2018 YEAR-END REVIEW
• Calendar 2018 was a challenging and unusual year for ReSolve’s
globally diversified strategies.
• ReSolve’s Tactical Equity strategy produced almost 6% return.
• Not one global asset class outperformed cash, and just one
alternative premia outperformed cash.
• Diversification - across regions, asset classes, and risk premia has been a losing trade for the past decade.
• We expect diversification to make a huge comeback over the
next decade.

2018 Year-End Review

2018 YEAR-END REVIEW
PERFORMANCE REVIEW
In our 2017 annual review we opened our discussion of performance attribution with the following paragraph:
The relatively strong performance of ReSolve’s strategies this year accrued from a confluence of factors. First, most
global markets delivered positive returns on the year, and several markets produced spectacular growth. Indeed,
the top performing markets produced their returns with low volatility and high Sharpe ratios, so that it was possible
to amplify returns using the Capital Market Line. Second, there was a large disparity between the top and bottomperforming markets, which made it easy for our momentum indicators to separate the wheat from the chaffe. In
addition, the best performing markets outperformed the worst performing markets very consistently all year, with
few rank-reversals.
Where ReSolve’s globally diversified Adaptive Asset Allocation and Risk Parity strategies produced spectacular
returns last year, they struggled this year. Where all markets were up in 2017, they were ALL down in 2018. In
fact, the worst performing major market in 2017 outperformed the best performing market in 2018, and they were
both the same market (US Treasuries)! In addition, 2018 saw much greater volatility across all markets punctuated
by several mini-crashes. What’s worse, two of the three crashes originated at or near long-term high prices, and
manifested as acute reversals from highly constructive intermediate-term trends.

SOURCE: IMDB
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In other words, calendar 2018 was the “Bizarro World”
equivalent of 2017. According to a DC comics series,
in the Bizarro world of “Htrae”, society is ruled by the
Bizarro Code which states “Us do opposite of all Earthly
things! Us hate beauty! Us love ugliness! Is big crime to
make anything perfect on Bizarro World!” 1
Seinfeld fans will remember the episode ‘The Bizarro
Jerry’ where Elaine breaks up with her boyfriend,
Kevin, but they decide to continue to be friends. As she
continues to hang out with Kevin, Elaine realizes that,
in fact, he is the exact opposite of Jerry. While Jerry is
indifferent and thoughtless, Kevin is reliable and kind.
Jerry points out that like ‘Bizarro Superman’, Superman’s
exact opposite who lives in the Bizarro World, Kevin is
‘Bizarro Jerry’.

Elaine - “He is a friend, Jerry, he’s reliable, he’s
considerate, he’s like your - exact opposite.”
Jerry - “So he’s Bizarro Jerry!”
Elaine - “Bizarro Jerry?”
Jerry - “Yeah, like Bizarro Superman - Superman’s
exact opposite, who lives in the backwards Bizarro
World. Up is down, down is up, he says ‘hello’ when he
leaves, ‘goodbye’ when he arrives.”
Fortunately, the Bizarro World of 2018 wasn’t quite
as deplorable as calendar 2017 was delightful. All of
our strategies listed below earned more in 2017 than
they lost in 2018 by a substantial margin, so that net
compound returns are still quite positive.

Table 1: Performance data for ReSolve Mandates
Statistics

Adaptive Asset Allocation:
8% Volatility
Adaptive Asset Allocation:
12% Volatility
Adaptive Asset Allocation:
16% Volatility
Global Risk Parity:
6% Volatility
Global Risk Parity:
12% Volatility
Global Tactical Equity

2018
Return

2017
Return

2017-2018
Return

Since
Inception

Volatility

Sharpe
Ratio

Max
Drawdown

Inception
Date

-4.6%

15.5%

10.2%

4%

6.4%

0.65

-8.1%

-11.5%

29.6%

14.6%

3.3%

13.6%

0.31

-18.2%

-17.1%

42.4%

18%

3.4%

18.7%

0.27

-25.8%

July 2016

-4.7%

12.7%

7.4%

2.6%

5.8%

0.47

-8.5%

July 2016

-12.5%

24.1%

8.6%

3.7%

11.8%

0.37

-18.9%

5.7%

17.7%

24.4%

7.9%

7.3%

1.08

-6.9%

October
2015
October
2016

September
2015
November
2015

SOURCE: ReSolve Asset Management. Past performance is no guarantee of future results. Volatility, Sharpe ratio and Maximum Drawdown are all
calculated from inception. Please see disclaimers.
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Figure 1: Return attribution estimates for ReSolve mandates, calendar 2018.

