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Three of our  four asset exposures are in their middle (3rd) quintiles, with one 
(bonds) in 4th quintile.  In middling positions, there is no “contrarian” inference 
from over-confident bulls or bears, but individual assets do show historically 
significant differences from outcomes from “all other” quintiles; these differences 
should be heeded, albeit not with the confidence of reversals from extreme long 
or short exposures.  All data here are based on our revised and extended CTA 
data base.  
 
Current Exposure Summary: 
 

• Stocks.  Equity exposure (+.063, and 45th percentile) is not much 
changed from last week but down from last month.  Months of retreat from 
extreme long exposure continues gradually. 

 
• Bonds.  Fixed income exposure is up from last month, and approaching 

(but not yet quite) 80th percentile of over-done bullish position. 
  

• Currency.  Dollar exposure continues short…but still refuses to get over-
short.  Now at -.110 (revised basis) or 52nd percentile, no reason on these 
data to expect the dollar weakness is finished.  

 
• Commodity.   Aggregate commodity exposure is positive and holdiong 

(currently at 44th percentile).  Historical inference is generally positive, but 
not pressing.   

 
These four assets are elaborated graphically on pages 2-5, with full exposure 
paths and forward returns distributions.  NEW: Longer-term exposure paths on 
pages 7-8.  See End Notes, page 9, for explanatory context. 
 
Managed Futures hedge funds (CTAs) are aggressive competitors.  They go long and short; 
they use multiple asset classes; they rapidly adapt to emerging market trends.  CTA exposure 
tracking shows tactics and sentiment dynamics in these aggressive funds.  Our exposures 
model has been tracking fund strategies for more than fifteen years. 

 
Query or subscription:  Info@CarpenterAnalytix.com
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Equity Exposure Path 

 

 
 
 
Forward Return Distributions: Quintile #3 

 
Equity Inference 

 

Exposure is  in  3 r d  qu in t i le  (45 t h  
percent i le) ,  which is  unchanged 
quin t i le  f rom a week ago and 
month ago.   There is  a  c lear  
downward b ias in  the l ine graph 
above,  showing CTA funds are 
increas ing ly caut ious but  not  yet  
bear ish.   
 
F ive-year  h is tor ica l  outcomes f rom 
middle qu in t i le  exposure are 
s ign i f icant ly be low-average,  as in  
compar ison of  red and b lue re turn 
d is t r ibut ions a t  le f t  (1 .3% less than 
a l l  o ther  qu in t i les  over  1-month 
and 1.8% less over  three months) .    
 

Red  cu rves  i l l us t ra te  d i s t r i bu t i on  o f  pas t  equ i t y  
re tu rns  21  days  ( top )  and  63  days  (bo t tom)  fo rward  
f rom cur ren t  exposure  qu in t i l e .   B lue  cu rves  rep resen t  
re tu rns  f rom “o the r ”  qu in t i l es .   See  end  no tes  page  9 .  

Bottom Line:  Signi f icant  below -
average outcomes from Q3 is  
cause for  great  caut ion.  
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Fixed Income Exposure Path 

 

 
Forward Return Distributions: Quintile #4 

 
Bond Inference 

 

Bond exposure is  approaching 
top quint i le (current ly 75 t h  
percent i le) ,  wi th def in i te 
downside inference when that  
happens.  From present 4 t h  
quint i le,  1-month returns are 
above-average ( top curves),  but  
3-month returns are major ly 
below-average (bot tom curves).  

The 3-month di f ference is 
s igni f icant  at  .000; essent ia l ly  
zero chance these averages are 
th is d i f ferent  by chance).   

 
Red  cu rves  i l l us t ra te  d i s t r i bu t ion  o f  pas t  bond  re tu rns  
21  days  and  63  days  fo rward  f rom cur ren t  exposure  
qu in t i l e .   B lue  cu rves  show re tu rns  f rom “o the r ”  
qu in t i l es .   See  end  no tes ,  page  9 .  

Bottom Line: Market upside 
sti l l  somewhat l ikely for near-
term, but exposure too high to 
expect a lot,  or for long. 

Copyright© www.CarpenterAnalytix.com 2007. All rights reserved. 



 

 

 
 Carpenter Analyt ix 

 

 
HFA 4th Friday 

 

U.S. Dollar Exposure 
 

www.CarpenterAnalytix.com 

 
December 28, 2007 

Dollar Exposure Path 

 

 
Forward Return Distributions: Quintile #3 

 
Dollar Inference 
CTAs cont inue to hold net  short ,  
whi le yet  refusing to go deeply 
bear ish.   (See longer- term path 
on page 8.)   

The current  3 r d  quint i le posi t ion 
shows 1-month dol lar  index 
returns (-1.40%) s igni f icant ly 
below “al l  other”  quint i le 
outcomes; three-month outcomes 
(-4.14%) also severe and 
s igni f icant  at  .000 (no chance 
these di f ferences are random).   

Red  cu rves  i l l us t ra te  d i s t r i bu t i on  o f  pas t  do l l a r  
re tu rns  21  days  and  63  days  fo rward  f rom cur ren t  
exposure  qu in t i l e .   B lue  cu rves  show re tu rns  f rom 
“o the r ”  qu in t i l es .  S ign i f i cance  tes ts  d i f f e rence  in  
red  and  b lue  means .   See  end  no tes ,  page  9 .  

