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2011 Q3 Market Strategy and Performance Update – Understanding Tactical Strategies 
 
 
In this Viewpoint I will provide a candid look at performance as well as my two cents on the Tactical Investment 
space. I will take a look at performance relative to our benchmark as well as discuss how I believe it is best to 
utilize our Tactical and other Alternative strategies within a Total Portfolio. I hope you find this information 
helpful. 
 
Tactical Investment Strategies (Quantitative, Systematic Trading, Diversified): 
 
I’m frequently asked about performance; more so when performance is disappointing and less so when 
performance is strong. Last week I spoke with two advisors. One expressed how happy he is with us and the 
other expressed how disappointed he is with us. One happy, the other upset, both calls on the same day. The 
difference was when they started doing business with us. It is a question of timing. 
 
Often the performance comparisons are tallied against the S&P 500 Index. I don’t believe that is the correct way 
to think about Tactical Investment Strategies or other Alternative strategies for that matter. Bonds are a different 
asset class than stocks and play a different diversifying role in a portfolio for a reason. Tactical Investment 
Strategies are a different asset class than both stocks and bonds. All are different and serve a purposeful role in 
your portfolio. 
 
In the portfolio construction process, I believe that it is important to utilize a number of non-correlating strategies 
to manage risk over time. Within your personal portfolio, you have the ability to dial up or dial down your 
desired risk exposure depending on your long-term fundamental market view. The overall goal of including 
Tactical and other non-correlating diversified strategies is to enhance your return and lower your overall 
downside risk. Over the last ten years, the 60/40 stock/bond allocation failed to protect investors. Two recessions 
and two 50% equity market declines proved painful. It is important to think differently. Even more so within 
long-term secular bear cycles. 
 
At one of our recent investment conferences, Dr. Christopher Geczy, a highly respected expert in portfolio 
construction and alternatives suggested that it wasn’t Modern Portfolio Theory that failed, the failure occurred in 
the portfolio construction process. He believes investors need to rethink their overall approach and include as 
many non-correlating types of risk diversification as they can. The good news is that there is a better solution yet 
what is clear is that additional education is needed. Dr. Geczy is the head of the Wharton Wealth Initiative and an 
Adjunct Associate Professor of Finance at the Wharton School. He is Founder and CEO of Forefront Analytics, 
LLC where he consults with multi-billion dollar institutions and high net worth investors. Dr. Geczy is a highly 
sought after expert in the alternative investment space, advising some of the world’s largest asset managers. 
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So just what is non-correlation? The following is a simple illustration (see Table 1) using the HFRI Macro 
Systematic Diversified Index as the benchmark for Tactical Investment Strategies, the S&P 500 Index as the 
benchmark for the equity market and Barclays Aggregate Bond Index as the benchmark for the bond 
market.  Note the different return streams year by year in each of the three indices, especially in 2000, 2001, 2002 
and 2008. I have also included our Moderate Blend for comparison purposes. The column on the right titled “R-
Squared” (also known as the coefficient of determination) is a common measure of correlation. A reading near 
“1” reflects a high correlation and a reading near “0” reflects a low correlation. You can see the three different 
asset categories (S&P 500 Index, Barclays Aggregate Bond Index and HFRI Macro Systematic Diversified 
Index) are non-correlating with each other and thus when combined together in a portfolio, provide a diverse, 
non-correlating return stream. 
 
Table 1. 
 

 
*Information from PerTrac Financial Solutions, LLC, HFRI and CMG. Following is a link to CMG Moderate information and disclosure information: 
http://www.cmgfunds.net/main11/managed_blends.asp 

 
 
It is from this perspective that we view the importance of combining non-correlating investment strategies in the 
portfolio construction process. But what happens in real life? 
 

1. Incorrect comparisons – return chasing:  
Recently we received a call from a relatively new client named Walt. He said the market is up 100% in 
the last 2 ½ years and his account is flat. We didn’t press on his math but we do know the investment 
space pretty well. If one was so fortunate to buy at the crash low of 666 on March 9, 2009 and sell out at 
the bull market high of 1370 in early May 2011 then, yes, he was up over 100%. However, the S&P 500 
gained 26.46% in 2009 and 15.06% in 2010 and is now down 8.68% year-to-date through September 
2011. Let’s call the actual return 35%. Not too bad but certainly not 100%. Walt is comparing his tactical 
investment performance against the S&P and not against the proper benchmark and he believes he missed 
out on a 100% S&P move, not the actual gain of 35%. 