SOURCE: ReSolve Asset Management. Past performance is no guarantee of future results. The “Other” category captures fees, borrowing costs,
hedging costs, commissions, and other fund operating costs. There may be errors due to rounding. Please see disclaimers.
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ADAPTIVE ASSET ALLOCATION AND RISK PARITY PERFORMANCE DISCUSSION
At ReSolve our objective is to provide investment
strategies that produce returns that are relatively agnostic
to any single economic or market environment. Our
primary tool in pursuit of this objective is diversification,
and we seek diversification in many different ways.
Perhaps the most fundamental source of diversification is
macroeconomic diversification. Inflation and growth are
the primary macroeconomic drivers of market returns.
As a result, we seek exposures to diverse sources of
return that would be expected to react in predictable
ways to changes in expectations about growth and
inflation.

For example, stocks in aggregate are fundamentally
designed to react favorably to positive growth shocks
and benign inflation. In contrast, government bonds
are designed to produce strong returns in periods
of disappointing growth and lower than expected
inflation. Other markets like gold, commodities, foreign
and emerging market government bonds, and traded
real estate are impacted by different macroeconomic
dynamics. All markets have a role to play in a portfolio
to ensure it is as resilient as possible to all possible
macroeconomic states of the world. Figure 2 describes
how a diverse group of global asset classes might be
expected to behave in response to shifts in inflation and
growth expectations.

Figure 2: Behavior and sensitivity of asset class returns in response to inflation and growth shocks.

SOURCE: ReSolve Asset Management. For illustrative purposes only.
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As markets move from one state of inflation and growth
to another, asset classes that assumed a leadership
role in the prior regime will give ground to those that
are expected to thrive in the new, emergent economic
environment. If we subscribe to the (very reasonable)
assumption that it is almost impossible to consistently
predict in advance when a macroeconomic state is
vulnerable to a major shift, or which direction it might
evolve toward, the next best approach is to observe and
react to changes as they occur in real time. There are a
variety of ways to observe these changes and react to
them, which we will discuss in detail below.
While it might seem fairly simple to create portfolios that
are resilient to changing market conditions using this
approach to diversification, investors should remember
that markets don’t always evolve in an orderly and timely
fashion. Sometimes market participants are confused
for many months about whether, when and how the
macroeconomic winds might be shifting. Exogenous
shocks like policy interventions, political upheaval,
disasters and other events may trigger a phase shift
that prompts changes to evolve much more quickly than
markets are prepared for.
Calendar 2018 was just such a year. Market participants
entered 2018 with trumpets and balloons, but they exited
with guns and canned goods. Moreover, the evolution
of macroeconomic dynamics were confounded by
a mosaic of political and policy shocks. And the
diversification properties of the different asset classes
were expressed in a highly asynchronous way; it took
several weeks for new leadership to emerge after the
previous leaders experienced precipitous drops.

major market to underperform cash, are the type of nondiversifiable risks that investors must necessarily incur if
they wish to earn a return above cash. Growth shocks
(such as the 2008 Great Financial Crisis, or 2013’s Brexit
decision) prompt capital to flow away from risky assets
and towards the safety of Treasuries and gold, which
provides an opportunity for dynamic and diversified
portfolios to produce positive returns. Policy shocks,
on the other hand, while much rarer in nature, have the
distinct characteristic of causing almost everything to
fall at the same time, due to the repricing of short-term
interest rates (and “cash becomes king”, as the famous
saying goes).
While few and far between, years such as calendar
2018 are the rare kind when diversification (as well
as investment factors) will fail. Our 10-Year Treasury
exposure was the only major positive contributor to
the portfolio, especially during the recovery in late
November and early December. Long-term Treasuries
also provided the fund with modest gains. There were
detractors aplenty, led by US Stocks, Crude Oil and
Real-Estate.
February and October were the worst months for our
diversified strategies, but the consequent rebalancing
that occurred led portfolios to be well-positioned to
benefit from the risk-off capital flows, leading to a recovery
in November and December for most mandates.
The fact is, 2018 was truly the year that diversification
failed. Figure 3 describes the return trajectory for the
global asset classes identified in Figure 2. We’ve also
provided the total return for each market in parentheses
in the chart legend at the top.

