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investment products managed by Potomac Portfolios LLC. Such offeinvestment products managed by Potomac Portfolios LLC. Such offer or invitation will only be made once r or invitation will only be made once 
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Further distribution of this presentation is prohibited without Further distribution of this presentation is prohibited without the expressed written consent of the expressed written consent of 
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Risk Disclosure Statement
INVESTMENTS IN PRODUCTS SPONSORED OR ADVISED BY POTOMAC PORTFOLIINVESTMENTS IN PRODUCTS SPONSORED OR ADVISED BY POTOMAC PORTFOLIOS, LLC OS, LLC 
((““POTOMACPOTOMAC””) ARE SPECULATIVE SECURITIES AND INVOLVE TRADING IN COMMODITIES.) ARE SPECULATIVE SECURITIES AND INVOLVE TRADING IN COMMODITIES. THE THE 
RISK OF LOSS IN TRADING COMMODITIES CAN BE SUBSTANTIAL. INVESTORRISK OF LOSS IN TRADING COMMODITIES CAN BE SUBSTANTIAL. INVESTORS SHOULD S SHOULD 
THEREFORE CAREFULLY STUDY THE CONFIDENTIAL PRIVATE PLACEMENT MEMTHEREFORE CAREFULLY STUDY THE CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM OR ORANDUM OR 
DISCLOSURE DOCUMENT FOR EACH PRODUCT OFFERRED OR ADVISED BY POTODISCLOSURE DOCUMENT FOR EACH PRODUCT OFFERRED OR ADVISED BY POTOMAC BEFORE MAC BEFORE 
INVESTING, INCLUDING THE DESCRIPTION OF THE PRINCIPAL ASSOCIATEDINVESTING, INCLUDING THE DESCRIPTION OF THE PRINCIPAL ASSOCIATED RISK FACTORS.RISK FACTORS.

THE COMMODITY FUTURES TRADING COMMISSION HAS NOT PASSED UPON THE MERITS OF 
PARTICIPATING IN PRODUCTS OFFERED OR ADVISED BY POTOMAC. NOR HAS THE 
COMMISSION PASSED ON THE ADEQUACY OR ACCURACY OF ANY PRIVATE PLACEMENT 
MEMORANDUM OR DISCLOSURE DOCUMENT ASSOCIATED WITH POTOMAC’S PRODUCTS.

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 MANAGEMENT AND ADVISORY FEES. IT MAY BE NECESSARY FOR THOSE 
ACCOUNTS THAT ARE SUBJECT TO THESE CHARGES TO MAKE SUBSTANTIAL TRADING 
PROFITS TO AVOID DEPLETION OR EXHAUSTION OF THEIR ASSETS. 

COMMODITY INTERESTS ARE SUITABLE ONLY FOR SOPHISTICATED INVESTORS FOR WHOM AN 
INVESTMENT DOES NOT CONSTITUTE A COMPLETE INVESTMENT PROGRAM AND WHO FULLY 
UNDERSTAND AND ARE WILLING TO ASSUME THE RISKS INVOLVED.  

PAST PERFORMANCE OF POTOMAC PRODUCTS, INCLUDING THE PAST PERFORMANCES OF 
TRADING ADVISORS SELECTED BY POTOMAC, IS NOT NECESSARILY INDICATIVE OF FUTURE 
RESULTS.  
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Managed Futures

• Macro Landscape
– Topping Patterns
– Converging Correlations
– Recent Trends in Managed Futures

• Asset Allocation
– New Directions in Portfolio Diversification
– Beta, Alpha, Various Combinations

“Changing landscapes in managed futures are 
offering new directions for portfolio diversification.”