2. When you start investing does matter:  
If Walt’s investment into the S&P was just six months earlier on Sept 15, 2008, his stock market return 
would be down approximately 5.14% (then through 9/30/2011). Just six months earlier and a 40% 
difference in return (+35% to -5%). A start date of one year after the market crash, in April 2010, would 
have produced a negative 4% return. And what about the 3 year and 5 year returns for the S&P? Not so 
good. Since the S&P 500 Index high in March 2000, the returns are flat; as in 11 ½ years of flat (a rough 
ride).  When you start and the time frame you give your investments is significant. 

3. Investor Behavior is critically important:  
The single biggest investor behavior flaw I have witnessed over my 27 years in the business is the chase 
mentality. Call it years of real life experience of watching investors buy at market tops and sell at market 
bottoms; investors buy and sell at the wrong time typically chasing yesterday’s best performers. To this 
end, Dalbar Research conducts an annual study on investor behavior and the 2011 report shows, for the 
17th year in a row, significant investor underperformance (see Dalbar results on page 3 of our Investor 
Behavior Report).  I have been sending investor sentiment statistical information in my Viewpoint letters 
for some time. Here, too, the data shows that investors would be better served doing the opposite of what 
their emotions direct them to do at points of major inflection. 

http://cmgfunds.net/sys/docs/345/Investor%20Behavior%20-%20A%20Quantitative%20Analysis.pdf
http://cmgfunds.net/sys/docs/345/Investor%20Behavior%20-%20A%20Quantitative%20Analysis.pdf


 
Take another look at the three diverse categories in the above table (S&P 500 Index, Barclays Aggregate Bond 
and HFRI Macro Systematic Diversified), specifically the HFRI Macro Systematic Diversified Index 
performance since 1997. What is important is the lack of correlation, consistent returns and nominal losses in 
down years versus the other two categories. There were some very good years, some less than hoped for years, 
but more importantly, it was a strong demonstration of downside risk management. It was the best of the three 
categories. When building a long-term investment plan, it is essential to understand the benefits of compound 
interest. Here is the math: a hypothetical $100,000 investment made in the HFRI Index in 1997 is currently worth 
$468,635 (1/1/97 – 9/30/11). A hypothetical $100,000 investment made in the S&P 500 Index in 1997 is 
currently worth $198,264 (1/1/97 – 9/30/11). Two 50% equity market corrections put the S&P 500 way behind; 
requiring a 71% cumulative out performance just to catch up to the HFRI Index. The picture is statistically more 
challenging since the beginning of the secular bear market in 2000. A hypothetical $100,000 investment in the 
HFRI Index in 2000 is currently worth $262,000 (1/1/00 – 9/30/11) vs. a hypothetical $100,000 investment in the 
S&P 500 Index in 2000 is currently worth $95,521 (1/1/00 – 9/30/11). 
 
It would be wonderful to switch to the best returning category each year but the likelihood of accomplishing this 
is an extremely difficult task. Managing your total portfolio from a risk perspective is different than looking to 
chase the hottest category. I believe a better plan is towards broader diversification. One third allocated to each of 
the three categories would have certainly been a better approach vs. 100% in equities or even 60/40. Thus, the 
beginning steps toward a more broadly diversified portfolio. 
 
We humans tend to forget the long-term view and become narrowly focused. Without a formal game plan, 
discipline is easily lost. The last two years have not been great for the Tactical space. The HFRI Index is a broad 
based index of a number of Tactical managers. Some did better than others and that is why broad diversification 
to non-correlating asset categories is important. Would you sell your HFRI investment because equities have 
outperformed the Tactical index over the last few years? I wouldn’t. There have been many underperforming 
periods and they tend to be followed by better periods. 
 
