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Global Macro strategies experienced a 

performance revival in 2014 that has extended into 

2015 after several years of challenging 

performance. In recent conversations with current 

and prospective investors, the following questions 

reoccur: 

 

 Why has global macro strategy performance 

turned around? 

 What is the outlook for global macro 

strategies? 

 How do global macro strategies fit into an asset 

allocation? 

Strategy on the Radar 

We believe global macro strategies are some of the 

more opportunistic, unconstrained hedge fund 

strategies where managers seek to capitalize on 

structural imbalances and geopolitical events. 

Managers generally evaluate opportunities across 

regions and across markets like currencies, 

commodities, interest rates and equities.  

For example, managers can invest long or short in 

corn futures based on supply/demand imbalances 

or short European currency based on quantitative 

easing by the European Central Bank. Generally, 

managers can pursue either a discretionary or 

systematic process to execute strategies in these 

liquid, exchange-traded markets.  

As Figure 1 highlights, global macro strategies 

have been among the top-performing hedge fund 

strategies since 1990. The widely followed HFRI 

Macro Index has annualized at 10.6% return with 

7.7% volatility since 1990. Importantly, this result 

has been achieved with a very modest correlation 

to the S&P 500 Index, the lowest correlation in the 

hedge fund universe. These strategies have proven 

resilient in various market cycles and crisis periods 

(e.g. 2008 recession, Asian and Russian financial 

crises) and have delivered uncorrelated returns to 

traditional asset classes. While a few large 

managers dominated the global macro universe in 

early years, a greater number of managers and 

specialized strategies are now available. 

  

 

January 1, 1990 - March 31, 2015 Annualized Return Standard Deviation Maximum Drawdown S&P 500 Correlation 

HFRI Macro Index 10.63% 7.72% -13.08% 0.27

HFRI Event-Driven Index 12.01% 7.29% -27.61% 0.74

HFRI Equity Hedge Index 13.23% 9.59% -28.47% 0.74

HFRI Relative Value Index 10.54% 4.42% -17.14% 0.50

S&P 500 Index 9.56% 14.63% -50.95% 1.00
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Figure 2 (1) 
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That said, selecting and monitoring managers in 

these wide-ranging strategies is critical and 

requires access, focus and expertise. A large 

dose of experience is also important. 

Joe Wade, Meritage Capital’s CIO, lead the 

experienced investment team at Meritage.  Joe 

utilizes his more than 38 years of experience 

with global macro and commodity managers.  

Joe and Glenn Stotts, Deputy CIO, lead the 

firm’s global macro strategies. 

Within a diversified asset allocation, global 

macro strategies complement both alternative 

and traditional asset classes. Historically, 

sophisticated investors have included these 

strategies in their overall asset allocations to 

generate uncorrelated returns and to limit 

drawdowns. Furthermore, these strategies are 

typically offered in very liquid and transparent 

vehicles, increasingly in alternative mutual 

funds. Figure 2 above is a simple, hypothetical 

50/50 portfolio that highlights the benefits of 

inclusion of global macro strategies which 

enhances returns and lowers risk. The dramatic 

improvement to the maximum drawdown is 

very significant. 

 

 

 

 

Shifting Market Dynamics 

While shifting market dynamics are multi-

dimensional, we believe we are at an inflection 

point regarding global central bank policy.  

Following the 2008 financial crisis, coordinated 

policies were enacted and global macro 

strategies struggled as trends vaporized, 

volatility contracted and correlations between 

asset classes were elevated.  

Global equity markets were buoyed by these 

expansionary policies, but other asset classes 

including currencies, interest rates and 

commodities were more challenging to 

navigate. Starting in mid-2014, bifurcation 

between the U.S. Federal Reserve and other 

central banks created more compelling 

opportunities as trade opportunities emerged. 

While the U.S. Federal Reserve ended its 

quantitative easing program in late 2014, it has 

recently revised its language by removing 

“patient” and reiterated its data dependent 

approach. The widely-held expectation is that 

the U.S. Federal Reserve will begin to gradually 

hike interest rates at some point in late 2015 or 

early 2016, though economists keep extending 

target dates. An eventual interest rate hike 

should sustain U.S. dollar appreciation and 

introduce price pressure for equity and fixed 

income markets. 