The shocks sustained by markets, which caused every

2

The AAA target 16% volatility mandate endured marginal losses in November
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Figure 3: Growth of $1 invested in major global asset classes, calendar 2018.
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SOURCE: ReSolve Asset Management. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. See footnote 3 for data
sources.

One characteristic from Figure 3 should leap off the
page - of 12 major global asset classes taken from
leading categories and regions of the world, not a single
market outperformed cash. Not one.

years since 1990, 63% of markets have outperformed
cash in an average year. Figure 4 plots the percentage
of markets with positive excess returns by calendar year
since 1990.

Many readers may not be aware just how rare it is for
all of these diverse asset classes to fail at once. After
all, it is a central assumption of economics that risk
should be rewarded with higher returns. And our model
of diversification suggests that there should “always be
a bull market somewhere.” Indeed, over the past 29

You can see that all markets outperformed cash in 7 of
the past 29 years. The most desolate years prior to 2018,
in terms of excess returns, were 2008 and 1994 when
17 percent and 22 percent of markets, respectively,
produced positive excess returns.

3
Treasuries - IEF ETF extended with S&P US Treasury 7-10 Year TR Index; Foreign Bonds - BWX ETF extended with T. Rowe Price International Bond
Fund (RPIBX) and S&P/Citigroup International Treasury Ex-US Index; Emerging Bonds - EMB ETF extended with Rowe Price Emerging Markets Bond
Fund (PREMX) and PIMCO Emerging Markets Bond Fund Institutional Class (PEBIX); US stocks - VTI ETF extended with S&P 500 Index; European
stocks - VGK ETF extended with S&P Europe BMI; Asian stocks - VPL ETF extended with S&P Asia Pacific BMI; Emerging stocks - VWO ETF extended
with S&P Emerging BMI; Commodities - DBC ETF extended with Deutsche Bank Liquid Commodity Index; REITs - IYR ETF extended with Cohen &
Steers US Realty Shares,Inc. Class I; International REITs - RWX ETF extended with Cohen & Steers Int’l Realty Shares,Inc. Class I and Morgan Stanley
International Real Estate Fund (MSUAX); Gold - GLD ETF extended with continuous gold futures; Cash - BIL ETF extended with T-bills
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Figure 4: Percent of markets with positive excess total returns by calendar year, 1990 - 2018
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SOURCE: Analysis by ReSolve Asset Management. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. See footnote 3
for data sources.

We expect this choppiness to dissipate, clear
trends to re-emerge, and for global leadership
to shift away from the past decade’s clear leader
– U.S. equities. Nimble, diversified and adaptive
strategies are best positioned to harness the next
bull market, in whatever asset or region it may be.

Figure 5: Evolution of portfolio exposures for ReSolve Tactical
Equity strategy, calendar 2018.
100%

75%
Percent Exposure

As investors prepare their portfolios to navigate
the murky waters that lie ahead, it is important
to remember the exceptional circumstances
seen in global markets during the last 10 years.
With monetary policy normalizing in the US and
beyond, markets may once again be allowed to
function on their own.
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SOURCE: Solve Asset Management. For illustrative purposes only.
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TACTICAL EQUITY PERFORMANCE DISCUSSION
Our Tactical Equity strategy stood out this year with
relatively attractive growth of 5.7 percent. Figure 5
describes how portfolio exposure evolved through the
year in response to market conditions. The strategy
captured returns from equities through the end of July,
when there was a partial transition into Treasury bonds.
The strategy moved to a 50/50 mix of US stocks and
Treasuries in early September, and finally transitioned
fully into Treasuries in mid-November. Thus is avoided
the December drop in stocks while capturing the
upswing in Treasuries.

Figure 1 quantifies each market’s positive and/or
negative contributions to strategy returns this year.
You’ll note that our strategies were punished by losses
in stocks during the sharpe reversal in February, and
sideswiped by commodities in October and November.
On the other hand, a rotation into Treasury bonds toward
the end of the year across all of our strategies allowed
us to capitalize on the flight to safety during December’s
equity crash.

