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1. The February Market Sell-Off and The Importance of 
Stress Tests



The Global Loose Monetary Policy of the Last Decade

Total assets of FED, ECB, BOJ and PBOC ~ $20tn, up ~ $2.7tn in 2017; FED started quantitative tightening (QT) in October
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Central Banks Interest Rates, in %

Federal Funds Target Rate - Upper Bound

ECB Main Refinancing Operations Announcement Rate

Bank of Japan Result Unsecured Overnight Call Rate

China 1 Year Benchmark Lending Rates
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Source: Bloomberg; computations made by Rubrics Asset Management Limited. The shaded areas represent US recessions.



The Global Economy since ó07 vs the Great Depression 

Developed markets growth since ô07 has been between the median post ô29 growth and the US post ô29 growth
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Maddison Project: http://www.ggdc.net/maddison/oriindex.htm, http://www.ggdc.net/maddison/maddison-project/home.htm; IMF, World Economic Outlook, October 2017; computations made by Rubrics 

Asset Management Limited.

Periph Dev Mkts: Sweden, Switzerland, Canada, Australia, Denmark, Norway, New Zealand; 20 ñnowò dev mkts: Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, 

Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, UK, Australia, Canada, Japan, N. Zealand; EMU stands for European Monetary Union. EMU ïPeriph: Greece, Portugal, Spain, Ireland, Italy; 

EMU ïOther: Netherlands, Belgium, France, Finland; EMU ïCentre: Austria, Germany.

http://www.nber.org/papers/w16334
http://www.ggdc.net/maddison/oriindex.htm
http://www.ggdc.net/maddison/maddison-project/home.htm


6

US QE

QE1 (MBS): Dec08 ïMar10

QE2 (Trsy): Nov10 ïJun11

QE3 (MBS, Trsy): Sep/Dec12 ïOct14

Spikes in excess reserves have coincided with FED asset purchases

The Majority of Reserves Created by QE Were Not Used by Banks

Sources: Bloomberg.

Sandy Batten, Senior Economist, Analysis of US Federal Reserve Balance Sheet/ Unwinding of QE, February 2018, Haver Analytics webinar.
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Trending a little bit higher recently
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Euro Area Loans to Households (advanced by 16 mths) vs Core Inflation

ECB EA MFI Loans to Households YoY SWDA (in %)

Euro Area Core Inflation (HICP) YoY NSA (in %, right axis)
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US - NY Fed Inflation Gauge (advanced by 16 months) vs Core Inflation

FRBNY Underlying Inflation Gauge Full Data Set Measure NSA (in %)

FRBNY Underlying Inflation Gauge Prices Only Measure (in %)

US CPI Urban Consumers Less Food & Energy YoY NSA (in %)

Core Inflation Has Been Tame

Sources: Bloomberg; computations made by Rubrics Asset Management Limited.

Julien Garran, 2000 Redux?, 8 January 2018, MacroStrategy Partnership.

The Silver Bullet, 2018: Irrational Complacency, 12 December 2017, Algebris Investments, https://www.algebris.com/2018-irrational-complacency/.

https://www.algebris.com/2018-irrational-complacency/


Markets Volatility, Economic Policy Uncertainty and Risky Assets

Recent exponential rally for the S&P. From VaR perspective not too be worried if you were long equity é Really?  

8

90

900

0

50

100

150

200

250

300

350

400

J
a

n
-9

0

J
a

n
-9

1

J
a

n
-9

2

J
a

n
-9

3

J
a

n
-9

4

J
a

n
-9

5

J
a

n
-9

6

J
a

n
-9

7

J
a

n
-9

8

J
a

n
-9

9

J
a

n
-0

0

J
a

n
-0

1

J
a

n
-0

2

J
a

n
-0

3

J
a

n
-0

4

J
a

n
-0

5

J
a

n
-0

6

J
a

n
-0

7

J
a

n
-0

8

J
a

n
-0

9

J
a

n
-1

0

J
a

n
-1

1

J
a

n
-1

2

J
a

n
-1

3

J
a

n
-1

4

J
a

n
-1

5

J
a

n
-1

6

J
a

n
-1

7

J
a

n
-1

8

Implied Volatility Across Markets vs Economic Uncertainty and S&P 500
(normalised to 100)

Equity

Treasury

FX

Commodity

Global Economic Policy Uncertainty

Average of Equity, Treasury, FX and Commodity

S&P 500 (log scale, right axis)

Source: Bloomberg; computations made by Rubrics Asset Management Limited. The shaded areas represent US recessions. Past performance is not a guide to future performance.



S&P Volatility on Bloomberg on the 1st of February

What happened in the vol sector and across systematic funds was so surprising?

9Source: Bloomberg; Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP.



