
Much has been written about the low 
correlation between managed futures 
strategies and the S&P 500. However, 
over certain periods, the correlation 
between the two can be quite high. In 
Superstars versus teamwork, we showed 
the distribution of estimated pairwise 
correlations is broad and symmetrical 
when the true correlation is low (i.e. large 
sampling error). Given a correlation of  
-0.16 between the Newedge CTA Index 
and S&P 500 since January 2000, we 
should expect to see periods of relatively 
high positive correlation. Even so, intervals 
of increased correlation still have real 
implications for a portfolio of diversified 
trading strategies. In this snapshot, we 
analyze returns of the S&P 500 and the 
Newedge CTA Index conditional on periods 
of relatively high correlation and find 
CTA returns appear to be independent 
of S&P 500 performance irrespective 
of correlation levels. Second, when 
correlations between the two indices are 
high, the S&P 500 exhibits significant 
positive performance.

	 In Exhibit 1 we plot the 63 day (3 month) 
rolling correlation between daily returns of 
the Newedge CTA Index and the S&P 500 
stock price index using data from January 
2000 through November 2010 (2745 
observations). The red line represents the 
average 63 day rolling correlation while 
the dark green line corresponds to one 
standard deviation above that average. For the purpose of this note, we have defined high correlation 
periods as those where the rolling correlation is one standard deviation above the mean. This has 
occurred several times in the past 11 years. We saw the correlation cross this level multiple times in the 
beginning of 2005 and for two days in March of 2006. However, more recently, the correlation between 
the two indices has been elevated for extended periods, most notably a large part of 2007 and July 2009 

through July 2010.	
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Exhibit 1
63 day rolling daily return correlations (S&P 500 / Newedge CTA Index)

Source: Bloomberg, Newedge Prime Brokerage Research
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Exhibit 2
Correlation and S&P 500 Performance
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We found the annualized return for the S&P 500 during all of these periods was 13.98% compared to -2.95% 
when the correlation was below this level. The annualized return for the S&P 500 over the entire period was 
0.49%. During these same intervals, we also calculated the corresponding returns for the Newedge CTA Index. 
When the rolling correlation to the S&P 500 was high, the annualized return was 6.35% compared to 7.23% 
when the correlations were below the one standard deviation level. The annualized return for the  
CTA index over the entire period was 6.92%. These returns would suggest that CTA returns are independent  
of the performance of the S&P 500.

	 In Exhibit 2, we have included the performance of the S&P 500 along with the rolling correlation from 
Exhibit 1. There appears to be a strong relationship between the performance of the index and an increased 
correlation to the Newedge CTA Index. The negative performance of the S&P during 2000 – 2002 coincides 
with zero to negative correlations to managed futures. The rise in the equity markets from 2003 through 2007 
is coupled with a volatile but steadily increasing correlation. Finally, correlations collapsed during the financial 
crisis and have risen sharply during the “recovery.”

	 Our work here has generated a couple of questions that bear further thought. We have observed a
more pronounced range of correlations over the past 4 years. Although the average is still slightly negative,
correlations between the two indices seem to spend a considerable amount of time well above and below  
the mean. We think this is, in part, a result of the spike in stock market volatility associated with the financial 
crisis that began in the latter part of 2008. This would be consistent with our findings in Stock price volatility 
and CTA returns which showed that correlations have an inverse relationship to the level of S&P 500 volatility. 
So now the two important questions seem to be: (1) Will this relationship persist? and (2) What implications 
would this have for multi-manager portfolios?

PAGE 2

The content in these reports, and the opinions expressed, if any, are those of the content provider and do not necessarily reflect the viewpoint of CME Group.  