CRAFTSMANSHIP ATTRIBUTION
While ReSolve’s Risk Parity and Adaptive Asset Allocation
strategies rely primarily on diversification across global
markets and exposure to trend and momentum signals,
we’ve taken great care to add other elements to our
strategies to improve short- and long-term outcomes.
These craftsmanship decisions can have surprisingly
large impacts from year to year, and 2018 was no
exception.
Our craftsmanship decisions are rooted in the belief
that there are many equally valid ways to combine
diversification with trend/momentum to create portfolios.
In particular there are opportunities for diversification
in the way that we define trend and momentum
signals; optimize portfolios; and rebalance. Any
single specification based on a unique combination
of these strategy elements subjects investors to an
uncompensated source of idiosyncratic risk, which we
call “specification risk”. The goal is to accept exposure
to the inherent risks from markets and the “style” signals
that we target to generate strong risk-adjusted returns,
while minimizing exposure to the types of model risks
that are not compensated by markets.

9

In Figure 6 we’ve reduced our Adaptive Asset Allocation
strategy into its constituent sub-strategies based on the
different optimizations that we use to construct portfolios.
Each optimization based sub-strategy aggregates a
large number of even more basic sub-strategies based
on different combinations of lookback periods, trend
definitions, and transforms.
For example one sub-strategy may use an average of 31,
97, 144 and 199 day lookbacks where traditional timeseries momentum is transformed into a binary signal.
Another sub-strategy may use an average of 17, 40, 127
and 161 day lookbacks where risk-adjusted time-series
momentum is transformed into ranks. The lookbacks
are sampled from a set that maximizes the potential for
diversification across lookback horizons based on our
analytical understanding of the correlation structure
between different trend specifications.
As such, each of the sub-strategies in Figure 6 is itself
an aggregation of thousands of samples of lower-order
sub-strategies as described above. We’ve emphasised
the “Model Blend” series to show how an equal-weight
blend of all of the sub-strategies performed as an
illustration of how portfolios are formed in practice.
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Figure 6: Growth trajectory for Adaptive Asset Allocation sub-strategies, 2017-2018. Simulated results. For illustrative purposes
only.
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SOURCE: ReSolve Asset Management. Simulated results, please see disclaimer. For illustrative purposes only.

We use eight methods to form long-only constrained
optimal portfolios based on a sample of trend/
momentum signals and covariance estimates. One
method is to find the maximum Sharpe ratio portfolio.
We also seek the equal-weight constrained maximum
Sharpe ratio portfolio. And we form portfolios by finding
mean-variance optimal portfolios at a given target level
of volatility. In addition, we run Black-Litterman versions
of these optimizations, which take the risk parity portfolio
as the unbiased prior. We also run a few heuristic
optimizations, such as one that finds the minimum
variance portfolio of assets that rank in the top half by
momentum/trend score.
In the end, we blend all of these sub-sub-strategies and
sub-strategies together to take maximum advantage of
the opportunity for diversification across these methods.
The result is a much more stable and consistent portfolio
than what is produced by any single method on its own.

10

This reduces portfolio turnover and also reduces the
potential for our results to be negatively impacted by the
choice of a single unlucky model specification.
Once we have aggregated all of our sub-strategies to
form our final optimal portfolio, we still have decisions
to make. For example, what is the optimal rebalance
frequency?
Our research has found that, after accounting for
transaction costs, strategies that are rebalanced at daily,
weekly, bi-weekly, tri-weekly and monthly frequency all
have statistically indistinguishable performance over the
long-term. As a result, we run a large number of strategies
in parallel, where each is rebalanced at a different
frequency, and on a different day. So for example we run
ten bi-weekly strategies, where one bi-weekly portfolio
is rebalanced on each of the ten days of the cycle. We
want equal exposure to strategies at each frequency,
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which means that the daily strategy has a weight of
20 units in the final portfolio; each weekly strategy has
weight of 20/5=4 units; each bi-weekly strategy have a
weight of 20/10=2 units; each tri-weekly strategy has a
weight of 20/15=1.33 units; and each monthly strategy
has a weight of 20/20=1 unit.
The portfolios that are rebalanced on different
combinations of days and frequencies are all averaged
together to recover the final optimal weights each day.
We call this “Time Diversification”. From Figure 7 it’s
clear that this process accumulated a non-trivial benefit
in 2017-2018.
While the process described above renders a unique
optimal portfolio every day, it may not make sense to

