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CFTC RISK DISCLOSURE STATEMENT 

THE RISK OF LOSS IN TRADING COMMODITIES CAN BE SUBSTANTIAL. YOU SHOULD THEREFORE CAREFULLY 
CONSIDER WHETHER SUCH TRADING IS SUITABLE FOR YOU IN LIGHT OF YOUR FINANCIAL CONDITION. 

THE HIGH DEGREE OF LEVERAGE THAT IS OFTEN OBTAINABLE IN COMMODITY TRADING CAN WORK AGAINST YOU 
AS WELL AS FOR YOU. THE USE OF LEVERAGE CAN LEAD TO LARGE LOSSES AS WELL AS GAINS. 

IN SOME CASES, MANAGED COMMODITY ACCOUNTS ARE SUBJECT TO SUBSTANTIAL CHARGES FOR MANAGE-
MENT AND ADVISORY FEES. IT MAY BE NECESSARY FOR THOSE ACCOUNTS THAT ARE SUBJECT TO THESE CHARG-
ES TO MAKE SUBSTANTIAL TRADING PROFITS TO AVOID DEPLETION OR EXHAUSTION OF THEIR ASSETS. THE 
DISCLOSURE DOCUMENT CONTAINS A COMPLETE DESCRIPTION OF THE PRINCIPAL RISK FACTORS AND EACH 
FEE TO BE CHARGED TO YOUR ACCOUNT BY THE COMMODITY TRADING ADVISOR (“CTA”). 

THE REGULATIONS OF THE COMMODITY FUTURES TRADING COMMISSION (“CFTC”) REQUIRE THAT PROSPEC-
TIVE CUSTOMERS OF A CTA RECEIVE A DISCLOSURE DOCUMENT WHEN THEY ARE SOLICITED TO ENTER INTO 
AN AGREEMENT WHEREBY THE CTA WILL DIRECT OR GUIDE THE CLIENT’S COMMODITY INTEREST TRADING AND 
THAT CERTAIN RISK FACTORS BE HIGHLIGHTED. THIS DOCUMENT IS READILY ACCESSIBLE AT THIS SITE. THIS 
BRIEF STATEMENT CANNOT DISCLOSE ALL OF THE RISKS AND OTHER SIGNIFICANT ASPECTS OF THE COMMODITY 
MARKETS. THEREFORE, YOU SHOULD PROCEED DIRECTLY TO THE DISCLOSURE DOCUMENT AND STUDY IT CARE-
FULLY TO DETERMINE WHETHER SUCH TRADING IS APPROPRIATE FOR YOU IN LIGHT OF YOUR FINANCIAL CON-
DITION. YOU ARE ENCOURAGED TO ACCESS THE DISCLOSURE DOCUMENT BY CLICKING THE LINKS PROVIDED 
UNDER EACH OF THE RESPECTIVE CTAS HIGHLIGHTED ABOVE. YOU WILL NOT INCUR ANY ADDITIONAL CHARGES 
BY ACCESSING THE DISCLOSURE DOCUMENT. YOU MAY ALSO REQUEST DELIVERY OF A HARD COPY OF THE 
DISCLOSURE DOCUMENT, WHICH WILL ALSO BE PROVIDED TO YOU AT NO ADDITIONAL COST. THE CFTC HAS NOT 
PASSED UPON THE MERITS OF PARTICIPATING IN ANY OF THESE TRADING PROGRAMS NOR ON THE ADEQUACY 
OR ACCURACY OF ANY OF THESE DISCLOSURE DOCUMENTS. 

OTHER DISCLOSURE STATEMENTS ARE REQUIRED TO BE PROVIDED TO YOU BEFORE A COMMODITY ACCOUNT 
MAY BE OPENED FOR YOU.
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The term ‘managed futures’ describes an industry comprised of professional mon-
ey managers who manage assets on behalf of their clients. These money man-
agers are also known as Commodity Trading Advisors, or CTAs. Using the global 
futures markets, they implement their systems to take positions based on ex-
pected profit potential. As an asset class, managed futures are increasingly being 
recognized as an important investment alternative that may potentially enhance 
the returns and lower the overall volatility of a diversified investment portfolio.