January 1, 1990 - March 31, 2015 Annualized Return Standard Deviation Maximum Drawdown Sharpe Ratio

50%/50% Portfolio 10.13% 8.33% -19.43% 0.84

S&P 500 Index 9.56% 14.63% -50.95% 0.44

HFRI Macro Index 10.63% 7.72% -13.08% 0.97

(1) PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. The referenced indices are shown for general market comparisons and are 

not meant to represent any particular fund. An investor cannot invest directly in an index. Moreover, indices do not reflect commissions or 

fees that may be charged to an investment product based on an index, which may materially affect the performance data presented. There 

is no guarantee an investment will achieve its objective, generate profits or avoid losses.  Standard deviation is a statistical measure of how 

consistent returns are over time; a lower standard deviation indicates historically less volatility. Drawdown measures the peak to valley loss 

relative to the peak for a stated time period. Sharpe Ratio measures return in excess of the risk-free rate, per unit of risk, as measured by 

standard deviation. Date range based on common period of data availability for shown indices. See pages 6 and 7 for additional index 

definitions and disclosures. 
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Figure 3 

Source: Bloomberg, HFR, Meritage 

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. The referenced indices are shown for general market comparisons. An investor 

cannot invest directly in an index. Moreover, indices do not reflect commissions or fees that may be charged to an investment product based 

on an index, which may materially affect the performance data presented. There is no guarantee an investment will achieve its objective, 

generate profits or avoid losses.  See pages 6 and 7 for additional index definitions and disclosures. 

 

 

 

 

 

As we are seemingly on the brink of a tightening 

cycle by the U.S. Federal Reserve, it is 

important to look at some recent history. Global 

macro strategies have generally achieved even 

better results in tightening cycles than in easing 

cycles as referenced in Figure 3.  

The comparison in the chart above shows higher 

returns as interest rates and corresponding 

bond yields notch higher. In a future tightening 

cycle, global macro strategies should navigate 

more favorably than other traditional and 

alternative strategies. While the timing and 

scale of the tightening cycle is fodder for market 

pundits, we believe an allocation to global 

macro strategies is prudent.  

In contrast to the U.S., other global central 

banks are grappling with tepid economic growth 

and deflationary pressures. As such, aggressive 

monetary policy action is still on the agenda 

with over 20 banks announcing actions in the 

first quarter of 2015 alone. The European 

Central Bank commenced its much-anticipated 

quantitative easing program in January with  

 

 

 

 

 

 

plans for bond purchases of €60 billion per 

month through late 2016. This aggressive plan 

in terms of size and pace impacts all asset 

classes and created opportunities for global 

macro managers across equities, interest rates 

and currencies. In addition, the Bank of Japan 

continues to strive to hit a 2% inflation target 

with more quantitative easing programs 

expected. The bifurcation of global central bank 

policy has created compelling and sustained 

opportunities across asset classes. 

Technical Tailwinds 

With diverging forces impacting the markets, we 

anticipate higher volatility across asset classes. 

Broadly, higher volatility across asset classes 

creates a more dynamic trading climate for 

global macro managers. While equity volatility 

has remained subdued recently, we have seen 

spikes. With currency and commodity volatility, 

we have seen higher sustained levels. 

Furthermore, we have seen tangible evidence of 

the sustainability of trends in multiple markets 

which bodes well for both discretionary and 

systematic managers. The U.S. dollar  



 

Meritage Capital 4 

Figure 4 

Source: Bloomberg, Meritage 

 

 

 

 

appreciation and the crude oil price decline from 

over $100 to under $50 in the past twelve 

months have been high-profile examples. But 

other markets such as global interest rates and 

various commodities like cotton, live cattle and 

copper have experienced similar trends. We 

believe diversified commodities are a key 

ingredient for global macro strategies broadly. 

Due to liquidity constraints, some of the largest 

global macro strategies available can only 

participate in the largest, most liquid commodity 

futures as well as financial futures. We believe 

right-sized managers who specialize in a specific 

set of commodities or diversify across the 

commodity spectrum are compelling exposures 

in a portfolio. We source many of these 

managers who primarily use a discretionary 

approach. 

In many of these markets, we are encouraged 

by a return to fundamentals which should lead 

to price action that will reward analysis by 

managers pursuing various strategies. An 

example of this includes discretionary managers 

who research and invest either long or short 

based on commodity supply/demand data or 

systematic managers who may invest on trend 

and intra/inter-commodity relationships. Figure 

4 examines the correlation of over twenty  

 

 

 

 

commodity futures represented in the S&P GSCI 

Commodities Index.  It is apparent that rolling 

correlations have declined, which should aid 

managers in constructing portfolios of unique, 

uncorrelated investment opportunities. 