trade the portfolio every day. During stable market
regimes the changes in portfolio weights from day to
day are mostly noise, and trading on noise generates
transaction costs with no expectation of return.
For some mandates (not those that we trade bi-weekly),
we employ a trade management process to identify
when changes to the portfolio are sufficient to trigger
a rebalance. Specifically, we calculate the Euclidean
distance between the risk contributions of the current
portfolio and the risk contributions of the new optimal
portfolio, and trade only when this distance exceeds
a significant threshold. We can tailor this threshold to
achieve an expected long-term level of turnover, and
we can also introduce constraints on total changes in
portfolio weights to ensure turnover does not exceed a
certain maximum threshold in a given year for certain
platforms.

Figure 7: Growth trajectory for Adaptive Asset Allocation blended strategies with volatility targets and trade filtering, 2017-2018.
Simulated results. For illustrative purposes only.
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SOURCE: ReSolve Asset Management. Mandates with volatility targets assume borrowing at the 3-month Treasury rate. Simulated results, please see
disclaimer. For illustrative purposes only.
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Once all of the sub-strategies and time-based strategies
are blended together we scale portfolio exposure to a
target volatility. This step involves estimating portfolio
volatility, which is actually quite involved. We average
two covariance matrices where one is estimated from
near-term daily returns and the other is constructed by
“shocking” a longer term covariance matrix to simulate
how it might look in the event of an acute crisis. We
weight our two estimates according to a measure of
current risk concentration, proxied by a measure called
the “absorption ratio”.

In summary, at ReSolve we have made a rather substantial
investment in time and resources to maximize exposure
to the features of our strategies for which we expect to
be rewarded, while minimizing those dimensions that
create idiosyncratic risk with no expected return. We like
to think of these steps as adding Craftsmanship Alpha
for our investors. It’s gratifying to note in Figure 7 that
each diversification step within the process - strategy
diversification, time diversification, and trade filtering delivered incremental benefits over the past couple of
years.

For obvious reasons we expect portfolios that are
dynamically levered to achieve higher levels of volatility
to produce higher long-term returns at the expense of
higher short-term volatility. We certainly observed this
phenomenon in 2018. While the target 8%, 12% and
16% volatility strategies produced total returns of 10.2%,
14.7% and 18% over the past two years, respectively,
investors had to endure much larger drawdowns (-8.1%,
-18.2% and -25.8%) from the levered versions.

Again, the first line of both offense and defense at
ReSolve is diversification. The analysis above clearly
shows that diversification across regions, markets, and
asset classes all failed at once in 2018. From a classical
sense, there was really no place to hide.
In the next section we show why this failure of
diversification was not just isolated to traditional asset
classes. Alternative sources of return, that might be
expected to offer support when traditional markets are
suffering, also disappointed.

FACTOR FAILURE
Clients of ReSolve and those who have followed our
research for some time will know that we believe the
opportunity for diversification extends well beyond global
asset allocation. ReSolve seeks to harness returns from
several pervasive, persistent, and economically significant
sources of return - so-called “alternative premia” - that
are uncorrelated with major asset classes.
In this section, we explore how the most widely adopted
alternative premia strategies performed over the past
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few years, and contrast this performance against these
strategies’ long-term historical character. Sadly, the last
few years (and especially 2018) have proved challenging
for most alternative premia strategies.
We start with a review of some of the most widely accepted, persistent, pervasive and economically significant alternative premia, listed in Table 2. In the right column we provide a description of the market behaviour
that leads to each premium.
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the fact that assets that have gone up the most recently
often continue producing outsized returns over the
subsequent few months, and vice versa.

Table 2: Widely recognized alternative premia.
Value

The tendency for relatively cheap assets to
outperform relatively expensive ones.

Momentum

The tendency for an asset's recent relative
performance to continue in the near future.

Defensive

The tendency for lower risk and higher-quality
assets to generate higher risk-adjusted returns.

Carry

The tendency for higher-yielding assets to
provide higher returns than lower-yielding assets.

Trend

The tendency for asset returns to persist in the
same direction.