According to the Chicago Board of Trade, in 2002 an estimated $45 billion was 
under management by trading advisors.  Just two years later in a study released 
by the Barclay Group, money under management during the 4th quarter 2004 
had grown to $131.9 billion. Today, that total is over $200 billion. This exponen-
tial rate of growth has continued as asset managers globally begin to recognize 
the values inherent in incorporating managed futures portfolios into their overall 
investment portfolios.
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The benefits derived from diversifying your overall investment portfolio by includ-
ing a managed futures portfolio are well documented. These are some of the key 
benefits:

1. Non-correlation to traditional asset classes
2. Potential for enhanced portfolio returns
3. Opportunity for reduced portfolio volatility risk
4. Opportunities in both bull and bear markets
5. Ability to profit independent of the economic environment
6. Can be employed as an inflation or deflation hedge
7. Provides global diversification into array of liquid markets
8. Futures industry is stable and transparent
9. Potential tax benefits versus stocks

By their very nature, managed futures are a diversified investment opportunity 
encompassing a vast array of commodities. Trading advisors have the ability to 
invest in over 150 different markets worldwide. Additional diversification benefits 
are achieved by using multiple trading strategies or advisors that have proven 
their superior trading techniques over time.  Defining these benefits helps to 
explain how managed futures can be utilized to achieve a variety of investment 
goals and objectives for portfolio diversification. 

�

of Diversification into Managed Futures
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The primary benefit of adding an allocation of managed futures to a diversified 
investment portfolio is that it may decrease overall portfolio volatility risk.

The potential to reduce risk is possible due to the low to slightly negative correla-
tion of managed futures to traditional asset classes, such as stocks and bonds. 
One of the key tenets of Modern Portfolio Theory, as developed by Nobel Prize 
economist Dr. Harry Markowitz, is that more efficient investment portfolios can be 
created by diversifying among asset classes with low to negative correlations. 

 Managed futures investments have historically performed independently of tradi-
tional investments, such as stocks and bonds. This is referred to as non-correla-
tion or the potential for managed futures to perform well regardless of whether 
traditional markets such as stocks and bonds are rising or falling.

The non-correlation of managed futures with traditional asset classes allows 
portfolio volatility to be reduced by their inclusion in an overall balanced invest-
ment portfolio. While there exists a common misconception that futures are highly 
volatile and risky, adding managed futures as a component to a diversified invest-
ment portfolio may actually decrease volatility and increase returns in a portfolio 
as a whole. 

Portfolio Diversification:

Correlation A nalysis
(Jan. 1980 - M ar . 2004)

Managed Futures U .S. Stocks U .S. Bonds

Managed Futures 1.00 - 0.02 0.07

U .S. Stocks   1.00 0.22

U .S. Bonds     1.00

1
Non-correlation to traditional asset classes
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Further evidence of the ability of managed futures to enhance the returns of tradi-
tional investments has been documented in a study undertaken by Northern Trust. 
In Northern Trust’s January 2007 report “Wealth in America 2007, Findings from a 
Survey of Millionaire Households” the key findings stated:

“Nearly half (45%) of millionaires have 10% or more invested in alternative as-
sets; of these, 53% cited improved portfolio diversification as the main reason 
they have made such a significant allocation to alternatives. Another 34% cited 
the attraction of higher returns as the main reason for making significant invest-
ments in alternatives.”  
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Past performance is not necessarily indicative of future results.   
 The following chart shows the return expectancy curve gener-
ated by the addition of managed futures to a traditional portfolio:                                                                                          
        

Portfolio Diversification: 
Potential for enhanced portfolio returns

Source: CBOT                                                                                              

2
Does the addition of a managed futures component to a portfolio enhance overall 
returns?  The Chicago Board of Trade’s booklet, “Managed Futures, Portfolio Diver-
sification Opportunities,” shows a portfolio with the greatest risk and least returns 
comprised of 55% stocks, 45% bonds, and 0% managed futures, while a portfolio 
exhibiting the greatest returns and least risk was comprised of 45% stocks, 35% 
bonds, and 20% managed futures.   
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Following is a hypothetical example of a managed futures component within  
a portfolio:

The following hypothetical example should assist in better understanding how 
a relatively small investment in managed futures can enhance overall portfolio 
performance:

A $500,000 portfolio of stocks and bonds only returning a 10% profit would yield 
total profits of $50,000.

Now let’s assume your total portfolio is $500,000 and you invest 80% in stocks 
and bonds ($400,000) and 20% in Managed Futures ($100,000). Let’s assume 
at the end of the year you realize a 10% return on your stocks and bonds and a 
25% return on managed futures. The result would be as follows:

$500,000 Portfolio % of Portfolio Return 
Stocks & Bonds   $ 400,000: 80% allocation  =  10% Profit $40,000.
Managed Futures $ 100,000: 20% allocation   = 25%  Profit $25,000.   
Total Profit $ 65,000

Now let’s assume you earn 10% on the 80% of your portfolio invested in stocks 
and bonds, but lose 10% in Managed Futures. The results would be as follows:

$500,000 Portfolio % of Portfolio Return 
Stocks & Bonds      $ 400,000  80%  allocation  10%   Profit $40,000
Managed Futures    $ 100,000  20%  allocation  10%  Loss ($10,000)
Total Profit $30,000

As evidenced in the hypothetical example shown above, by investing just 20% of 
your portfolio in futures the overall portfolio performance was significantly en-
hanced on a percentage weighted basis.

