MELISSINOS
T R A D I N G

Our Role in
Your Portfolio.
by Michael Melissinos
Something’s gotta change. Today, many investors hold portfolios that are non-diversified and do not adapt to
changing market conditions. These portfolios fail miserably when an unexpected crisis or a lengthy bear market
occurs. Major setbacks, like the Financial Crisis and Dot-Com Bubble before it, put investors in a very weak financial
position - often at or around the time they plan to retire, buy a house, start a family, etc.
The traditional investing approach does not, by design, have a way to protect assets in downtrends or capitalize on
market opportunities outside of stocks, bonds and real estate. Not having an exit plan costs investors dearly in
2008 and 2000, and leaves the door open for serious losses in the future. No one knows when the next bear
market will come or how severe it will be, but that does not mean we cannot prepare for it now. In addition,
traditional investors routinely miss out on opportunities in other global markets such as commodities and
currencies. Today, they depend entirely on producing profits in the highly concentrated and correlated mix of stocks,
bonds and real estate.
To protect assets in an unpredictable world and capitalize on opportunities in all asset classes, I believe we must
incorporate an adaptive investing strategy into our portfolios; one that aligns with trends, diversifies and manages
risk. Melissinos Trading offers such a strategy.
In this paper, Michael Melissinos explains the role Melissinos Trading plays within the traditional portfolio; how it can
assist in increasing returns while lowering volatility and drawdowns.
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The Value of Power Hitters
For many investors, diversification fails when they need it most. During the Financial Crisis, traditional portfolios lose
about half of their value. More sophisticated investors try improving their strategies by allocating to hedge funds.
They believe hedge funds can at least protect some of their assets if and when a crisis occurs. This doesn’t work too
well as hedge funds prove to correlate highly with buy-and-hold strategies, especially during crises.
Every strategy has it’s weak points. The traditional buy-and-hold strategy does a poor job of managing risk since it
keeps losing positions on the books instead of cutting them quickly; in many cases, it even allocates more to them.
And the strategy fails to capitalize on opportunities in many global markets including commodities and currencies.
Melissinos Trading combats traditional portfolio weaknesses by:
1) Implementing an exit plan for each investment we make (we do not let small losses turn into big ones)
2) Expanding the portfolio to include markets in commodity, currency, interest rate and stock sectors
(why limit our ability to profit in only one or two markets?)
3) Proportionally adjusting allocations to market volatility (i.e. use the brakes when roads become
dangerous)

Clutch Performance
Melissinos Trading performs well when you need it to. Since our 2011 inception, on days the S&P 500 falls 2% or
more (28 days), we produce gains on 23 of those days for an average return of 0.99%. The positive returns do not
necessarily come from holding a short S&P 500 position, but from our completely different investing process
altogether. In fact, we only hold a short S&P 500 position on 5 of the days.

Avg. Return on Days the S&P 500 Loses 2% or More
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Non-Correlation
A baseball lineup of only slap hitters has trouble driving in runs since most of the hits are singles. It does not have
the ability to score the bulk of its runs on one or two swings. This is something that power hitters offer. Adding power
hitters to the lineup can improve the scoring efficiency of the lineup. A robust lineup includes hitters of all kinds –
slap hitters, power hitters, clutch hitters and those with high OBP. Each player has his/her own unique role.
Portfolios work the same way. Investing in highly correlated similarly performing assets can leave the portfolio
exposed in certain, and often critical, situations. Traditional buy-and-hold strategies typically suffer painful losses
during economic contractions and bear markets. Adding in a non-correlated performer like Melissinos Trading can
improve the traditional portfolio’s performance.
Melissinos Trading displays very little correlation with traditional assets, even hedge funds. The chart below displays
the correlation figures since January 2011.
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Notice our low correlation with other asset classes. This suggests that we are, in fact, doing something different
than the others. Further, this may suggest that we have a place in the “lineup” and can help out a traditional
portfolio.
In the next section, we show how adding Melissinos Trading to the traditional portfolio improves its overall
performance - increasing returns while lowering volatility and maximum loss.