Allocation Thoughts 

While the strong risk-adjusted performance of 

global macro strategies has been proven across 

market cycles spanning decades, we are excited 

about the opportunity set now and going 

forward, particularly after several challenging 

years of performance when coordinated central 

bank policy clouded the view for all active 

strategies. Flow data from Hedge Fund Research 

suggests that the broad investment community 

is adding to these strategies in size as Q1 2015 

inflows were the highest since 2013. The central 

bank policy dynamics and technical factors laid 

out in this brief are the foundation for our 

conviction in these global macro strategies. 

Given the heightened valuations across both 

traditional equity and fixed income markets, we 

believe now is a great time for investors to be 

action-oriented with respect to their asset 

allocations by either initiating or increasing their 

allocations to global macro strategies. 
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Global macro strategies offer effective 

diversification to sophisticated asset allocations 

while providing attractive absolute returns. We 

believe that a multi-manager portfolio 

construction is a prudent approach to gain 

access to these strategies. Manager selection 

and portfolio construction is absolutely 

essential. We firmly believe this is a favorable 

climate to embrace these diversifying strategies 

for the long-term. As the clouds part and skies 

brighten for global macro strategies, we are 

excited for the risk-adjusted return potential for 

global macro strategies now and going forward. 

 

Meritage Capital, LLC 
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IMPORTANT DISCLOSURES  

OPINIONS EXPRESSED IN THIS REPORT ARE INTENDED SOLELY AS GENERAL MARKET COMMENTARY AND DO NOT CONSTITUTE 

INVESTMENT ADVICE OR A GUARANTEE OF RETURNS.  

The third party information used in this document has been obtained from various published and unpublished sources considered to 

be reliable. However, Meritage and its affiliates cannot guarantee its accuracy or completeness and thus do not accept liability for 

any direct or consequential losses arising from its use. 

Glossary  

Annualized Return: The average amount of money earned by an investment each year over a given time period. An annualized 

total return provides only a snapshot of an investment's performance and does not give investors any indication of its volatility. 

Annualized total return merely provides a geometric average, rather than an arithmetic average 

Correlation:  A measure of the degree to which two variables move in the same direction with the same impact on performance, 

measured in a range of -1.0 to 1.0. A correlation of -1.0 implies that the variables move inversely with one another while a 

correlation of 1.0 implies that the variables move in exactly the same manner. A correlation of 0.0 implies that there is no relationship 

between the movements of the variables (therefore implying perfect diversification). 

Discretionary Managers: Managers performing discretionary trading seeks to opportunistically participate in market-driven price 

actions. The final decision about trading is made at the discretion of the fund manager. 

Maximum Drawdown: The maximum loss from a peak to a trough of a portfolio, before a new peak is attained. Maximum Drawdown 

is an indicator of downside risk over a specified time period. It can be used both as a stand-alone measure and as an input into other 

metrics such as "Return over Maximum Drawdown" and Calmar Ratio. Maximum Drawdown is expressed in percentage terms. 

Systematic Managers: Managers performing systematic trading utilize computer models, mainly based on technical analysis of 

market data or fundamental economic data, to identify and make trades, with limited manager intervention. 

Index Definitions 

An investor cannot invest directly in an index. Moreover, indices do not reflect commissions or fees that may be charged to an 

investment product based on the index, which may materially affect the performance data presented. The referenced indices are 

shown for general market comparisons and are not meant to represent any particular investment. 

HFR Indices are compiled by Hedge Fund Research, Inc. (“HFR”), an industry service provider. They are based on the performance 

of hedge funds in various strategies as reported by the hedge fund managers to HFR. All figures are net of all fees, denominated in 