Newedge does and seeks to do business with companies that may be covered in its research reports. As a result, investors should be aware that Newedge might have a confl ict of interest. For the avoidance of doubt, investors should note 

that this research report is not objective and is a marketing communication as defi ned by the Markets in Financial Instruments Directive (“MiFID”). For more details, see MiFID policies on our website at www.newedge.com. This report is 

for information purposes only, subject to change without notice and not to be constructed as a solicitation or off er to buy or sell any fi nancial instruments or securities. Newedge makes no representation or warranty that the information 

contained herein is accurate, complete, fair or correct or that any transaction is appropriate for any person and it should not be relied on as such. Subject to the nature and contents of this report, the investments described are subject to fl 

uctuations in price and/or value and investors may get back less than originally invested. Certain high volatility investments can be subject to sudden and large declines in value that could equal or exceed the amount invested. Futures and 

options, as well as certain other fi nancial instruments, are speculative products and the risk of loss can be substantial. Consequently only risk capital should be used to trade futures and options and other speculative products. Investors 

should, before act-ing on any information herein, fully understand the risks and potential losses and seek their own independent investment and trading advice having regard to their objectives, fi nancial situation and needs. This report and 

the information included are not intended to be construed as investment advice. Any forecasts are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation. Newedge accepts no liability for 

any direct, indirect, incidental or consequential damages or losses arising from the use of this report or its content. This report is not to be construed as providing investment services in any jurisdiction where the provision of such services 

would be illegal. The opinions and views expressed in this report refl ect the personal views of the author(s), are subject to change without notice and do not necessarily refl ect the views of Newedge. Newedge, its offi  cers, directors and 

employees may from time to time have positions, make markets or eff ect transactions in any investment or related investment covered by this report. All information as well as references to prices and yields are subject to change without 

notice. Past results are not necessarily an indication of future performance. This communication is intended only for use by the individual or entity to which it is addressed and may not be used in any way by or provided in whole or in part to 

any other person or entity. Please note that this analysis or report is not meant for distribution to retail clients domiciled in Singapore (i.e. a person who is not an accredited investor, expert investor or institutional investor as defi ned under the 

Financial Advisers Act). For matters relating to these analyses or reports, Singapore recipients should contact the Singapore offi  ce by email to disclaimer-singapore-contact@newedge.com. If these reports are prepared by a Newedge entity 

outside of the United States these reports are issued solely to major US institutional investors pursuant to SEC Rule 15a-6. Any US person wishing to discuss this report or eff ect transactions in any security discussed herein may do so with 

or through Newedge USA, LLC, 630 Fifth Avenue, Suite 500, New York, New York 10111 (646) 557-9000. Only Newedge USA, LLC is a member of FINRA and SIPC (although SIPC only pertains to securities-related transactions and positions). 

Newedge USA, LLC is a US Broker-Dealer and Futures Commission Merchant. Newedge USA, LLC does not guarantee the settlement of any trade executed pursuant to SEC Rule 15a-6. THE DISTRIBUTION OF THIS REPORT IN CERTAIN 

JURISDICTIONS MAY BE PROHIBITED OR RESTRICTED BY LAW AND PERSONS WITH ACCESS TO THIS REPORT MUST OBSERVE ANY SUCH PROHIBITIONS AND RESTRICTIONS. BY ACCEPTING THIS REPORT YOU AGREE TO BE BOUND 

BY THE FOREGOING. “Newedge” refers to Newedge Group SA and all of its worldwide branches and subsidiaries. Newedge Group in France and its foreign branches are authorized by the Autorité de Contrôle Prudentiel and Autorité des 

Marchés Financiers in France. Newedge Group (UK Branch) is also subject to limited regulation by the Financial Services Authority for the conduct of its UK business. Newedge Group (UK, Frankfurt and Dubai branches) does not deal with, or 

for, Retail Clients (as defi ned under MiFID and Dubai Financial Services Authority). Only Newedge USA, LLC is a member of FINRA and SIPC (SIPC only pertains to securities-related transactions and positions). Only Newedge Canada Inc. is a 

member of the CIPF. Not all products or services are available from all Newedge organizations or personnel.

For more information please click here.

mailto:NewedgePBResearch@newedge.com

