risk-adjusted return is calculated as the absolute value of the annual excess return 
divided by the realized volatility of the asset in that year. Risk-adjusted returns shown above represent the weighted average for each calendar 
year. Risk-adjusted returns are weighted by the trend-following risk taken in each market in each year. The 3-Month T-Bill is the risk-free rate 
used to derive the risk-adjusted returns. This analysis is provided for illustrative purposes only and is not based on an actual portfolio AQR 
manages. Please read performance disclosures in the Disclaimers for a description of the investment universe and the allocation methodology 
used to construct the trend-following strategy. Hypothetical data has inherent limitations, some of which are disclosed in the Disclaimers. 

 
5 Trend followers benefit from market trends over various time horizons.  While a one-year horizon is not the only relevant time period, it is an 
important one as it reflects the degree of large, prolonged market moves that are particularly relevant for medium- to longer-term trend 
followers.  For robustness, we also conducted our study using shorter time horizons and found similar results to those presented here. 
6 We risk-weight both underlying market risk-adjusted returns and trend-following returns by the trend-following risk taken in each market in the 
given year. This detail is important, as it allows us to translate average market trend-following risk-adjusted returns to overall portfolio-level 
trend-following risk-adjusted returns later in this piece. 
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The fitted line represents the statistical relationship 
between the size of market moves and trend-
following performance.  As an example, the point 
on the regression line (2,1) indicates that a 10% 
market move is translated into a 5% return on 
trend following, for the same amount of risk.
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Given this relationship, we can test two hypotheses on recent trend performance using data from the current 
decade. The two hypotheses are: 

1. Risk-adjusted market moves in the current decade have been unusually muted.  

2. Markets have exhibited similarly large moves compared to the past, but trend following has not been able 
to profit from them in the same way it has historically. 

If the first hypothesis is true, observations for the most recent time period should be located closer to the left-hand 
side of the x-axis, but a fitted line based only on those observations should be similar to the fitted line for the full 
period. However, if the second hypothesis is true, the fitted line for the most recent time period should be shifted 
down or less upward-sloping to reflect diminished trend-following performance for any given risk-adjusted move in 
passive markets. 

In Exhibit 3, we separate the data points for the current decade from the rest of the historical sample and fit a 
regression line using only those data points (and remember, there are hundreds of underlying data points that are 
averaged together for the purposes of visual simplicity). We then use this fitted line to identify which of the two 
hypotheses applies to the current decade. We see clearly that the first hypothesis best fits the observations, as 
many of the individual data points from the current decade show up on the left-hand side of the x-axis, and the 
fitted regression line does not differ meaningfully from the line fit using the full data sample. In other words, we 
find that market moves have been more muted on average in the years following the Global Financial Crisis, and 
there has not been a significant change to trend efficiency. Moreover, we see that trend following was still able to 
benefit from the large market moves that occurred during this period, notably in 2014, when the strategy 
performed well.  

Exhibit 3: Large market moves have been scarce in recent years 
Hypothetical Trend-Following Performance vs. Size of Market Moves per Year 
January 1, 1880 – December 31, 2018 

Source: AQR. For each asset in each year, the absolute risk-adjusted return is calculated as the absolute value of the annual excess return 
divided by the realized volatility of the asset in that year. Risk-adjusted returns shown above represent the weighted average for each calendar 
year. Risk-adjusted returns are weighted by the trend-following risk taken in each market in each year. The 3-Month T-Bill is the risk-free rate 
used to derive the risk-adjusted returns. This analysis is provided for illustrative purposes only and is not based on an actual portfolio AQR 
manages. Please read performance disclosures in the Disclaimers for a description of the investment universe and the allocation methodology 
used to construct the trend-following strategy. Hypothetical data has inherent limitations, some of which are disclosed in the Disclaimers. 
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Overall, the opportunity set for a trend follower in the current decade was more limited relative to history, but 
when large market moves occurred, they were as profitable for the strategy as they have been historically. These 
findings lead us to believe that the current decade has been a poor environment for the strategy and are not an 
indication of a change in the strategy’s potential to profit from trends. 