An investor can seek to harness these effects by
purchasing assets with strong positive characteristics
while “shorting” assets with weak characteristics4. Thus
an investor can invest say $100,000 in the “long” leg and
$100,000 in the short leg in order to earn the difference
in performance between the two legs while having no
exposure to the market in general.

SOURCE: ReSolve Asset Management. For illustrative purposes only.

For example, the “Value” premium is premised on the
observation that “cheap” assets - for example, stocks
that have a high ratio of earnings or book value to
price - tend to outperform stocks with the opposite
characteristics. The “Momentum” premium is based on

Note that these alternative premia can be harvested at
the level of individual stocks or bonds, and also at the
market level where an investor might be long S&P 500
futures and short German DAX futures, for example.
With minor implementation adjustments the premia have
historically been effective in both domains.

Figure 9: Simulated returns for alternative premia since inception, scaled to 10% ex post volatility.
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SOURCE: ReSolve Asset Management. Value and Momentum data from Asness, Moskowitz & Pedersen “Value and Momentum Everywhere” (2013).
Carry (dividend) equity factor is for U.S. only from Ken French database (long top decile value-weighted, short bottom decile value-weighted for stocks
in top 30% by market capitalization). Carry factor is from Koijen et al., “Carry” (2013). Defensive factor from Frazzini & Pedersen, “Betting Against Beta”
(2014). Equity trend data from “The Enduring Effect of Time-Series Momentum on Stock Returns over nearly 100-Years” by D’Souza et al. (2015). Multiasset trend data from Hurst, Ooi, and Pedersen, “A Century of Evidence on Trend-Following Investing” (2017).
4

Shorting involves either explicitly or implicitly “borrowing” an asset from someone, and then proceeding to sell that asset in the market. The investor
earns a return when the asset is purchased back at a lower price.
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While the alternative premia described above obviously
delivered compelling returns over the 30-60 years prior
to the Global Financial Crisis, the story has been much
different over the past decade or so. Figure 10 plots
the compound annualized performance for these same
strategies since 2008 and over the past five years. Note
that Diversified Trend - historically the most profitable

factor - has produced no growth this cycle. Perhaps the
most popular approach - “Value” investing, produced
negative returns. All other premia delivered marginal
negative returns with the exceptions of Defensive “Betting
Against Beta” and Diversified Carry, which produced
4.8% and 2.4% returns per year, respectively.

Figure 10: Simulated returns for alternative premia since the Global Financial Crisis, scaled to 10% ex post volatility since inception.
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SOURCE: ReSolve Asset Management. Value EP is sourced from Ken French portfolios formed on Earnings/Price ratio and is the compounded monthly
difference of log returns from decile 10 and decile 1. Momentum UMD is sourced from AQR. Defensive factor from Frazzini & Pedersen, “Betting
Against Beta” (2014). Diversified Carry factor is from Koijen et al., “Carry” (2013) and extended by ReSolve. Multi-asset trend data from Hurst, Ooi, and
Pedersen, “A Century of Evidence on Trend-Following Investing” (2017) until August 2017, extended with data from Moskowitz, Ooi and Pedersen,
“Time-Series Momentum”. Returns to the extended trend factor were adjusted downward by almost 8% annualized to target 11% annualized return over
the full sample, consistent with the long-term return after transaction costs but before fees cited in Table 1 from Hurst.

After a decade of low returns from alternative strategies
it’s natural to wonder whether the sources of these
premia have been arbitraged away. We are confident
that the underlying drivers of the most robust alternative
premia, such as the ones cited above, remain firmly in
place. Rather, they have been “short-circuited” in the
current cycle by exogenous forces, most notably the
regular interventions by global governments and central
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banks in an effort to use public markets as blunt tools
to achieve policy objectives. We expect these strategies
to revert to their longer-term character as central banks
continue to normalize their balance sheets.
When good strategies have undergone long periods
of underperformance it may not be unreasonable
to expect some reversion to the mean. After all, if
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alternative premia are truly based on indelible structural
or behavioural phenomena in markets that create
systematic opportunities, they should spend as much
time producing returns above their long-term mean as

they spend producing returns below the mean. From
this perspective, now might be a particularly prospective
time to add incremental exposure to strategies in which
we have the greatest long-term confidence.

