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What next for T-bonds?




Why performance may change with increases in equity

Do trading advisors run into
a dollar trading barrier?

On their way (0 managing millions of
dollars, commaedity trading advisors
(CTAs) sometimes seem to run into
barriers, psvchological or real, that
can dampen their rate of return.,
“There are no specifics, but it just
seems to happen,” one commodity
pool operator (CPO) says about ad-
visors whose performance is im-
pressive initially but then falls off
when they get into the big money,
Even CTAs agree there can be prob-
lemns dealing with a growing amount
of equity. But, as one put it, "A good
trader will find a way to compensaie,”
almost like a marathon runner would

Denver. Dealing with position limits,
liguidity, psychology, greed and ad-
ministrative ability all can be prob-
lems when the money piles up.
Speculative position limits (see ta-
ble) become a real problem in the ag-
ricultural area, where traders can
have a net position of 600 contracts
per commaodity ar most, A fairly ac-
tive manager who assigns one con-
tract per $25,000 under management
would hit limits on any of the grain
contracts when he has 515 million.
The CTA who specializes in agricul-
tural commodities is affected most as
his accounts grow. But widely diver-
sified managers, like William Dunn of
Dunn Commodities in Stuart, Fla_,
also can be affected when they hit
those limits and are forced to mrade
other contracts with higher limits.
“Dunn, who ma nages aboul $60 mil-
lion, quit accepting monev for his
standard 21-commodity fund in No-
vember 1984 because he had reached
the position limits for several agricul-
tural commodities. As a result, all
new money was put into a fund that
traded only currencies, precious met-
als, inlerest rates and stock indexes.
Other managers, like Tom Willis
and Robert Tenkins of Willis-Tenkins
Inc. in Chicago, manage about $60

By Ginger Szala, associate editor

overcome the 20-mile barrier.

Good track records, trading experi-
ence, limited drawdowns and ability
to adapt to new monev flows are
among areas CPOs look for first in
CTAs. But many look for how much
money CTAs manage, too. Some feel
size is a major factor to consider
when selecting & manager,

‘Greatest potential’

Kenneth Shewer of Kenmar in
Rego Park, N.Y., says his firm has
found that CTAs seem to have their
greatest potential when they manage
between $300,000 and 3 million. The

million and meet the same limits
problem. But to expand their trading
abilities, Willis says they trade more
soybean complex products and agri-
cultural options. In fact, Willis esti-
mates about 30% of their trade strat-
egies in the last two quarters have
included option buying.

Paul Tudor Jones of Tudor Invest-
ment Corp. in New York manages
about £50 million and finds he has
had to dilute client accounts in agri-
cultural contracts to accommaodare
new money. For example, instead of
putting two corn contracts in every
client account, there might be one.

No dramatic difference

Dunn notes there isn’t a dramatic
difference in performance hetween
his two funds. The average retumn for
the standard fund was 31.4%. In a
simulation of the newer fund, returns
were 24.3%. Bul it could pose a prob-
lem for other managers moving into
less Familiar areas.

In addition to speculative limit
problems in some commodities, li-
quidity may be a problem in others, 4
CTA may have to reduce trading in
certain commedities if his orders be-
come toolarge a force in a market not
liguid enough to handle sizable or-

next preatest profit potential is when
they have $3-310 million, There, he
says, they either drop back 10 $3 mil-
lion or move up to 520 million, Other
CPOs feel problems start at $30-3440
million under management.

S0, does this mean investors should
look for CTAs who manage smaller
amounts of money? Not necessarily
For instance, Millburn Partners (see
sidebar on page 44] manages 5400
million in commedity funds that have
some of the best lifetime records.

However, big meoney might deter
managers in several ways, says CPO
Patrick Hart of Hart-Bornhofl Inc. in

ders without substantial slippage
(the difference between order price
and fill price).

Most CTAs see the danger of becom-
ing too big a force in a marker,

A big manager could find himself"a
significant fraction, from 2% to 5% to
10%, of daily volume" some days,
Dunn says. "That’s not good, especially
when you're a trend follower and you
buy strength and sell weakness. (Your
enlrance into the market) could influ-
ence the market.”

Jones says slippape alone could et
profits at least 155 if orders aren't fed
into the ring carefully,

Aformer floor trader, Jones is savvy
about how the pit feeds off large or
ders, To counter this, he formed his
own network of brokers in each pit to
place his orders or have someone they
know place them, By having someone
trade only forhim, he believes he pre-
vents significant slippage,

For instance, he trades about 9,000
T-bond contracts per month. If he can
save one tick on cach trade through
his own broker, he saves more than $3
million a year

Time phasing is a commaon way big
managers feed orders to the pit to re-
duce slippage. Small numbers of or-
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ders will be fed into the pit every 10
minuies or so until the total position
iz established. It could take two hours
ar two days, Dunn says.