The distribution of observed risk-adjusted market moves as shown in Exhibit 4 also demonstrates the reduced 
frequency of large market moves in recent years. Most recently, comparatively modest risk-adjusted moves have 
been more common than historically, while more pronounced risk-adjusted moves have been relatively scarce. 
While this phenomenon could persist going forward, we do not believe the nature of markets has changed 
permanently in recent years and expect the magnitude and frequency of market moves going forward to look 
more similar to the full historical period, rather than the unusual behavior of the current decade. 

Exhibit 4: Smaller market moves have been more prevalent in recent years 
Empirical Distribution of Size of Market Moves 
January 1, 1880 – December 31, 2018 

Source: AQR. For each asset in each year, the absolute risk-adjusted return is calculated as the absolute value of the annual excess return 
divided by the realized volatility of the asset in that year. The 3-Month T-Bill is the risk-free rate used to derive the risk-adjusted return. The 
empirical distribution of outcomes shown above is derived by calculating the percentage of observations that fall into the categories specified. 
There are 3,841 observations from 1880 – 2009, and 563 from 2010 – 2018. For illustrative purposes only. Past performance is not a 
guarantee of future performance. 

The analysis so far has focused on the average effectiveness of trend following in each market. We also consider 
as a third hypothesis whether trend-following performance, at the portfolio level, has been hindered in recent 
years by a lack of diversification. Some investors assert that underlying markets have exhibited higher 
correlations during the post-GFC period compared to the past due to the higher degree of involvement by central 
banks in markets. The risk-adjusted return of a diversified trend-following portfolio is related to the level of realized 
diversification across the individual market trend strategies within the portfolio. A lower degree of correlation 
across these individual market trend strategies tends to lead to better performance for the overall portfolio. Hence, 
we consider whether the underlying individual market trend strategies within a diversified trend-following portfolio 
have been less diversifying to each other in the current decade as another possible explanation of poor trend-
following returns. 

We quantify the level of diversification within a trend-following portfolio by defining a “diversification multiplier,” 
which is the scaling factor that multiplies the average individual market Sharpe ratio to give us the portfolio-level 
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Sharpe ratio, as shown in Exhibit 5.7 A higher multiplier means a portfolio has more diversified bets. Exhibit 5 
shows the diversification multipliers for full data sample and for the current decade. Notably, the diversification 
multiplier for the hypothetical trend-following strategy has not been materially different in recent history than in the 
full sample. Hence, an unusual lack of diversification does not appear to explain trend following’s recent 
underperformance relative to history. 

Exhibit 5: Trend-following performance also depends on diversification 
Quantifying Diversification by Time Period 
January 1, 1880 – December 31, 2018 

Source: AQR. The average asset trend Sharpe is the weighted average Sharpe ratio from trend following on each asset in the strategy. Asset 
Sharpe ratios are weighted by the trend-following risk taken in each market. The 3-Month T-Bill is the risk-free rate used to derive the Sharpe 
ratio. This analysis is provided for illustrative purposes only and is not based on an actual portfolio AQR currently manages. Diversification 
does not eliminate the risk of experiencing investment losses. Please read performance disclosures in the Disclaimers for a description of the 
investment universe and the allocation methodology used to construct the trend-following strategy. Hypothetical data has inherent limitations, 
some of which are disclosed in the Disclaimers.  