With that said, I do understand Walt’s current frustration and know you might be feeling the same (depending on 
when you started working with CMG) as our returns, relatively flat the last two years, have been below your 
expectations and below ours. Below I address the performance issue head on and share my thoughts, discuss 
what we are doing, and touch on what I believe the outlook ahead holds for our Tactical Strategies and the 
alternative space in general. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
Below in Table 2, I compare our various strategies (with three years of history or more) looking at one year, three 
year and five year cumulative net performance vs. some of the best hedge fund and CTA managers in the 
business. 
 

 
 
* All CMG returns are net of the management fees.  The performance numbers for all of our strategies and managed blends are posted on our website net of fees. Hedge 
Fund data courtesy of Barrons.  
 

Not too bad against some of the very best in the business and important to understand is that all of our strategies 
have daily liquidity. We are not a hedge fund. Hedge funds typically charge 2% and 20% of profits and offer 
quarterly or annual liquidity and are subject to gates, side-pockets, lock ups and more complicated K-1 tax 
filings. We have a flat management fee, full transparency and daily liquidity. Our strategies had a very good 2008 
and cumulative performance that I am pleased with over the last three and five years. Since mid-2009 the 
performance of our strategy blends has been relatively disappointing as has performance for the HFRI Macro 
Systematic Diversified Index (our benchmark). 
 
I’m often asked if I think there is something going on with high frequency trading, an aggressive Fed or has 
something somehow rendered Tactical trading strategies suddenly mute. I don’t think so. I also believe that the 
post crash snapback period is behind us. It was a historically unique few years, similar to prior crash recoveries in 
1974, 1938 and 1929. It was not a period that favored quantitative Tactical Investment approaches as measured 
by the HFRI Macro Systematic Diversified Index. Is the period behind us? Statistically I believe the answer is 
yes and I certainly hope so but there are no guarantees. I wish I could make that promise, but I can’t. All 
investment approaches run into head winds. The key to me is the risk management along the way. I trust a better 
period is ahead for Tactical Strategies. 
 
 
 

Sep‐11 YTD 1‐Year 3‐Year Cum. 5‐Year Cum. Strategy

CMG  Strategies (data through September 2011)*:

Scotia Growth S&P Plus 0.58% 9.04% 22.07% 5.34% 244.27% Equity Long/Short

System Research Treasury Bond Program 11.44% 25.01% 35.81% 80.47% n.a. Long/Short US Treasury

Howard Capital Sector Rotation 1.94% ‐19.21% ‐9.30% 7.41% 13.25% Sector Rotation

CMG Managed HY Bond 0.00% 0.31% 0.62% 24.89% 24.44% High Yield Bonds

Traub Capital 11.02% 1.52% 6.01% 26.39% 80.76% Foreign Exchange  Currency Futures

Anchor Capital Long/Short HY ‐1.35% ‐1.25% ‐1.73% 17.99% 30.76% Long/Short High Yield

Heritage  Capital Gold ‐0.52% 1.33% 2.21% 10.55% 80.28% Tactical Equity

CMG Moderate Blend 1.47% ‐2.64% 2.00% 1.69% 43.90% CMG Strategy Blend

* Net of all fees.

Popular Hedge Funds (data through September 2011)**:

Bridgewater Pure  Alpha Strategy 18% Vol ‐0.31% 24.83% 37.76% 111.45% 129.53% HF Global Macro

Bridgewater Pure  Alpha Strategy 12% Vol ‐0.22% 15.82% 23.61% 66.04% 81.04% HF Systematic Futures

Tudor BVI Global Ltd n.a. 0.55% 9.05% n.a. n.a. HF Systematic Futures

Transtrend DTP Enhanced Risk n.a. ‐3.62% 8.96% n.a. n.a. HF of Fund ‐ Event

Millenium Int'l Ltd ‐0.38% 4.84% 10.01% 36.48% 56.30% HF Multistrategy

Canyon Value  Realiztn Cayman Ltd ‐3.89% ‐6.60% ‐3.02% 37.16% 34.12% HF Systematic Futures

Winton Futures 0.16% 6.32% 10.81% 29.03% 77.26% HF Macro/Systematic

Aspect Diversified Programme 0.27% 5.43% 11.41% 30.17% 62.36% HF of Fund ‐ Equity

** source: Barrons.

Alternative Indices (data through September 2011)***:

S&P 500 ‐7.03% ‐8.68% 1.14% 3.74% ‐5.76% Large  Cap Equity Index

HFRI Macro Systematic Diversified Index 0.20% 0.87% 6.25% 19.68% 54.36% Hedge  Fund Strategy Index

Barclays Equity Long Short Index ‐2.02% ‐3.88% 1.37% 13.36% 16.27% Long Short Equity Index

HFRI Emerging Markets Global ‐4.42% ‐6.17% ‐2.41% 17.16% 27.93% Hedge  Fund EM Index

HFRI Fund of Funds Composite  Index ‐2.78% ‐5.29% ‐1.87% 0.36% 1.97% Hedge  Fund Index

*** source: S&P, HFRI and Barclays.



Please know that we are not sitting idle, we are working hard. We closely monitor every trade of every strategy 
every day. Are the quantitative and systematic trading processes being adhered to? Does edge remain? We have a 
great deal of data on long-term performance, win rates, and manager behavior in times of performance stress and 
we have what I believe are a number of great strategies. We are not perfect and we will have some misses. I can 
promise that we will do our very best to incorporate our years of experience to provide attractive Tactical 
solutions.  I am confident we have a good line up of strategies. 
 
Additionally, we review hundreds of potential strategies a year. We have a deep due diligence process tied to 
many years of experience in the alternative and tactical investment fund space. Our research team is always 
looking to add additional value to our platform. Frankly, most of the strategies we see don’t meet our high 
standards. We look for non-correlation, we look for edge and we look for experienced managers that have the 
discipline to execute their strategy in the face of a great deal of daily market noise. Trading is a tough game that 
requires great skill. We continue to seek only the very best. 
 
It is important to remain forward looking. There are serious global structural and fundamental problems. We 
remain in a deleveraging cycle and a long-term secular bear market.  Call it a slow motion train wreck. My 
thought is we will see another recession by 2012 as I reflected in a recent Blumenthal Viewpoint . It is time to 
think differently about your portfolio. Focus on a portfolio construction game plan that meets your needs and one 
that you can commit to for the next five years and remember the lessons learned in the Dalbar study on Investor 
Behavior. I favor a balanced approach of 1/3 equities (hedged), 1/3 Fixed Income (short-term maturity focus and 
tactical bond management), and 1/3 Tactical-Quantitative-Alternatives. 
 
Here is to a better period ahead. Your business is important to us. Please know I understand how you might be 
feeling and know that we are working very hard to always improve. Finally, please click on the link below for the 
CMG Q3 2011 Performance Summary. 
 
CMG Q3 2011 Performance Summary 
 
Wishing you the very best. 
 
With kindest regards, 
 
Stephen B. Blumenthal 
President, CEO 
CMG Capital Management Group, Inc. 
150 N. Radnor Chester Road, Suite A150 
Radnor, PA 19087 
steve@cmgfunds.net 
610-989-9090 Phone 
610-989-9092 Fax  
 
Important Disclosure Information: This message (and any associated files) is intended only for the use of the 
individual or entity to which it is addressed and may contain information that is confidential or subject to 
copyright. If you are not the intended recipient, you are hereby notified that any dissemination, copying or 
distribution of this message, or files associated with this message is strictly prohibited. If you have received this 
message in error, please notify us immediately by replying to the message and deleting it from your computer. 
This is not an offer or solicitation for the purchase or sale of any security and should not be construed as 
such. References to specific securities, investment programs or funds are for illustrative purposes only and are 
not intended to be, and should not be interpreted as recommendations to purchase or sell such securities. 
 
Please remember that past performance may not be indicative of future results. Different types of investments 
involve varying degrees of risk, and there can be no assurance that the future performance of any specific 

http://cmgfunds.net/sys/docs/327/The%20Blumenthal%20Viewpoint_8.31.11.pdf
http://cmgfunds.net/sys/docs/346/CMG%20ARS%20Quarterly%20Performance%20Update_Q3_2011_FINAL.pdf


investment, investment strategy, or product made reference to directly or indirectly in this document will be 
profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. 
Due to various factors, including changing market conditions, the content may no longer be reflective of current 
opinions or positions. Derivatives and options strategies are not suitable for every investor, may involve a high 
degree of risk, and may be appropriate investments only for sophisticated investors who are capable of 
understanding and assuming the risks involved. Moreover, you should not assume that any discussion or 
information contained herein serves as the receipt of, or as a substitute for, personalized investment advice from 
CMG Capital Management (or any of its related entities), or from any other investment professional. To the 
extent that a reader has any questions regarding the applicability of any of the content to his/her individual 
situation, he/she is encouraged to consult with the professional advisor of his/her choosing. 
 