Figure 11: Rolling 10-year simulated returns for alternative premia since inception, scaled to 10% ex post volatility.
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SOURCE: ReSolve Asset Management. Value EP is sourced from Ken French portfolios formed on Earnings/Price ratio and is the compounded monthly
difference of log returns from decile 10 and decile 1. Momentum UMD is sourced from AQR. Defensive factor from Frazzini & Pedersen, “Betting
Against Beta” (2014). Diversified Carry factor is from Koijen et al., “Carry” (2013) and extended by ReSolve. Multi-asset trend data from Hurst, Ooi, and
Pedersen, “A Century of Evidence on Trend-Following Investing” (2017) until August 2017, extended with data from Moskowitz, Ooi and Pedersen,
“Time-Series Momentum”. Returns to the extended trend factor were adjusted downward by almost 8% annualized to target 11% annualized return over
the full sample, consistent with the long-term return after transaction costs but before fees cited in Table 1 from Hurst.

In the years since the 2008 Global Financial Crisis we
have had countless conversations with investors who
expressed regret about not having the courage to add
capital to their accounts near the bottom of the market in
March 2009. I don’t mean investors wish they had timed
the bottom, but rather that they wish they had made
their regular contributions to retirement accounts, and/or
executed their annual rebalancing. Many conversations
have ended with investors claiming that they will not
make the same mistake again if the opportunity presents
itself.
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In Figure 11 we plot the rolling 10-year annualized returns
for our sample of representative alternative premia
strategies and U.S. stocks (emphasized in navy blue).
We’ve highlighted the major market bottoms for U.S.
stocks in August 1939, September 1974, and February
2009, and the current data point, with red circles. It’s
clear that these, with the exception of the current data
point, were spectacular times to allocate to U.S. equities.
Now look closely at the current distribution of rolling
10-year returns. Several of them have experienced their
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worst decade ever - analogous to the Great Depression
for stocks. Our question is this: do you want to allocate
capital to a strategy that is near the peak of its distribution
of 10-year returns, like U.S. equities right now? Or do
you want to invest in top strategies that may be forming
a generational trough, analogous to stocks in 2009? The
fact is that the most exciting strategies over the longterm - Trend, Value, Momentum, etc. - may be setting up
for one of their best periods ever over the next 10-years.
Now - what do you think is the best course of action?

It is precisely these conditions that have motivated us
to launch a diversified style premia strategy that we call
the Evolution Program. We are excited to leverage our
craftsmanship expertise to harvest these edges with
unprecedented efficiency across global futures markets
and in other prospective arenas.
If you are interested in securing an allocation to this
program please reach out. Note that due to regulatory
restrictions the program is currently only available to
Qualified Eligible Persons.