 

  

 
7 More explicitly, the diversification multiplier is defined as follows:  Trend-Following Portfolio Sharpe = Diversification Multiplier * Average 
Individual Asset Trend Sharpe. 
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Conclusion 

In conclusion, we find that the main culprit behind trend following’s challenging performance in recent years is a 
lack of large risk-adjusted market moves (positive or negative), and not an inability for trend following to translate 
trends into profits or a lack of diversification. Exhibit 6 shows why the current decade has differed from the long-
term performance by decomposing that difference using our framework. The decomposition clearly shows that the 
unusual lack of large moves across global markets during the current decade in the wake of the Global Financial 
Crisis is the main driver of recent poor trend-following returns. Exhibit 6 also shows that if the magnitude of 
market moves were in line with history, trend-following performance in the current decade may have been in line 
with full sample results, all else equal. Years such as 2014 provide recent examples of large market moves, with 
the large collapse in crude oil and related commodities as well as the significant strengthening of the U.S. dollar 
when quantitative easing ended in the U.S. These are among the few large market moves in the current decade 
which translated into strong profitability for trend following.8 Looking ahead, while we cannot for certain say when 
markets will exhibit sustained large moves, we expect that they eventually will, and that trend-following strategies 
will be able to profit from them accordingly. 

Exhibit 6: Smaller market moves are the primary driver of recent trend performance 
Attribution of Difference in Hypothetical Trend-Following Sharpe Ratios 
January 1, 1880 – December 31, 2018 

Source: AQR. The 3-Month T-Bill is the risk-free rate used to derive the Sharpe ratio. The Sharpe ratios are based on the hypothetical trend-
following strategy backtest, net of estimated transaction costs and gross of fees. Differences in Sharpe ratios are estimated by incrementally 
changing one aspect of the model. Difference in Sharpe due to market moves is calculated from the difference in the Sharpe ratio for the 
specific decade shown versus the implied Sharpe ratio from utilizing market moves over the full sample. Difference in Sharpe ratio due to 
trend efficiency is measured based on the implied incremental change in Sharpe ratio from utilizing model coefficients that correspond to the 
full sample model. Difference in Sharpe ratio due to diversification is measured based on the implied incremental change in Sharpe ratio from 
utilizing the full sample diversification multiplier. Diversification does not eliminate the risk of experiencing investment losses. The chart above 
is a hypothetical illustration and not representative of an actual investment. Please read performance disclosures in the Disclaimers for a 
description of the investment universe and the allocation methodology used to construct the trend-following strategy. For illustrative purposes 
only and not representative of any portfolio that AQR currently manages. Hypothetical data has inherent limitations, some of which are 
disclosed in the Disclaimers. Please read important disclosures in the Disclaimers. 

 
8 See Exhibit 7 in the Appendix. 
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Appendix 

Exhibit 7: Full data sample 
Hypothetical Trend-Following Performance vs. Size of Market Moves per Asset per Year 
January 1, 1880 – December 31, 2018 

Source: AQR. For each asset in each year, the absolute risk-adjusted return is calculated as the absolute value of the annual excess return 
divided by the realized volatility of the asset in that year. The 3-Month T-Bill is the risk-free rate used to derive the risk-adjusted returns. This 
analysis is provided for illustrative purposes only and is not based on an actual portfolio AQR manages. Please read performance disclosures 
in the Disclaimers for a description of the investment universe and the allocation methodology used to construct the trend-following strategy. 
Hypothetical data has inherent limitations, some of which are disclosed in the Disclaimers. 
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Disclaimers 

This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an 
offer or any advice or recommendation to purchase any securities or other financial instruments and may not be construed as 
such. The factual information set forth herein has been obtained or derived from sources believed by the author and AQR 
Capital Management, LLC (“AQR”) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy 
and is not to be regarded as a representation or warranty, express or implied, as to the information’s accuracy or 
completeness, nor should the attached information serve as the basis of any investment decision. This document is intended 
exclusively for the use of the person to whom it has been delivered by AQR, and it is not to be reproduced or redistributed to 
any other person. The information set forth herein has been provided to you as secondary information and should not be the 
primary source for any investment or allocation decision. 

Past performance is not a guarantee of future performance. 

This presentation is not research and should not be treated as research. This presentation does not represent valuation 
judgments with respect to any financial instrument, issuer, security or sector that may be described or referenced herein and 
does not represent a formal or official view of AQR. 