You can also see that a 10% loss in managed futures would still leave you with a 
net profit of $30,000 if your stock and bond allocation returned 10%.

Important Disclaimer: 
The above hypothetical example is strictly for illustration purposes only, to help you better understand the potential impact of 
portfolio diversification. In no way is the example to be construed as the returns you might receive in stocks and commodities. Of 
course, in actual investing, your results can be better or worse. The risk of loss exists in futures trading.

Potential for enhanced portfolio returns
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Portfolio Diversification:

Investors can utilize managed futures with a view to reducing volatility in 
their overall investment portfolio. There’s a low correlation between the per-
formance of managed futures and stock prices or interest rates. 

Through a managed futures investment, investors have access to futures mar-
kets around the globe. Many of these markets are now electronically traded 
and offer sophisticated risk management tools. CTAs trade a host of liquid 
global markets ranging from currencies to stock indices, agricultural commodi-
ties, precious metals, base metals, interest rate products and so on. 

Unlike other asset classes, where profits depend solely on price appreciation, 
opportunities in commodity futures trading exist in both rising and falling mar-
kets. Option strategies can also be employed by CTAs seeking better returns.

Thomas Schneeweis, Professor of Finance at the Center for International 
Securities and Derivatives Markets (CISDM) at the University of Massachu-
setts, Amherst released a benchmark study in June 2002 titled “The Ben-
efits of Managed Futures” which supported use of managed futures as a way 
to reduce portfolio volatility risk.  It states that managed futures

(1) enhance portfolio returns in economic environments in which traditional 
stock and bond investment media offer limited opportunities and 

(2) participate in a wide variety of new financial products and markets not 
available in traditional investor products.

In his conclusion Professor Schneeweis wrote,  
“Thus managed futures are shown on average to have a low return correla-
tion with traditional stock and bond markets as well as many hedge fund 
strategies and to offer investors the potential for reduced portfolio risk and 
enhance investment return. As important for properly constructed portfolios, 
managed futures are also shown to offer unique downside risk control with 
upside return potential.

Simply put, the logical extension of using investment managers with spe-
cialized knowledge of traditional markets to obtain maximum return/risk 
tradeoffs is to add specialized managers who can obtain the unique returns 
in market conditions and types of securities not generally available to tradi-
tional asset managers; that is, managed futures.”

Opportunity for reduced portfolio volatility risk
3 Portfolio Diversification:
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Portfolio Diversification:

Source Data: Managed Futures: CISDM Managed Futures Index; U.S. Stocks: S&P 500 Index; 
U.S. Bonds: Lehman Brothers Aggregate Bond Index January 1980 - March 2004.   

Investing in managed futures is speculative, involves a high degree of risk, and 
is not suitable for all investors. Past performance is not necessarily indicative of 
future results. 

Managed futures can take advantage of price trends no matter which direction the 
markets move, and thus can generate positive returns even in a volatile economic 
environment that can cause stress to a typical stock and bond portfolio. With the 
combined potential for decreased portfolio risk and enhanced portfolio perfor-
mance, managed futures are not only an attractive stand alone investment but in 
recent years are becoming a very attractive addition to global asset management 
portfolios. They also hold the unique potential of improving the overall investment 
quality of that portfolio.  This potential has been further substantiated by the 
landmark study of Dr. John Lintner of Harvard University, in which he noted that 
“the combined portfolios of stocks (stocks and bonds) after including judicious 
investments…in leveraged managed futures accounts show substantially less risk 
at every possible level of expected return than portfolios of stocks (or stocks and 
bonds) alone.”

4
Opportunities in both bull and bear markets

Value of an Initial $10,000 Portfolio with a 10% Allocation to 
Managed Futures vs. a Traditional Stock and bond Portfolio
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10% Managed Futures

Value $121,674.04
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60% Stocks
40% Bonds

Value $108,574.16
Annual Std. Dev. 10.14%
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This bar chart shows the comparison between the performance of managed fu-
tures and stocks during the five worst declines in U.S. stocks as represented by 
the S&P 500 index. 
 