SUMMARY THOUGHTS
“Success is not final, failure is not fatal: it is the courage to continue that counts.”
- Winston Churchill
2018 was an anomalous year, as was 2017. The emotional roller-coaster endured by investors in virtually any strategy during these last two years is certainly a challenging experience, for all of us. Even for the most mindful and
grounded, experiencing a stellar year such as 2017 tends to increase our expectations for future gains, even if we
rationally know (and history shows us) that this was most likely a one-off. It’s just human nature. And when followed
by a uniquely difficult year, the pain is surely amplified.
Disentangling these exceptional market conditions from an investment process can help us understand, not only
these distinct outcomes, but more importantly the character of a strategy and what we can expect from it going
forward. Multi-Asset Momentum (and Trend) strategies, such as ReSolve’s Adaptive Asset Allocation and Risk Parity
can produce consistently positive returns in most market conditions because of their ability to adapt and transition to
asset classes that are most in favor, and away from those that are not. In the absence of stable trends and meaningful
dispersion across these asset classes, these strategies will struggle. If you add volatility spikes and policy shocks to
the mix, we get a year like 2018 (which is the real ‘kryptonite’ scenario for Multi-Asset Momentum).
As investors prepare their portfolios to navigate the murky waters that lie ahead, it is helpful to remember the exceptional circumstances seen in global markets during the last 10 years. With monetary policy normalizing in the US
and beyond, markets may once again be allowed to function on their own. Choppiness may cease, clear trends may
re-emerge, and global leadership may shift away from the past decade’s clear leader – U.S. equities. Nimble and
adaptive strategies could be ready to harness the next bull market, in whatever asset or region it may be.
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General Disclaimer
Confidential and proprietary information. The contents hereof may not be reproduced or disseminated without the express written permission of
Resolve Asset Management Inc. (“ReSolve”). ReSolve is registered as an investment fund manager in Ontario and Newfoundland and Labrador, and
as a portfolio manager and exempt market dealer in Ontario, Alberta, British Columbia and Newfoundland and Labrador. Additionally, ReSolve is an
SEC registered investment adviser. ReSolve is also registered with the Commodity Futures Trading Commission as a commodity trading advisor and
a Commodity Pool Operator. This registration is administered through the National Futures Association (“NFA”). Certain of ReSolve’s employees are
registered with the NFA as Principals and/or Associated Persons of ReSolve if necessary or appropriate to perform their responsibilities. ReSolve has
claimed an exemption under CFTC Rule 4.7 which exempts Resolve from certain part 4 requirements with respect to offerings to qualified eligible persons.
General information regarding returns. Performance data for any mandate presented reflects the performance of all accounts under that madate
managed ReSolve Asset Management Inc. Records that document and support this past performance are available upon request. Performance is
expressed net of applicable management fees. Indicated returns of one year or more are annualized. Results are based on fully discretionary portfolios
under management, including those portfolios no longer with the firm. Composite performance is presented gross of foreign withholding taxes on
dividends, interest income, and capital gains. Withholding taxes may vary according to the investor’s domicile. The returns of these composite’s
benchmark are calculated gross of withholding tax.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.
Forward-Looking Statements. From time to time, we make written or oral forward-looking statements within the meaning of certain securities laws,
including on this report, in filings with all securities regulators and in other communications. These statements include, but are not limited to, statements
we make about our operations, business lines, financial condition, risk management, priorities, targets, ongoing objectives, strategies and outlook.
Forward-looking statements are typically identified by the words ‘believe’, ‘expect’, ‘anticipate’, ‘intend’, ‘estimate’ and other similar expressions or
future or conditional verbs such as ‘will’, ‘should,’ ‘would’ and ‘could’. By their nature, these statements require us to make assumptions and are subject
to inherent risks and uncertainties that may be general or specific. A variety of factors, many of which are beyond our control, affect our operations,
performance and results and those of our business lines, and could cause actual results to differ materially from the expectations expressed in any of our
forward-looking statements. Readers should not place undue reliance on our forward-looking statements. We do not undertake to update any forwardlooking statement that is contained in this site or in other communications.
These materials do not purport to be exhaustive or to contain all the information that a prospective investor may desire in investigating any investment
opportunity. These materials are for preliminary discussion only and may not be relied upon for making any investment decision. Rather, prospective
investors should review the funds’ Offering Memorandums (the “OMs”) or ReSolve’s account opening documents, as applicable, and rely on their own
independent investigation of the funds or the accounts. In the event that any of the terms of this presentation are inconsistent with or contrary to the OMs
or account opening documents, the OMs and account opening documents shall prevail.
This presentation does not constitute an offer to sell or a solicitation of interest to purchase any securities or investment advisory services in any
jurisdiction in which such offer or solicitation is not authorized.
General information regarding hypothetical performance and simulated results. These results are based on simulated or hypothetical
performance results that have certain inherent limitations. Unlike the results in an actual performance record, these results do not represent actual
trading. Also, because these trades have not actually been executed, these results may have under- or over-compensated for the impact, if any, of certain
market factors, such as lack of liquidity. Simulated or hypothetical trading programs in general are also subject to the fact that they are designed with
the benefit of hindsight. No representation is being made that any account or fund managed by ReSolve will or is likely to achieve profits or losses similar
to those being shown. The results do not include other costs of managing a portfolio (such as custodial fees, legal, auditing, administrative or other
professional fees). The contents hereof has not been reviewed or audited by an independent accountant or other independent testing firm. More detailed
information regarding the manner in which the charts were calculated is available on request. Any actual fund or account that ReSolve manages will invest
in different economic conditions, during periods with different volatility and in different securities than those incorporated in the hypothetical performance
charts shown. There is no representation that any fund or account will perform as the hypothetical or other performance charts indicate.
© 2019 ReSolve Asset Management Inc. All rights reserved.

17

ReSolve Asset Management

