
Overview of recent performance of Equity Statistical Arbitrage strategy and research being 

progressively implemented : 

Our approach has always been to evolve our models that have demonstrated strength for over 

ten years rather than dramatically change our direction due to current market dislocations. We 

continue putting the appropriate tools in place to attempt to capture alpha going forward in 

evolving markets.  

In Q4 2016, strategy returns suffered under a rare combination of several market phenomena: 

a sharp momentum reversal, a “reflation rally” that defied prevailing stock fundamentals, and a 

level of realized stock volatility that lingered around multi-years lows. Our understanding was 

that these phenomena contributed to generally poor performance in the quantitative equity 

space. 

In Q1 2017, these challenging market conditions seemed to be tempering. Technical signals 

regained some strength in January before flattening in February and March. On the 

fundamental side, we saw some late quarter movement of stocks trading more in line with their 

historical sensitivities, but geopolitical considerations still dampened the strength of this 

rebound. We ended the quarter essentially flat net of fees. The gross trading P&L was up 

slightly, with positive performances in North America, Europe, and Latin America. Asia was 

negative after poor returns in Japan in Jan and Feb. 

During the last two weeks of April into the first two weeks of May, fundamental signals 

degraded sharply, while short-term momentum dominated the technical environment, for 

example, the sell-off in US listed retail REITs. In the context of otherwise muted signal strength, 

single name surprises related to earnings and M&A activity have become more notable drains 

to the portfolio. Although we are only aware of one or so publicized liquidations, recent moves 

are typical of a larger market deleveraging or rotation, given the results of the French elections, 

and the potential scandals plaguing Trump in the US and Temer in Brazil.  

In summary, we maintain a steadfast commitment to research and development. We have 

been in the process of rolling out significant changes to our portfolio construction process. 

Back-tested results on these modifications look very promising. For example, we have 

implemented a form of error correction, based on differnces between model prediction and 

past observable data,  within the model to make better use of the predictive power of our 

signals. We have also been able to introduce a low-beta factor in the US and Europe, combined 

with a loosening of overall dollar neutrality but maintaining strict beta neutrality. Our research 

suggests that these two enhancements alone could have been the difference between the year 

we had and a positive 2016. Just as importantly, our research suggests these tools could have 



provided incremental returns over the length of our track record. We are implementing these 

changes in line with a reduction in leverage to help mitigate relative volatility going forward.  

We are in the process of completing the rollout of these above two changes throughout US and 

Europe. However, we expect there to be some time before the current positions more fully 

reflect the new portfolio construction mechanics. This is done to minimize operational risk and 

unnecessary trading costs.  

On the factor and data side, our research pipeline remains healthy in looking at new types of 

data that fit within our core competencies and pursuing additional techniques that help 

diversify our sources of alpha and countries where we can be active. Within the context of the 

overall portfolio, many countries continue to perform well, and we look towards this and the 

work we are in the process of rolling-out as indicators that the core models should return to 

more reliable performance. 
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