USD and equal-weighted. Results for funds that go out of business are included in the appropriate index until the date that they 

cease operations. The information underlying the indices and the classification of the underlying funds have not been independently 

verified by either HFR or Meritage and neither HFR nor Meritage make any representation as to their accuracy. While the HFRI Indices 

are frequently used, they have limitations (some of which are typical of other widely used indices). These limitations include 

survivorship bias (the returns of the indices may not be representative of all the hedge funds in the universe because of the tendency 

of lower performing funds to leave the index); heterogeneity (not all hedge funds are alike or comparable to one another, and the 

index may not accurately reflect the performance of a described style); and limited data (many hedge funds do not report to indices, 

and the index may omit funds, the inclusion of which might significantly affect the performance shown. The HFRI Indices are based 

on information self-reported by hedge fund managers that decide on their own, at any time, whether or not they want to provide, 

or continue to provide, information to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the 

index until the date that they cease operations. Therefore, these indices may not be complete or accurate representations of the 

hedge fund universe, and may be biased in several ways. The specific indices used in this document are comprised of hedge funds 

following the investment strategies as described below: 

HFRI Equity Hedge (Total) Index: Investment Managers who maintain positions both long and short in primarily equity and equity 

derivative securities. A wide variety of investment processes can be employed to arrive at an investment decision, including both 

quantitative and fundamental techniques. Strategies can be broadly diversified or narrowly focused on specific sectors and can range 

broadly in terms of levels of net exposure, leverage employed, holding period, concentrations of market capitalizations and valuation 

ranges of typical portfolios. Equity hedge managers would typically maintain at least 50% exposure to and may in some cases be 

entirely invested in, equities, both long and short. 
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HFRI Event Driven (Total) Index: Investment Managers who maintain positions in companies currently or prospectively involved 

in corporate transactions of a wide variety including but not limited to mergers, restructurings, financial distress, tender offers, 

shareholder buybacks, debt exchanges, security issuance or other capital structure adjustments. Security types can range from most 

senior in the capital structure to most junior or subordinated and frequently involve additional derivative securities. Event Driven 

exposure includes a combination of sensitivities to equity markets, credit markets and idiosyncratic, company specific developments. 

Investment theses are typically predicated on fundamental characteristics (as opposed to quantitative), with the realization of the 

thesis predicated on a specific development exogenous to the existing capital structure. 

HFRI Macro Index: Investment Managers which trade a broad range of strategies in which the investment process is predicated on 

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

markets. Managers employ a variety of techniques, both discretionary and systematic analysis, combinations of top down and bottom 

up theses, quantitative and fundamental approaches and long and short term holding periods. Although some strategies employ RV 

techniques, Macro strategies are distinct from RV strategies in that the primary investment thesis is predicated on predicted or future 

movements in the underlying instruments, rather than realization of a valuation discrepancy between securities. In a similar way, 

while both Macro and equity hedge managers may hold equity securities, the overriding investment thesis is predicated on the impact 

movements in underlying macroeconomic variables may have on security prices, as opposes to EH, in which the fundamental 

characteristics on the company are the most significant are integral to investment thesis. 

HFRI Relative Value Index: Investment Managers who maintain positions in which the investment thesis is predicated on realization 

of a valuation discrepancy in the relationship between multiple securities. Managers employ a variety of fundamental and quantitative 

techniques to establish investment theses and security types range broadly across equity, fixed income, derivative or other security 

types. Fixed income strategies are typically quantitatively driven to measure the existing relationship between instruments and, in 

some cases, identify attractive positions in which the risk adjusted spread between these instruments represents an attractive 

opportunity for the investment manager. RV position may be involved in corporate transactions also, but as opposed to ED exposures, 

the investment thesis is predicated on realization of a pricing discrepancy between related securities, as opposed to the outcome of 

the corporate transaction. 

S&P 500: A capitalization weighted index of 500 U.S. large cap stocks compiled by Standard and Poor's. This index is an unmanaged 

statistical composite and its returns do not include payment of any sales charges or fees an investor would pay to purchase the 

securities the index represents. Such costs would lower performance. 

 

 

About Meritage Capital 

Meritage Capital founded in 2003 and based in Austin, TX is a $1.2 billion boutique investment management firm 

specializing in differentiated hedge fund solutions for family offices, high net worth individuals and institutions. Our 

firm is owned by three family offices with a shared vision for performance excellence, integrity, intellectual curiosity 

and transparency. Meritage offers a complementary suite of hedge fund solutions including custom portfolios, 

commingled strategies and a liquid alternative strategy.  

The dedicated Meritage team of investment professionals is concentrated on hedge fund strategies. Their extensive 

experience through numerous market cycles is coupled with a thorough investment process to create attractive 

investment solutions for our investors. Rigorous manager selection, comprehensive portfolio construction and active 

management are core to our investment process. 
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