The data above supports the benefits of non-correlation which are inherent in 
managed futures portfolios and which also highlight the ability to profit indepen-
dent of the economic environment. The pie chart information was derived from 
the Barclays study which shows the performances of selected asset classes, 
the worst case declines, and how managed futures performed over the period of 
the study.  
 
Source: Barclays Group

Managed Futures Versus Stocks During Stock Market 
Declines January 1980 - March 2004
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5Portfolio Diversification:
Ability to profit independent of the economic environment

Portfolio Diversification:
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Portfolio Diversification:
Managed futures employed as an inflation/deflation hedge

Managed futures trading programs can be designed to profit from major shifts in 
commodity asset prices and can act as an effective inflation or deflation hedge. 
The following chart ranks the ten worst months experienced by the equity and 
debt markets from 1987 to 2003.

The blue bars shows the performance of CISDM Trading Advisor Qualified Universe 
Index (formerly known as the MAR Index).  This established index tracks the man-
aged futures industry and the peach bars show the performance of a traditional 
portfolio comprised of 50% stock and 50% bonds. 

The chart reveals that managed futures produced positive returns in 9 of the 10 
periods. This result clearly demonstrates the true diversification provided by man-
aged futures during the investors’ greatest time of need. 

Source: Center for International Study of Derivative Markets
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Portfolio Diversification:

A successful managed futures trading advisor has the flexibility to go long or short 
with the markets. They can buy futures in anticipation of a rising market or sell 
futures in anticipation of a falling market, generating greater potential for profit 
regardless of current market conditions. With the advent of ever improving tech-
nologies came increasing access to a host of global futures exchanges which in 
turn allows managed futures trading advisors to diversify their trading systems by 
participating in over 150 different markets worldwide.

These markets include currencies, stock indices, financials, agricultural products, 
precious metals, energy products and more.  As a result, managed futures trad-
ing advisors have an extraordinary variety of venues and opportunities for profit 
potential and risk reduction through an array of non-correlated markets.

The table shows the explosive growth in global futures and options volume in  
selected markets over a one-year time frame in millions of contracts and the per-
cent change in volumes over that short period.  Final futures trading volume for 
2007 are expected to exceed 12 million contracts.

Global diversification in liquid markets

Source: Industry Futures.org         

7

Global Futures and Options Volume by Sector

In millions of contracts

Sector         Jan-Oct 2006    Jan-Oct 2005  %Change

Equity Index                         3,764.71          3,377.06        11.5%

Interest Rate                        2,708.64          2,129.98        27.2%

Individual Equity                        2,380.84          1,945.94        22.3%

Agriculture                        349.12          275.07        26.9%

Energy                                     321.85          234.15        37.5%

Foreign Currency                         195.12          132.24        47.5%

Non-Precious Metals                     97.34            80.77        20.5%

Precious Metals                           84.72            47.68        77.7%

Other                                            1.59            1.39        14.0%

Total                                            9,903.92            8,224.29        20.4%

Portfolio Diversification:
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Managed futures accounts, like all other accounts of customers doing busi-
ness through a U.S. exchange, must be executed by and carried on the books 
of a “clearing member” (a brokerage firm or FCM that holds a membership in an 
exchange’s clearing organization).  Once a trade between two clearing members 
is matched by the exchange, the rights and obligations under the futures or op-
tions contract do not run between the original buyer and seller; instead, they are 
between the seller and the clearing organization. 

An exchange’s clearing organization guarantees performance on every contract to 
each of its clearing members

Although each exchange’s clearing function operates somewhat differently, at mini-
mum they all ensure that there are sufficient resources to meet obligations by: 

(1) collecting performance bonds; 
(2) marking contracts to the market at least once daily; and 
(3) establishing capital requirements and maintaining minimum financial stan-
dards for clearing members.

Portfolio Diversification:
Stability and transparency of the global industry

8
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According to the Tax Act of 1981, short-term profits in futures are treated as 60% 
long-term (therefore being subject to a maximum tax of 15%), and 40% short-term 
(normal taxable income). On the other hand, short-term trading profits in stocks 
(stocks held less than one year) are treated as 100% short-term. 

This favorable tax treatment for futures can translate for those in the upper tax 
brackets, saving as much as 30% on taxes on short-term gains in futures versus 
stocks. Alternative investments such as Managed Futures are not suitable for all 
investors. 

PFGBEST.com recommends managed futures should only be used with specula-
tive capital, and that the investment not exceed 20% of investable assets or 10% 
of a client’s overall net worth. 

It is strongly recommended that any investment tax considerations should be 
reviewed with a qualified tax professional prior to investing.

Portfolio Diversification: 9
Potential tax benefits versus stocks
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There are several types of industry participants in the managed futures sector.