---Thomas Lott, President, Potomac Portfolios LLC
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All Sectors (2011)
SPX / Bonds / Managed Futures / Hedge Funds
Mixed Market Conditions

Courtesy of Bloomberg LP
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CBOE SPX Volatility Index (VIX) (2008-2011)
Weighted Average of Implied Volatilities
Market Volatility - Stocks

Courtesy of Bloomberg LP
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Deutsche Bank 3Mo Implied FX Volatility (2007-2011)
Underlying Basket: 9 Major Currency Pairs
Market Volatility - Currencies

Courtesy of Bloomberg LP
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Currency Carry Trade (2005-2011)
High Yield: AUD/NOK/NZD   Low Yield: JPY/USD/GBP
Currency Trend

Courtesy of Bloomberg LP
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Bloomberg Financial Conditions Index (2010-2011)
Money Market/Bond Market/Equity Market vs. Inflation Expectations
Approaching Negative -1.50 Standard Deviations < Pre-Lehman

Courtesy of Bloomberg LP
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Bloomberg Financial Conditions Index (2010-2011)
Money Market/Bond Market/Equity Market vs. Inflation Expectations
Approaching Negative -1.50 Standard Deviations < Pre-Lehman

Courtesy of Bloomberg LP
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Bloomberg Financial Conditions Index (2010-2011)
Money Market/Bond Market/Equity Market vs. Inflation Expectations
Approaching Negative -1.50 Standard Deviations < Pre-Lehman

Courtesy of Bloomberg LP
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Bloomberg Financial Conditions Index (2010-2011)
Money Market/Bond Market/Equity Market vs. Inflation Expectations
Approaching Negative -1.50 Standard Deviations < Pre-Lehman
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Bloomberg Financial Conditions Index (2010-2011)
Money Market/Bond Market/Equity Market vs. Inflation Expectations
Approaching Negative -1.50 Standard Deviations < Pre-Lehman
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EUR/USD vs. US High Yield Debt (2010-2011)
100 US Non-Investment Grade Entities
Rising US/Euro Correlation 
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CDS Pricing- European Countries (2011)
Top-to-Bottom: Portugal / Ireland / Italy / Spain / France / Germany
Correlations Increasing
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CDS Pricing- 25 Investment Grade Banks (2011)
Markit iTraxx Europe Senior Financial Index
Hitting New Highs
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Comparative Topping 
SPX in 2007/2008 vs. SPX in 2010/2011
Similar Patterns
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Industry Performance (Daily: Trailing 12-Months)
NewEdge Indices vs. SP500
Trends Resume as Equities are Challenged

Courtesy of NewEdge USA
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Industry Performance (MTD/YTD 2011)
New Edge Trend Indicator
All Sectors Profitable Month-to-Date

Courtesy of NewEdge USA
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Funds Under Management - CTA
Managed Futures ($ billions)
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Courtesy of Barclay Trading Group
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Market Segmentation: CTA Pre-2000
Alpha vs. Beta Trading Strategies

Alpha (25%) vs. Beta (75%) 
$50 - $100 Billion

Beta, 
$75b 

Alpha, 
$25b 
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Market Segmentation: 2010
Alpha vs. Beta Trading Strategies

Alpha (50%) vs. Beta (50%) 
$220 Billion

Beta, 
$110b 

Alpha, 
$110b 
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Market Segmentation: 2015-2020
Alpha vs. Beta vs. Emerging Strategies

Alpha (1/3) vs. Beta (1/3) 
vs. Emerging (1/3)

 $500 Billion

Emerg, 
$167b

Beta, 
$167b 

Alpha, 
$167b 
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Portfolio Construction - Beta  (Jan 2005 – Dec 2010)
Correlation Matrix (pair wise = 64%)

Example Portfolio: For Illustration Only

64666758716564647442AVG

100696763655958587862BETA 10

691007364696661697152BETA 9

677310057747469637649BETA 8

636457100605554696538BETA 7

656974601007772808757BETA 6

596674557710072557552BETA 5

586169547272100587758BETA 4

586963698055581007452BETA 3

787176658775777410059BETA 2

625249385752585259100BETA 1

BETA 10BETA 9BETA 8BETA 7BETA 6BETA 5BETA 4BETA 3BETA 2BETA 1%
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Beta portfolios can be volatile (Jan 2005 - Dec 2010) 
Aggregating trend following strategies 

Example Portfolio: For Illustration Only



POTOMAC PORTFOLIOS, LLC POTOMAC PORTFOLIOS, LLC 
www.potomacportfolios.comwww.potomacportfolios.com

