
Clinton Equity Strategies: Commentary Fourth Quarter 2016 and Looking Ahead 
 
Clinton Equity Strategies Master Fund LTD (“CES” or the “Fund”) declined 5.17% in December, almost 
entirely in the first seven trading days of the month. The portfolios for all four geographic regions 
declined correspondingly.  Among the alpha groups, fundamental factors performed the worst alongside 
a lesser decline in mean-reversion and momentum factors. December's loss added to the weakness of 
CES in Q4, with the Fund finishing the quarter down an estimated 11.41% and an estimated 11.81% for 
the year.1  Europe and North America accounted for approximately 80% and 20% of this quarter’s losses, 
while Asia and Latin America finished close to flat.  The estimated breakdowns of the quarterly losses 
among the alpha groups were about 70% for fundamental, 20% for reversion, and 10% for momentum 
factors, respectively.  This quarter largely drove our performance into the red for the year. 
 
The main driver of losses in Q4, especially in Europe, was a sharp, macro-driven “reflation rotation” in 
capital flows in global stocks that emerged shortly after Brexit, which was exacerbated by the outcome 
of the US presidential election.  The large magnitude of this rotation led cyclical European stocks to 
outperform defensive stocks by over 50 percentage points from late June to early December, a “greater 
than 6 standard deviation move” according to a Bank of America Merrill Lynch report.2  In the quant 
space, the Momentum and Quality factors tracked by Morgan Stanley each lost about 14% in Europe 
from the end of June to early December, while the Realized Volatility Risk factor advanced 22%.  
  
Even though the strategy underlying CES does not place explicit bets on market or sector direction or 
broad macro themes, the recent rotation still resulted in significant difficulties as the stock-specific 
alphas pursued by the  strategy (i.e., mean-reversion, momentum, fundamentals) were overwhelmed in 
this period by macro drivers (interest rate, infrastructure spending, and deregulation).  In particular, the 
macro drivers favored stocks that the models had considered riskier and fundamentally inferior based 
on market data, causing especially difficult conditions for the fundamental component of the strategy.  
It is worth noting that for the year 2016, our European portfolio was slightly positive on a gross return 
basis, while the North American portfolio was down.  However, the European portfolio fell in the final 
quarter of the year because of the severity of the impact of the macro rotation in stocks on the 
fundamental alpha factors.   
  
Another headwind for the strategy in Q4 was the anemic short-term mean-reversion exhibited by the 
equity markets.  The lack of mean-reversion was likely the result of the overall low level of volatility in a 
mostly macro-driven market, the former indicating a lower magnitude of price swings and the latter 
having the tendency to induce short-term momentum.  This lack of mean-reversion was global in Q4, 
and all of our four regions incurred losses from short-term mean reversion factors. 
  
Looking forward, we begin by recalling that the last time we experienced such a massive factor rotation 
was in 2009.  It is important to note that fundamentals ultimately did reassert themselves. We expect 
that this dynamic should occur again, as investors allocate capital based on information regarding the 
relative richness, cheapness of global equities and their future prospective performance.  Essentially, we 
expect the current market rotation to stabilize in the coming months as the effect of these multiple 

                                                           
1 Performance results are estimated and unaudited and reflect the reinvestment of dividends and other 
earnings, and are presented net of expenses, a 2% management fee and a 20% incentive fee.  The 
performance information contained above is not specific to any investor’s account and should not be 
relied upon as a statement of any investor’s return.     
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macro events of 2016 recede and the market digests the large return disparities of this recent 
period.  Given the technology built into our model, we expect our strategy to catch up and adapt to the 
changes and new trends in the market and to gradually return to its long-term effectiveness in finding 
and profiting from market dislocations. Moreover, we note that many major central banks are dialing 
back their stimulus and shifting to policies that are less accommodative.  Therefore, we expect investors 
to be more sensitive to risk shocks and the stock market to turn more volatile.  A higher level of volatility 
would likely lead to improved profitability for  our strategy, especially in North America where mean-
reversion plays a predominant role in the alpha generation, a factor which did contribute positively in 
the first half of 2016.  In summary, we are optimistic for the upcoming year. 
  
In closing, looking ahead to 2017, we also expect to reap benefits from our continuing research 
initiatives. We believe that our research effort is now stronger than at any prior point in the strategy’s 
history.  Both the size of our research team and the number of research projects have grown 
significantly as compared to just a few years ago. 
  
Research activities span what we think are the most important areas for maintaining the long-term 
competitive edge of the strategy.  These include exploring new data sources for alpha and risk 
applications, discovering new alpha signals, and enhancing existing alpha and risk models in part by 
using advanced statistical techniques such as machine learning.  We are closely monitoring and 
analyzing the performance of our strategies, identifying weaknesses in the current models and 
generating ideas for improvements that can lead to stronger long-term performance. 
 

IMPORTANT DISCLOSURES 
 
In general. This disclaimer applies to this document and the verbal or written comments of any person presenting 
it. This document, taken together with any such verbal or written comments, is referred to herein as the 
“Presentation.” The information contained in this Presentation is provided for informational purposes only, is not 
complete, and does not contain certain material information about the Clinton Equity Strategies Master Fund LTD 
(“CES” or the “Fund”), including important disclosures and risk factors associated with an investment in the 
Fund.  No representation or warranty is made concerning the completeness or accuracy of this information. To the 
extent that you rely on the Presentation in connection with an investment decision, you do so at your own risk.   
 
No offer to purchase or sell securities. This Presentation does not constitute an offer to sell, or the solicitation of 
an offer to buy, and may not be relied upon in connection with the purchase of any security, including an interest 
in or shares of any fund managed by Clinton Group, Inc. and its affiliates (collectively, “Clinton”).  Any such offer 
would only be made to qualified investors by means of the Fund’s formal offering documents (i.e., a confidential 
private placement memorandum, limited partnership agreement, and subscription document, the terms of which 
shall govern in all respects). 
 
No tax, legal, accounting or investment advice. The Presentation is provided for illustration and discussion 
purposes only and is not intended to provide, and should not be relied upon for, tax, legal, accounting or 
investment advice or as a recommendation to purchase or sell an interest in the Fund.  Before making any 
investment, you should thoroughly review the Fund’s confidential private placement memorandum and related 
documents with your financial and tax advisor to determine whether an investment in the Fund is suitable for you.  
 
Confidentiality. This Presentation is confidential and is the property of Clinton. It is intended only for the use of the 
person to whom it is given and may not be reproduced or redistributed in any form. By accepting or reading any 
portion of the Presentation, you agree that you will treat the Presentation confidentially.  Clinton expressly 
prohibits any redistribution of the Presentation without its prior written consent. The Presentation is not intended 



for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use is 
contrary to law, rule or regulation.  
 
Past performance. In all cases where historical performance is presented, please note that past performance is not 
a reliable indicator of future results and should not be relied upon as the basis for making an investment decision. 
 
Risk of loss. An investment in the Fund will be highly speculative, and there can be no assurance that the Fund’s 
investment objective will be achieved. Investors must be prepared to bear the risk of a total loss of their invested 
capital. 
 