Bottom Line:  Further weakness 
still more likely than 
recovery…while we keep watching 
for exposure change. 
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Commodity Exposure Path 

 

 
 
 Forward Return Distributions: Quintile #3 

 
Commodities Inference 

 

Aggregate commodity exposure 
remains posi t ive and “middl ing” 
(44 t h  percent i le)  re lat ive to i ts  
h istor ical  range.  Correct ions 
of ten ensue f rom exposure 
“spikes,”  as seen in the 5-year 
path above. No spike has 
occurred in the present t rend.  

One-month forward returns 
f rom 3r d  quint i le have averaged 
negat ive,  but  not  s igni f icant ly 
f rom al l  others.   Three-month 
forward returns (bot tom red 
distr ibut ion) are both posi t ive 
and above-average (and 
s igni f icant) .   

Red  cu rves  i l l us t ra te  d i s t r i bu t i on  o f  pas t  commod i t y  
i ndex  re tu rns  21  days  and  63  days  fo rward  f rom 
cur ren t  exposure  qu in t i l e .  B lue  cu rves  show re tu rns  
f rom “o the r ”  qu in t i l es .   See  end  no tes ,  page  9 .  

 
Bot tom L ine:  Exposure  pos i t ion  is  
const ruct ive  over  3 -month  span,  
but  not  compel l ing  for  very current  
out look .  
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Exposures Data Summary 
December 28, 2007  

Exposure Ranges 

 
 
Exposure Percentiles 

 
 

Thresholds of over-extension (with contrarian inference) are defined at 20th and 80th 
percentiles. 

Hedge Fund Analytix is posted every Friday.  HFA Weekly provides summary data 
and line charts.  Once a month, HFA Fourth Friday adds forward returns 
distributions, significance stats, and summary inference.   
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Longer-Term: Stock & Bond 
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Long-Term Equity Exposure Path 

 

CTA equity exposure was negative throughout the bear market of 2000 into 2003.  
Exposure turned predominantly positive in the bull market.  The range of “extreme” 
bullish or bearish sentiment must be considered relative to the era. 
 
Long-Term Fixed Income Exposure Path  

  
 
The LT bond exposure path turns sharply from extremes, usually with market turn 
coinciding.  Net bond exposure range is notably lower in past few years, suggesting 
boundaries of “extreme” sentiment best gauged focusing on nearby years.
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Longer-Term: Dollar & Commodity
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Long-Term Dollar Exposure Path  

 
 
Exposure range shifted downward ad the dollar approached its top in 2001, then finally 
remaining net short in 2002-03-04.  Shorts were clearly over-wrought at intermediate 
bottoms.  Recent bearish months are nowhere near those extremes. 
 
 
Long-Term Commodity Exposure Path  

 
 
Commodi ty exposure remains net  long a lmost  cont inuous ly.  Gauging shor t -s ide 
exposure ext remes is  d i f f icu l t  for  lack o f  sample base.   Long-s ide ext remes,  as in  the 
f ixed income path,  o f ten reverse sharp ly,  in i t ia t ing commodi ty pr ice re t reat .  
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Hedge Fund Analytix gauges strategy and sentiment in Managed Futures 
hedge funds.  High and rising exposures reflect bullish position; low and falling 
exposures reflect bearish position.  Extreme high or low exposures can imply 
over/under-confidence.  Overextension thresholds are set at 1st and 5th quintiles.  
Following are key HFA foundation structures and concepts. 
 
HFA 4th Friday presents monthly exposures analysis; HFA Weekly updates 
exposures other Fridays.  
 
Managed Futures (CTA) Funds.  Managed Futures funds represent a key element of the hedge 
fund universe.  They use long, short and hedged strategies; they shift freely among asset 
classes; they adapt quickly to market conditions. They are tactically agile and market-sensitive.  
Tracking CTA fund exposures provides insight into highly proactive professional sentiment.  
 
The XPO Exposures Model.  Exposures series are derived statistically in a kind of “reverse 
engineering” from daily return streams.  The analyses track aggregate hedge fund indexes 
relative to aggregate asset indexes; they do not represent individual funds or specific portfolio 
positions.  Exposures paths are non-scalar sensitivity factors, each interpreted in context of its 
own history.  Ebb and flow of exposure paths indicate direction of “index equivalent” positions and 
trends. 
 
Sentiment Metrics.  Exposures analysis speaks to “sentiment” mostly at extremes.  Extreme 
positions usually imply extreme sentiment, and extreme sentiment often precedes market 
change.  We use top and bottom quintiles (5th and 1st) as thresholds of “extreme” position, and 
also identify specific percentiles (0-100) of daily historical exposures. The XPO model can also 
reveal trend-chasing behavior (raising exposure as prices advance, or selling-off as prices fall), 
which can reflect unbalanced sentiment even when simple exposure levels may not be extreme. 
 
Forward Returns Distributions.  Market outcomes are inherently stochastic.  Hedge Fund 
Analytix embraces the uncertainty, giving implied market outlook as a distribution of returns, 
based on mean and dispersion of historical outcomes from a given state.  Dispersion of outcomes 
affects forward confidence.  Absolute outcomes are era-specific, so are less important than 
outcome differentials across exposure states.  
  
Statistical Significance.  Significance estimates here are based on difference-of-means tests 
between quintile outcomes and non-quintile outcomes on “longer” side of exposures distribution.  
Significance gives estimated probability that an observed difference could arise merely due to 
chance variation (under given set of findings).  Smaller values mean higher significance.  
Thresholds of .10, .05, .01 are common for confident inference. 
 

Query or subscription:  Info@CarpenterAnalytix.com
 

Past  re turns  g ive  no  assurance  o f  fu ture  per formance .  
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