Therefore, no current or prospective client should assume that future performance will be profitable, or equal to 
either the hypothetical CMG performance results reflected or any corresponding historical index. The 
composition/percentage weighting of each corresponding CMG index (i.e. S&P Total Return, Barclays 
Aggregate Bond, HFRI Macro Systematic Diversified Index etc.) is also disclosed. For example, the S&P 500 
Total Return Composite Index (the “S&P”) is a market capitalization ‐ weighted index of 500 widely held stocks 
often used as a proxy for the stock market. Standard & Poor’s chooses the member companies for the S&P based 
on market size, liquidity, and industry group representation. Included are the common stocks of industrial, 
financial, utility, and transportation companies. The historical performance results of the S&P (and those of all 
other indices) do not reflect the deduction of transaction and custodial charges, nor the deduction of an 
investment management fee, the incurrence of which would have the effect of decreasing indicated historical 
performance results. The S&P is not an index into which an investor can directly invest. The benchmarks, CMG 
investment strategies and other funds (including hedge fund performance) is provided exclusively for comparison 
purposes only, so as to provide general comparative information to assist an individual client or prospective 
client in determining whether the performance of a CMG portfolio performance meets, or continues to meet, 
his/her investment objective(s). It should not be assumed that CMG program holdings will correspond directly to 
any such comparative index. 
 
Performance for all CMG strategies are net of CMG’s 2.50% annual investment management fee.  Please review 
each strategy performance disclosure before investing.  Performance for the CMG Moderate Blend from January 
2010 to the present is based on a blend of actual accounts managed by CMG. Individual returns may vary 
substantially from those presented due to differences in the timing of contributions and withdrawals, account start 
dates, and actual fees paid. Performance results from inception to the present are net of the current advisor fee for 
the program, 2.50%, paid quarterly in arrears. Performance results prior to January 2010 reflect hypothetical 
results that were achieved by means of the retroactive application of a back tested model, and as such, the 
corresponding results have inherent limitations, including: (1) the model results do not reflect the results of actual 
trading using client assets, but were achieved by means of the retroactive application of each of the above 
referenced models, certain aspects of which may have been designed with the benefit of hindsight; (2) tested 
performance may not reflect the impact that any material market or economic factors might have had on the 
adviser’s use of the model if the model had been used during the period to actually mange client assets; (3) for 
various reasons (including the reasons indicated above), CMG’s clients may have experienced investment results 
during the corresponding time periods that were materially different from those portrayed in the model. The 
hypothetical illustration is based upon actual performance results achieved by each of the underlying managers 
that comprised the blend (Please review each underlying manager, its strategy and performance results). The 
investment time horizon is intended to be at least 5 years. At any specific point in time, the account value may 
experience positive and/or negative returns in excess of the return objective.  Please Note: The hypothetical 
performance results reflect the deduction of the maximum investment management fee, 2.50%, which would 
have been charged by CMG during the corresponding time periods. 
 
In the event that there has been a change in a client's investment objectives or financial situation, he/she/it is 
encouraged to advise CMG immediately. Different types of investments and/or investment strategies involve 
varying levels of risk, and there can be no assurance that any specific investment or investment strategy 



(including the investment strategies devised or undertaken by CMG) will be profitable for a client's or 
prospective client's portfolio. All performance results have been compiled solely by CMG and have not been 
independently verified. Information pertaining to CMG's advisory operations, services, and fees is set forth in 
CMG's current disclosure statement, a copy of which is available from CMG upon request. 
 
A copy of CMG's current written disclosure statement discussing our advisory services and fees is available upon 
request or you can access this information on CMG's website (www.cmgfunds.net/public/adv.asp). 
    