Performance of Major CTAs

In the 6 days ending the 9th of February, the index was down 9% and suffered its worst MTD loss in history, -8.4%. Feb18: -6.3% 
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SG CTA Index 

SG CTA Index (normalised to 100)

Drawdown (in %, right axis)
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SG CTA Index 

Daily MTDs (in %)

Source: BarclaysHedge, the SG CTA Index (formerly Newedge CTA Index) is an equally-weighted average of the performance of major CTAs, 

https://www.barclayhedge.com/research/indices/calyon/; computations made by Rubrics Asset Management Limited. Past performance is not a guide to future performance.

https://www.barclayhedge.com/research/indices/calyon/


45 Day Ahead Projection for the S&P 500 from August 2017

At the end of August 2017 some downside risks was evident 

11

Probability
Åmarket rising: 37%
Åmarket falling: 63%

worst path: -13%

best path: +11%

Neuronôs platform: Projected Distribution of the S&P 500
agent-based-model (ABM) for the S&P 500

To generate these charts the agent-based model (ABM) is run forward many times. The way the ABM works 
is to simulate the trading behaviour of a lot of different market participants*

Å * Source: Neuronôs platform. Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP. Additional 

comments added by Rubrics Asset Management Limited.

Å Robert Hillman, Pension Funds and Risk Mitigation Crisis Protection or Crisis Propulsion?, December 2017, Neuron Advisers LLP. 

http://www.neuronadvisers.com/Documents/Pension%20Funds%20and%20Risk%20Mitigation.

All charts are for illustration purposes only. These charts represent examples of the type of analysis Neuron does to enhance understanding of, and expectations around, general model behaviour. The 

charts do not represent actual results and Neuron models may not behave like this in reality. It is important to note that there is huge variation in these estimates. This is provided for educational purposes 

to help convey the dynamic risk characteristics inherent in these sorts of strategies.

http://www.neuronadvisers.com/Documents/Pension Funds and Risk Mitigation


45 Day Ahead Projection for the S&P 500 from December 2017

At the end of December 2017 downside risks were more pronounced 

12

Probability
Åmarket rising: 22%
Åmarket falling: 78%

Actually the rally of the S&P 500 in 

January was right at the boundary 

of the modelôs forecast distribution

Neuronôs platform: Projected Distribution of the S&P 500
agent-based-model (ABM) for the S&P 500

To generate these charts the agent-based model (ABM) is run forward many times. The way the ABM works 
is to simulate the trading behaviour of a lot of different market participants*

Å * Source: Neuronôs platform. Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP. Additional 

comments added by Rubrics Asset Management Limited.

Å Robert Hillman, Pension Funds and Risk Mitigation Crisis Protection or Crisis Propulsion?, December 2017, Neuron Advisers LLP. 

http://www.neuronadvisers.com/Documents/Pension%20Funds%20and%20Risk%20Mitigation.

All charts are for illustration purposes only. These charts represent examples of the type of analysis Neuron does to enhance understanding of, and expectations around, general model behaviour. The 

charts do not represent actual results and Neuron models may not behave like this in reality. It is important to note that there is huge variation in these estimates. This is provided for educational purposes 

to help convey the dynamic risk characteristics inherent in these sorts of strategies.

http://www.neuronadvisers.com/Documents/Pension Funds and Risk Mitigation


45 Day Ahead Projection for the S&P 500 from February the 9th

As of February the 9th risks were already much more balanced 

13

Probability
Åmarket rising: 48%
Åmarket falling: 52%

Neuronôs platform: Projected Distribution of the S&P 500
agent-based-model (ABM) for the S&P 500

To generate these charts the agent-based model (ABM) is run forward many times. The way the ABM works 
is to simulate the trading behaviour of a lot of different market participants*

Å * Source: Neuronôs platform. Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP. Additional 

comments added by Rubrics Asset Management Limited.

Å Robert Hillman, Pension Funds and Risk Mitigation Crisis Protection or Crisis Propulsion?, December 2017, Neuron Advisers LLP. 

http://www.neuronadvisers.com/Documents/Pension%20Funds%20and%20Risk%20Mitigation.

All charts are for illustration purposes only. These charts represent examples of the type of analysis Neuron does to enhance understanding of, and expectations around, general model behaviour. The 

charts do not represent actual results and Neuron models may not behave like this in reality. It is important to note that there is huge variation in these estimates. This is provided for educational purposes 

to help convey the dynamic risk characteristics inherent in these sorts of strategies.

http://www.neuronadvisers.com/Documents/Pension Funds and Risk Mitigation


Dynamically Estimating óCrisis Alpha'

In early 2018 this indicator turned firmly negative, suggesting that CTAs were poorly positioned for an equity market correction

14

Neuronôs platform: Trend Equity Stress Test

Each day the trend following research model (CTA Proxy) is run forward through 6 stress scenarios - the 
worst 6 quarters for the S&P 500 since 2000. Below is the average return over the 6 scenarios*

Å * Source: Neuronôs platform. Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP.

Å Robert Hillman, How Reliable is Crisis Alpha? (March 2017), March 2017, Neuron Advisers LLP. http://www.neuronadvisers.com/Documents/How%20Reliable%20is%20Crisis%20Alpha.