2424

Alpha correlations are low (Jan 2005 - Dec 2010)

Correlation Matrix (pair wise = 10%)

Example Portfolio: For Illustration Only

-73-8-1018-225552AVG

100 2 (5)4 9 11 (23)7 (26)(2)ALFA 10

2 100 55 30 25 58 4 (4)-34 ALFA 9

(5)55 100 28 6 36 56 (10)8 16 ALFA 8

4 30 28 100 21 48 11 8 7 11 ALFA 7

9 25 6 21 100 48 36 2 27 (9)ALFA 6

11 58 36 48 48 100 20 14 30 (11)ALFA 5

(23)4 56 11 36 20 100 (11)(4)(11)ALFA 4

7 (4)(10)8 2 14 (11)100 9 (27)ALFA 3

(26)-8 7 27 30 (4)9 100 16 ALFA 2

34 16 11 (9)(11)(11)(27)16 (1)100 ALFA 1

ALFA 10ALFA 9ALFA 8ALFA 7ALFA 6ALFA 5ALFA 4ALFA 3ALFA 2ALFA 1%
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Alpha portfolios can be less volatile (Jan 2005 - Dec 2010) 

Aggregating Alpha Strategies

Example Portfolio: For Illustration Only
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Alpha portfolios can be less volatile (Jan 2005 - Dec 2010) 
Aggregating Alpha Strategies

Example Portfolio: For Illustration Only
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Alpha portfolios can be less volatile (Jan 2000 - Sep 2011) 
Barclay Indices: CTA vs. Discretionary Only

Courtesy Bloomberg LP
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Portfolio Construction - Analytics
Monthly Distribution of Portfolio Returns
Without Cash Efficiency
Jan 2005 - Dec 2010

•

Beta: Trend Following Alpha: Potomac’s Approach

Example Portfolio: For Illustration Only
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Implications for Portfolio Construction
Alpha vs. Beta vs. Benchmarks (Jan 2005 - Dec 2010) 

Example Portfolio: For Illustration Only
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•

Alpha: Potomac’s ApproachBeta: Trend Following

Portfolio Construction - Analytics
Monthly Distribution of Portfolio Returns 
Adding Cash Efficiency 
Jan 2005 - Dec 2010

Example Portfolio: For Illustration Only
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Implications for Portfolio Construction
Alpha vs. Beta vs. Benchmarks (Jan 2005 - Dec 2010) 

Example Portfolio: For Illustration Only
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Implications for Portfolio Construction
Mixing Beta and Alpha
NewEdge USA Research

Courtesy NewEdge USA
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Implications for Portfolio Construction
Mixing Beta and Alpha
NewEdge USA Research

Courtesy NewEdge USA
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Summing Up

“Changing landscapes in managed futures are offering new 
directions for portfolio diversification.”

---Thomas Lott, President, Potomac Portfolios LLC

“The fortunes of trend followers and the industry tend to rise and 
fall together, although with one significant difference. While the 
two paths follow one another closely, the total index path 
exhibits much lower volatility than that exhibited by the trend 
following path. The lower volatility stems from the presence of 
low correlation returns, and the result is a higher return/risk ratio 
for the industry than for the trend followers by themselves.”

---NewEdge USA (Alternative Edge Research)
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Summing Up (2000 – 2011)
SP500 / Managed Futures / Hedge Funds + Canada! (SPTSX)
Role & Choices in Managed Futures

Courtesy: Bloomberg LP
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For Further Information

• Potomac Portfolios, LLC  
Thomas Lott, President
Potomac Portfolios, LLC
5185 MacArthur Blvd, N.W.
Suite 220
Washington, DC 20016
Tel: 202-237-8878 x25
Email: Info@PotomacPortfolios.Com
Web: www.PotomacPortfolios.Com

• AlphaMetrix Client Relations
AlphaMetrix Client Relations
181 West Madison
34th Floor
Chicago, IL 60602
Tel: 312-267-8400
Email: Client.Relations@AlphaMetrix.Com
Web: www.AlphaMetrix.Com