The Results – Bringing Stability to Fragile Portfolios
Results speak for themselves. Since inception, Melissinos Trading shows it can increase returns while
simultaneously reducing volatility and drawdowns of traditional portfolios. As a stand-alone investment, and despite
launching during one of the worst market environments for trends in history, Melissinos holds its own against stocks
and bonds.
Over the next couple of pages, we conduct an exercise that shows how Melissinos positively influences the
performance of traditional portfolios.
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Increase Returns, Lower Volatility & Drawdowns
Before we start this exercise, let’s take a look at the stand-alone performance of traditional portfolio components of
stocks, bonds and Melissinos since 2011.

Performance Statistics: Jan 2011 thru Mar 2015
Stocks - S&P 500

Bonds - U.S. 10yr Tsy

Melissinos

CAGR

12.41%

1.80%

10.68%

Annual Volatility

11.34%

5.53%

16.63%

Max Loss

-17.04%

-9.20%

-22.71%

You may notice that Melissinos’s volatility and maximum loss both exceed stocks and bonds. You may ask yourself,
“How can adding a strategy with a higher volatility and maximum loss actually lower those of the traditional
portfolio?” We’ll get to this in a little bit but here’s a hint: non-correlation.
First, let’s see what happens when we combine stocks and bonds into the standard 60/40 portfolio (60% stocks,
40% bonds), rebalanced annually.
The 60/40 results look pretty good. At first blush, it appears that blending two asset classes with a fairly low
correlation to one another (-0.28, see page 3) creates a better performing product. Returns remain stable while the
maximum loss decreases to an amount lower than each component.
The real magic happens when we look at risk-adjusted performance. When adjusting the returns relative to risk
taken, performance drastically improves; that is, we get much more bang for our buck. Sharpe and MAR ratios
increase, on average, 187% and 487% respectively - well above each separate component.

Performance Statistics: Jan 2011 thru Mar 2015
Stocks - S&P 500

Bonds - U.S. 10yr Tsy

60/40

CAGR

12.41%

1.80%

8.56%

Annual Volatility

11.34%

5.53%

6.67%

Max Loss

-17.04%

-9.20%

-7.98%

Sharpe*

1.07

0.27

1.24

MAR Ratio^

0.72

0.19

1.07

Now, let’s see if a non-correlated asset like Melissinos can help improve these numbers. In the next exercise, we
allocate 25% to Melissinos and proportionally reduce the allocations to stocks and bonds.
* Assuming a risk-free rate of return (3-month LIBOR)
* Sharpe = (CAGR - Risk Free Rate) / Annual Volatility
^ MAR Ratio = CAGR / Maximum Loss
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The 60/40‘s risk-adjusted statistics easily exceed those of Melissinos’s, but that doesn’t matter too much. When
inserting a new strategy to a portfolio, the new strategy’s raw performance is not as important as its correlation to
the current group. In this case, Melissinos does not correlate highly with stocks (-0.20) or bonds (0.35), so it makes
for a good fit.
A portfolio with a 25% allocation to Melissinos increases returns and lowers volatility and maximum loss of the
60/40 portfolio. Also, Sharpe and MAR ratios increase 16% and 50%, respectfully. This experiment looks like a
success.

Performance Statistics: Jan 2011 thru Mar 2015
60/40

Melissinos

45/30/25

CAGR

8.56%

10.68%

9.11%

Annual Volatility

6.67%

16.63%

6.10%

Max Loss

-7.98%

-22.71%

-5.53%

Sharpe*

1.24

0.62

1.44

MAR Ratio

1.07

0.46

1.60

Below, we see how both portfolios perform over time. Notice the 45/30/25 mix underperforms the 60/40
throughout most of the run. This is due to Melissinos dragging down performance while it experiences a flat
performance period from 2011-2013. Then, in 2014, the story changes when Melissinos earns a return of ~38% =
lifting the 45/30/25 portfolio ahead.