The views expressed reflect the current views as of the date hereof and neither the author nor AQR undertakes to advise you 
of any changes in the views expressed herein. It should not be assumed that the author or AQR will make investment 
recommendations in the future that are consistent with the views expressed herein, or use any or all of the techniques or 
methods of analysis described herein in managing client accounts. AQR and its affiliates may have positions (long or short) or 
engage in securities transactions that are not consistent with the information and views expressed in this presentation.  

This analysis is for illustrative purposes only. This material is intended for informational purposes only and should not be 
construed as legal or tax advice, nor is it intended to replace the advice of a qualified attorney or tax advisor. The recipient 
should conduct his or her own analysis and consult with professional advisors prior to making any investment decisions.  

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market 
events or for other reasons. Charts and graphs provided herein are for illustrative purposes only. The information in this 
presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither AQR nor 
the author guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes 
investment, legal, tax or other advice nor is it to be relied on in making an investment or other decision.  

There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of 
actual future market behavior or future performance of any particular investment which may differ materially, and should not be 
relied upon as such. Target allocations contained herein are subject to change. There is no assurance that the target 
allocations will be achieved, and actual allocations may be significantly different than that shown here. This presentation 
should not be viewed as a current or past recommendation or a solicitation of an offer to buy or sell any securities or to adopt 
any investment strategy.  

The information in this presentation may contain projections or other forward-looking statements regarding future events, 
targets, forecasts or expectations regarding the strategies described herein, and is only current as of the date indicated. There 
is no assurance that such events or targets will be achieved, and may be significantly different from that shown here. The 
information in this presentation, including statements concerning financial market trends, is based on current market 
conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. Performance of all 
cited indices is calculated on a total return basis with dividends reinvested.  

Diversification does not eliminate the risk of experiencing investment losses. Broad-based securities indices are unmanaged 
and are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments 
cannot be made directly in an index.  

The investment strategy and themes discussed herein may be unsuitable for investors depending on their specific investment 
objectives and financial situation. Please note that changes in the rate of exchange of a currency may affect the value, price or 
income of an investment adversely.  

Neither AQR nor the author assumes any duty to, nor undertakes to update forward looking statements. No representation or 
warranty, express or implied, is made or given by or on behalf of AQR, the author or any other person as to the accuracy and 
completeness or fairness of the information contained in this presentation, and no responsibility or liability is accepted for any 
such information. By accepting this presentation in its entirety, the recipient acknowledges its understanding and acceptance 
of the foregoing statement.  

The data and analysis contained herein are based on theoretical and model portfolios and are not representative of the 
performance of funds or portfolios that AQR currently manages. The information generated by the above analysis are 
hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. The analyses provided 
may include certain statements, estimates and targets prepared with respect to, among other things, historical and anticipated 
performance of certain assets. Such statements, estimates, and targets reflect various assumptions by AQR concerning 
anticipated results that are inherently subject to significant economic, competitive, and other uncertainties and contingencies 
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and have been included solely for illustrative purposes. The results shown represent a hypothetical illustration. The 
hypothetical or simulated performance results are compiled with the benefit of hindsight. No representation is being made that 
any account will or is likely to achieve profits or losses similar to those shown. Changes in the assumptions may have a 
material impact on the model presented. Other periods may have different results, including losses. There can be no 
assurance that the analysis will achieve profits or avoid incurring substantial losses. AQR did not manage or recommend this 
allocation to clients during periods shown, and no clients invested money.  

There is a risk of substantial loss associated with trading commodities, futures, options, derivatives and other financial 
instruments. Before trading, investors should carefully consider their financial position and risk tolerance to determine if the 
proposed trading style is appropriate. Investors should realize that when trading futures, commodities, options, derivatives and 
other financial instruments one could lose the full balance of their account. It is also possible to lose more than the initial 
deposit when trading derivatives or using leverage. All funds committed to such a trading strategy should be purely risk capital. 

Canadian recipients of fund information: These materials are provided by AQR Capital Management (Canada), LLC, Canadian 
placement agent for the AQR funds. 