"Sometimes (the price changes that
take place) will be in your favor, and
sometimes they won't be,” he adds.

Orders for five to 10 contracts may
mean 50¢ slippage, but 200 orders at
once could mean 510, he says,

Mental barriers also can be a prob-
lem for managers who are intimi-
dated by significant sums of dollars,

"If we look in terms of raw dollars,
we'd all po hlank,” Willis says.

Instead, he trades and thinks in
terms of 100,000 units, buving single
contracts, not hundreds. This is easi-
ar to handle, especially with $60 mil-
lion under management, In addition,
he thinks percentages. Losing §1 mil-
lion in a day could take its toll on
anyone, he says. Buta 3% loss is much
easier to accepl.

Changing styles

CPOs also complain about a sort of
“bait and switch" with CTAs who
change trading styles to accommo-
date big money after the CPOs have
raized money by selling the CTAS
past performance. This new style may
not generate as large a return.

Even worse are CTAs who become
risk adverse once they manage big
money, several sources agres.

"Theres alwavs a templation Lo live
off the management fee,” says a CTA
who requested anonymity,

For example, if a CTA is managing
£100 million and has a 3% manage-
ment fee, hes assured of getting §3
million a year.

“They get shy,” Shewer says. " They
become more interested in preserva-
tion of capital than making profits”

But Eon Filler, attorney with Ved-
der, Price, Kaufman & Kammbholz in
Chicago, defends big money man-
agers who might take less risk as they
grow in eguity. When managers get
bigger and acquire larger clients, the
game changes, he says, Then its not
how much is won but how little is
lost. Several of his clients would
rather take a 20%-30% retuwrn each
vear with small drawdowns than a
009 gain with a roller-coaster man-
ager, he says.

Jones and Willis shrug off the aver-
sion to risk theory.

"People pay me to take risks,” Jones
says, and Willis agrees, guestioning
why people enter a commodities fund
if they don't want any risk.

Other CTAs, such as Dinesh Desai
of Desai & Co,, Mountain View, Calil
(see sidebar), stopped accepting addi-

44

"E-nemlmhu]lﬂu m'ﬂ:r I'n:l;nr: hinve ra |erz|:

Taking It to the limit

Anactive manager may rade ona Iilres conract par 525,000 under managemant. |f thix manager
Is diversified ifto currancies or amd-c |n.tIBxE|5, he can teds & aubstsntm ameuri of equity befora
belng Atfected:

sasnuo ® ECIDD I:pmhfbn limit) = S140 millllan

Hawewear, It the ma-‘mgar m&dl’ﬂ&ﬂ'ﬂn agncultura} mmmmﬂllas. ha mlghl rur Intor position limi
problems sgoner;

$2‘50¢U x qupmfnn Ilmlt} = $15 million
Selentad position Itmi‘tn

ot g 155  Position S (Number of contracts nat long or
- Contract [ limlt - ~short, &l mantha comblnad)
" Currencles (CME] Smspg i) :

 S&P 500 Stack index r,c_r.-lﬁi L
- MYSEStock ndek {NYEE) - 1 5000

CGHId(COMEX) o EEen (4,000 ross i spat month)
Sllver COMEX] —* - 8000 1, ﬁﬂnlnanfﬁnemnm}
_Thmds [CET e ‘II:IDDI:I . :

o T |[CMEJ S Bonn i (200 ins m-vhduﬁng |astthmam
i 431 :- L e et qflradlnﬂ EHdJrlnﬂla.stm'Kd 1rs.d’il1g1-
'D:rrfaa ICSCE) SRRt (750 in any one modth; 200 in epoi manth: duting
: i dafivery pericd)

'.SUQN{CSGE] A KA q-;numunwnm-:mm FEEHE

¢ Wheet. com, 5 ‘o B00 each {3I'I'II||II:II11:IIJ kjr each mﬂmodlnlj
; Esn?mmiﬂﬁ‘h e P R f
- Cruda qummax} S ﬁ.qn_::n-i' ; ,1 unmnspntrwntrﬂ
:L\‘ﬁﬂ.ﬂﬂ [I:-T-'IEp RS T R {WJ In spnt mun!h:l
: Lo Any mont

: S-numa Cmn'nd]tyﬁmxna 'I'ra.d“nn Gomm.-mn‘l

tional equity three vears ago.

"How much money does a man
need?” asks Desal, who now manages
about $40 million,

Of course, all managers have ups
and downs, reqardless of increased
equity problems. Some, who nor-
mally have had good records, might

After averaging 40% gains annually
over four years, Willis-Jenkins hit a
rough period in late 1985 and carly
1986. In March, however, the firms
funds bounced back with 30%: profits,

"The industry had us dead and bur-
ieed 2 few months ago,” Willis says. “1
mean, 1 could fecl the dirt on my

feel like Willis. chest!”
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