• Commodity Trading Advisors (CTAs) are responsible for the actual trading 
decisions and activity of a managed futures account.

• Commodity Pool Operators (CPOs) assemble public funds or private pools, 
usually in the form of limited partnerships, and select the trading advisors.

• Futures Commission Merchants (FCMs) are the brokerage firms that execute 
and clear CTA-directed trades on various exchanges.

Managed futures advisors and investors benefit from the structural efficiencies of 
the futures markets.  Notable efficiencies include:

1. Deep liquidity
2. Use of leverage
3. Lower transaction costs
4. Liquidity/rapid execution
5. Opportunity in rising, falling, or trend-less markets, and
6. Value capture in the market

The Structure of Managed Futures
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Portfolio Component Comparisons

How do stocks, bonds and hedge funds fare as investment vehicles as opposed 
to stocks, bonds and managed futures?

Why should I consider adding managed futures to my overall portfolio? 

Many investors share the common misconception that hedge funds offer investors 
the best of both worlds, namely expectations of returns similar to equities com-
bined with risk parameters normally associated with bonds. In 2003, the Journal 
of Investment Management published an article titled “Stocks, Bonds and Hedge 
Funds: Not a Free Lunch!”  The author of the article, Mr. Harry Kat of the Cass 
Business School in London, showed that although including hedge funds in a tra-
ditional investment portfolio may significantly improve that portfolio’s mean vari-
ance characteristics, it can also be expected to lead to significantly lower skew-
ness. Skewness is a statistical term used to describe a situation’s asymmetry in 
relation to a normal distribution. Later, in the winter of 2003, Mr. Kat published 
the article “Taking the Sting Out of Hedge Funds” in which he stated, “Although 
the inclusion of hedge funds in an investment portfolio can significantly improve 
that portfolio’s mean-variance characteristics, it can also be expected to lead to 
significantly lower skewness and higher kurtosis.”

In this article, the author shows how this highly undesirable side effect can be 
neutralized by allocating a fraction of wealth to out-of-the-money put options on 
the relevant stock index.  Roughly speaking, the costs of the proposed skewness 
reduction strategy will be higher 1) the higher the hedge fund allocation, 2) the 
lower the expected equity risk premium, and 3) the higher the bond allocation rela-
tive to the equity allocation.

In the current low interest rate environment, for portfolios with a more or less 
equal allocation to stocks and bonds, the costs of skewness reduction are unlike-
ly to be much higher than 1% per annum. For portfolios with relatively high bond 
allocations, however, the costs could amount to 3% or even more. This confirms 
that the benefits of hedge funds heavily depend on the portfolio they are added 
to and that the attractive mean-variance properties of (portfolios including) hedge 
funds may come at a significant price.
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Mr. Kat furthers this research in another report, “Managed Futures and Hedge 
Funds: A Match Made In Heaven,” from the Journal of Investment Management 
(2004).  He wrote, “We find that allocating to managed futures allows investors to 
achieve a very substantial degree of overall risk reduction, in terms of expected 
return, relatively limited costs. Apart from their lower expected return, managed fu-
tures appear to be more effective diversifiers than hedge funds. Adding managed 
futures to a portfolio of stocks and bonds will reduce that portfolio’s standard 
deviation more and quicker than hedge funds will, and without the undesirable 
side effects on skewness and kurtosis. The overall portfolio standard deviation 
can be reduced further by combining both hedge funds and managed futures with 
stocks and bonds.  As long as at least 45–50% of the alternatives allocation is 
allocated to managed futures, this will have no negative side effects on skewness 
and kurtosis.”

Conclusion

Thank you for taking the time to review this material. We hope it is useful to you.  
The PFGBEST.com Managed Futures Division continues to enhance its long-term 
relationships with the top performing CTAs globally, while simultaneously engaging 
in the search for new, emerging CTA talent via The PFGBEST.com CTA Challenge.  
PFGBEST.com continually reviews the qualifications of the top trading advisors and 
will gladly assist you in selecting the right match for your particular account size, 
risk tolerance, market focus and trading style. To learn more about the trading 
results, styles, and strategies of recommended advisors in managed futures and 
to request information on other fund products from PFGBEST.com, please contact:

The PFGBEST.com Managed Futures Department at 1-800-648-6607

Jim O’Connell, Vice President, Managed Futures 1-800-648-3815 or 1-312-775-3544
Paul Moran, Director of Managed Futures 1-800-648-6607 or 1-312-775-3526 

There is a substantial risk of loss in trading commodity futures, options and foreign exchange products.

Conclusion
Managed Futures and Diversification
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