The information set forth herein has been prepared and issued by AQR Capital Management (Europe) LLP, a U.K. limited 
liability partnership with its registered office at Charles House 5-11 Regent St. London, SW1Y 4LR, which is authorized by the 
U.K. Financial Conduct Authority (“FCA”). This presentation is a financial promotion and has been approved by AQR Capital 
Management (Europe) LLP. 

AQR, a German limited liability company (Gesellschaft mit beschränkter Haftung; “GmbH”), is authorized by the German 
Federal Financial Supervisory Authority (Bundesanstalt für Finanzdienstleistungsaufsicht, „BaFin“) to provide the services of 
investment advice (Anlageberatung) and investment broking (Anlagevermittlung) pursuant to the German Banking Act 
(Kreditwesengesetz; “KWG”). The Complaint Handling Policy for German investors can be found here: https://ucits.aqr.com/. 

AQR Capital Management, LLC is exempt from the requirement to hold an Australian Financial Services License under the 
Corporations Act 2001 (Cth). AQR Capital Management, LLC is regulated by the Securities and Exchange Commission 
("SEC") under United States of America laws, which differ from Australian laws. Please note that this document has been 
prepared in accordance with SEC requirements and not Australian laws. 

Please note for materials distributed through AQR Capital Management (Asia) 

This presentation may not be copied, reproduced, republished, posted, transmitted, disclosed, distributed or disseminated, in 
whole or in part, in any way without the prior written consent of AQR Capital Management (Asia) Limited (together with its 
affiliates, “AQR”) or as required by applicable law.  

This presentation and the information contained herein are for educational and informational purposes only and do not 
constitute and should not be construed as an offering of advisory services or as an invitation, inducement or offer to sell or 
solicitation of an offer to buy any securities, related financial instruments or financial products in any jurisdiction.  

Investments described herein will involve significant risk factors which will be set out in the offering documents for such 
investments and are not described in this presentation. The information in this presentation is general only and you should 
refer to the final private information memorandum for complete information. To the extent of any conflict between this 
presentation and the private information memorandum, the private information memorandum shall prevail. 

The contents of this presentation have not been reviewed by any regulatory authority in Hong Kong. You are advised to 
exercise caution and if you are in any doubt about any of the contents of this presentation, you should obtain independent 
professional advice. 

AQR is a Connecticut based investment advisor registered with the Securities and Exchange Commission under the 
Investment Advisors Act of 1940. AQR conducts trading and investment activities, specializing in global asset allocation and 
global stock selection involving a broad range of instruments, including, but not limited to, individual equity and debt securities, 
currencies, futures, commodities, fixed income products and other derivative securities.  

The SG Trend Index is designed to track the largest 10 (by AUM) CTAs and be representative of the managed futures trend-
following space. 

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH, BUT NOT ALL, 
ARE DESCRIBED HEREIN. NO REPRESENTATION IS BEING MADE THAT ANY FUND OR ACCOUNT WILL OR IS 
LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN HEREIN. IN FACT, THERE ARE FREQUENTLY 
SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL RESULTS 
SUBSEQUENTLY REALIZED BY ANY PARTICULAR TRADING PROGRAM. ONE OF THE LIMITATIONS OF 
HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF 
HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL 
TRADING RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR 
EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE 
OF TRADING LOSSES ARE MATERIAL POINTS THAT CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE 
ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF 
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ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF 
HYPOTHETICAL PERFORMANCE RESULTS, ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. 
The hypothetical performance results contained herein represent the application of the quantitative models as currently in 
effect on the date first written above and there can be no assurance that the models will remain the same in the future or that 
an application of the current models in the future will produce similar results because the relevant market and economic 
conditions that prevailed during the hypothetical performance period will not necessarily recur. Discounting factors may be 
applied to reduce suspected anomalies. This backtest’s return, for this period, may vary depending on the date it is run. 
Hypothetical performance results are presented for illustrative purposes only. In addition, our transaction cost assumptions 
utilized in backtests, where noted, are based on AQR Capital Management, LLC’s, (“AQR”)’s historical realized transaction 
costs and market data. Certain of the assumptions have been made for modeling purposes and are unlikely to be realized. No 
representation or warranty is made as to the reasonableness of the assumptions made or that all assumptions used in 
achieving the returns have been stated or fully considered. Changes in the assumptions may have a material impact on the 
hypothetical returns presented. Actual advisory fees for products offering this strategy may vary. 