All charts are for illustration purposes only. These charts represent examples of the type of analysis Neuron does to enhance understanding of, and expectations around, general model behaviour. The 

charts do not represent actual results and Neuron models may not behave like this in reality. It is important to note that there is huge variation in these estimates. This is provided for educational purposes 

to help convey the dynamic risk characteristics inherent in these sorts of strategies.

http://www.neuronadvisers.com/Documents/How Reliable is Crisis Alpha


February 2018 ïJust a Technical Correction? Not quite é

Quoting Robert Hillman of Neuron Advisers, a leading expert of systematic trading and modelling

Å ñWe saw highly engineered VIX products blow up, equity markets exhibit a sharp correction
possibly exacerbated by automated deleveraging and CTAs suffered sizable losses éò

Å ñThe leverage and rules contained in the growing set of volatility-linked products 
mean volatility could rise significantly in the event of a stressful event persisting éò

Å ñAs stock markets started falling é
any further rise in volatility would trigger the closure of a number of volatility ETFs ...ò

Å ñDespite the potential role of VIX ETFs in amplifying market stress é
VIX may well have risen to the February levels even in the absence of ETFs éò

Å ñé far more important has been the shift in expectations about rising rates,
growth expectations and fiscal policy developments é

Macro shifts likely lead to structurally higher volatility éò

15Source: Robert Hillman, February 2018 Research Notes ïA (predictable) CTA Disaster?, Monthly Research Notes ïFebruary 2018, Neuron Advisers LLP.



2. Two Main Macro Cycles: the FED Cycle and the 
Global USD Liquidity Impulse Cycle



Closing Output Gaps
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US - Unemployment Rate vs Employment Population Ratio

U-3 US Unemployment Rate (in %)

Current Short-term Natural Rate of Unemployment (in %)

US Employment Population Ratio (in %, right axis and inverted)

In particular in US and in Germany

Sources: Bloomberg; IMF, World Economic Outlook, October 2017; computations made by Rubrics Asset Management Limited. Chart on the left: 2017 and 2018 are estimated.



On the 2ndof February at 1.30pm in London é

é FED might be ñbehind the curveò in terms of inflation and could be forced to tighten faster than previously expected

18Source: Bloomberg.



One Month Later at 1.30pm in London é 

é FED might be ñbehind the curveò in terms of inflation and could be forced to tighten faster than previously expected

19

1.5

2.0

2.5

3.0

3.5

4.0

M
a

y
-0

7

S
e

p
-0

7

J
a

n
-0

8

M
a

y
-0

8

S
e

p
-0

8

J
a

n
-0

9

M
a

y
-0

9

S
e

p
-0

9

J
a

n
-1

0

M
a

y
-1

0

S
e

p
-1

0

J
a

n
-1

1

M
a

y
-1

1

S
e

p
-1

1

J
a

n
-1

2

M
a

y
-1

2

S
e

p
-1

2

J
a

n
-1

3

M
a

y
-1

3

S
e

p
-1

3

J
a

n
-1

4

M
a

y
-1

4

S
e

p
-1

4

J
a

n
-1

5

M
a

y
-1

5

S
e

p
-1

5

J
a

n
-1

6

M
a

y
-1

6

S
e

p
-1

6

J
a

n
-1

7

M
a

y
-1

7

S
e

p
-1

7

J
a

n
-1

8

US - Average Hourly Earnings, All Employees Total Private

YoY YoY, 3 months moving average

Source: Bloomberg and Thomson Reuters Datastream; computations made by Rubrics Asset Management Limited.



US Labor Productivity
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Currently not strong by historical standards

-4

-2

0

2

4

6

8

10

N
ov

-5
0

O
ct

-5
2

S
e

p-
5

4

A
u

g-
5

6

Ju
l-

5
8

Ju
n

-6
0

M
a

y-
62

A
p

r-
6

4

M
a

r-
6

6

F
e

b
-6

8

Ja
n

-7
0

D
ec

-7
1

N
ov

-7
3

O
ct

-7
5

S
e

p-
7

7

A
u

g-
7

9

Ju
l-

8
1

Ju
n

-8
3

M
a

y-
85

A
p

r-
8

7

M
a

r-
8

9

F
e

b
-9

1

Ja
n

-9
3

D
ec

-9
4

N
ov

-9
6

O
ct

-9
8

S
e

p-
0

0

A
u

g-
0

2

Ju
l-

0
4

Ju
n

-0
6

M
a

y-
08

A
p

r-
1

0

M
a

r-
1

2

F
e

b
-1

4

Ja
n

-1
6

US - Labor Productivity (Output Per Hour) - Business Sector

Labor Productivity (Output Per Hour) - Business Sector, YoY (in %)

No Productivity Growth

Source: Thomson Reuters Datastream; computations made by Rubrics Asset Management Limited.



Recent sell-off mainly in equity, less in credit, so far é 

21

Risky Assets vs Treasury Rates

Source: Bloomberg. Past performance is not a guide to future performance.