Trend-Following Strategy 

The Hypothetical Trend-Following Strategy model uses data from January 1880 onward. The investment strategy is based on 
trend-following investing which involves going long markets that have been rising and going short markets that have been 
falling, betting that those trends over the examined look-back periods will continue. The strategy was constructed with an 
equal-weighted combination of 1-month, 3-month, and 12-month trend-following strategies for 67 markets across 4 major 
asset classes: 29 commodities, 11 equity indices, 15 bond markets, and 12 currency pairs. Since not all markets have return 
data going back to 1880, we construct the strategies using the largest number of assets for which return data exist at each 
point in time. We use futures returns when they are available. Prior to the availability of futures data, we rely on cash index 
returns financed at local short rates for each country. Please see Figure 2 for additional details. The strategy targets a long-
term volatility target of 10% but does not limit volatility during periods where realized volatility may be higher or lower than this 
number.  

Hypothetical performance is gross of advisory fees and net of transaction costs, unless stated otherwise. In order to calculate 
net-of-fee returns, we subtracted a 2% annual management fee and a 20% performance fee from the gross-of-fee, net-of-
transaction-cost returns to the strategy. Actual fees may vary depending on, among other things, the applicable fee schedule. 
AQR’s fees are available upon request and also may be found in Part 2A of its Form ADV. The transactions costs used in the 
strategy are based on AQR’s estimates of average transaction costs for each of the four asset classes, including market 
impact and commissions. The transaction costs are assumed to be twice as high from 1993 to 2002 and six times as high from 
1880–1992. The transaction costs used are shown in Figure 1. 

This model is not based on an actual portfolio AQR manages. The performance of the AQR Managed Futures Strategy may 
be greater or less than the performance of the Trend-Following Strategy due to, among other things, differences in the 
investment strategy pursued by the AQR Managed Futures Strategy and the number of the holdings in and composition of the 
AQR Managed Futures Strategy’s portfolio. 

The benchmark and relevant cash rate is assumed to be 3-month Treasury bills. Prior to 1929 when 3-month Treasury bills 
became available, the benchmark and relevant cash rate is assumed to be the NYSE call money rates (the rates for 
collateralized loans) through 1920, and returns on short-term government debt (certificates of indebtedness) from 1920 until 
1929. 

Figure 1 

Asset Class Time Period 
One-Way Transaction Costs  
(as a % of notional traded) 

 1880 – 1992 0.34% 
Equities 1993 – 2002 0.11% 
 2003 – Present 0.06% 
 1880 – 1992 0.06% 
Fixed Income 1993 – 2002 0.02% 
 2003 – Present 0.01% 
 1880 – 1992 0.18% 
Currencies 1993 – 2002 0.06% 
 2003 – Present 0.03% 
 1880 – 1992 0.58% 
Commodities 1993 – 2002 0.19% 
 2003 – Present 0.10% 
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Figure 2 
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EUR GBP
EUR CHF
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EUR JPY

AUD USD
AUD NZD
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U.S. 30-Yr Treasury Bond
U.S. 10-Yr Treasury Note
U.S.  5-Yr Treasury Note
U.S. 2-Yr Treasury Note

UK 10-Yr Bond
Japan 10-Yr Bond

Italy 10-Yr Bond
France 10-Yr Bond
Canada 10-Yr Note

Germany 30-Yr Bond
Germany 10-Yr Bond

Germany 5-Yr Note
Germany 2-Yr Note

Australia 10-Yr Bond
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U.S. Russell 2000
U.S. S&P 500
UK FTSE 100

Netherlands AEX
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France CAC 40
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