Value of Hypothetical $1,000 Portfolios
60% Stocks / 40% Bonds vs. 45% Stocks / 30% Bonds / 25% Melissinos
Monthly Returns (Jan 2011 - Mar 2015) estimated.
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Bottom line: As a stand-alone investment, Melissinos performs fairly well. In fact, on an absolute return basis, it
beats both portfolios. But it does incur more volatility and suffer larger losses. When combining our unique investing
style into a traditional portfolio of stocks and bonds, performance improves across the board - returns increase
while volatility and losses decrease.
*Assuming a risk-free rate of return (3-month LIBOR)
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Reducing the Most Painful Losses
Losses always sting, but they especially hurt when we lose money at a time we need it most. Ask those who set their
sights on retiring or buying a house back in 2008-2009 or other previous bear markets.
Melissinos helps lessen the losses that occur during the most severe bear markets.

Maximum Loss - Portfolio Comparison
60% Stocks / 40% Bonds vs. 45% Stocks / 30% Bonds / 25% Melissinos
Monthly Returns (Jan 2011 - Mar 2015) estimated.
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The chart below shows how the BTOP 50, an index that highly correlates to Melissinos trading strategy, keeps losses
small since 1987. It does not have a single losing period of 15% or more, while the S&P 500 has five. The BTOP’s
worst drawdown is 13% versus the S&P 500’s 53%. Since January 1987, the BTOP’s CAGR is 8.41% versus the S&P
500’s at 7.89%.

Maximum Loss Comparison
Stocks (S&P 500) vs. Trend-Following (BTOP 50)
Monthly Returns (Jan 1987 - Mar 2015) estimated.
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Efficient Frontier - How Much to Allocate?
Continuing with this exercise, we now take a look at how portfolio performance changes when increasing the
allocation to Melissinos. The following charts illustrate the results.

Efficient Frontier - CAGR vs Max Loss
Monthly Returns (Jan 2011 - Mar 2015) estimated.
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Maximum Loss
The efficient frontier above shows how Melissinos reduces the maximum drawdown at different allocation levels. At
a 30% allocation, Melissinos helps the portfolio achieve its smallest maximum loss. Beyond this, the maximum loss
starts increasing. At a 50% allocation, the portfolio earns a full 1% CAGR higher than the 60/40 and does not suffer
any additional drawdown.

Efficient Frontier - CAGR vs Volatility
Monthly Returns (Jan 2011 - Mar 2015) estimated.
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Annual Volatility
The second efficient frontier illustrates how volatility changes when allocating different amounts to Melissinos. The
optimal allocation is 20% (Sharpe Ratio is highest). To achieve the same volatility as the 60/40, one needs to
allocate ~35% of their portfolio to Melissinos. At this amount, the new portfolio earns ~0.80% more per year.
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More Clutch than Hedge Funds
Since 2011, stocks and bonds do not experience extended bear markets. The next time they do, the need for a firm
like Melissinos may increase. Melissinos expects to serve traditional portfolios by protecting a portion of its assets
when crises and bear markets occur. It does this through diversification, aligning with trends and managing risk.
Hedge funds, on the other hand, fail to provide meaningful diversification when traditional portfolios need it. During
the last five major crises, hedge funds fail to protect assets much less produce any gains. Below, the chart
illustrates the performance of the S&P 500, two hedge fund indexes and the BTOP 50.

Performance During Major Equity Declines
30%
12%
-6%
-24%

S&P 500
CISDM Hedge Fund

-42%

CISDM L/S Equity
BTOP 50

-60%
Kuwait Invasion

LTCM

Dot-Com

9/11

Financial Crisis

Melissinos doesn’t exist during these events, but we believe the BTOP 50 represents a fair illustration of how
Melissinos likely would have performed. Note: correlation between the BTOP 50 and Melissinos comes is 60%.
Below, we can see how hedge funds consistently correlate to the S&P 500. On the other hand, Melissinos does not
display much correlation to the S&P 500 or hedge funds at all. This may suggest that Melissinos may be better at
out-hedging hedge funds during the next bear market.

12 Month Rolling Correlation to the S&P 500 Index
1
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0
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Barclay Hedge Fund Index
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To further prove that Melissinos does not classify as a hedge fund, below we show how little we correlate to popular
hedge fund strategies.

Correlation: Hedge Funds vs. Melissinos
Strategy

Correlation vs.
Melissinos

Convertible Arbitrage

-0.19

Distressed Securities

-0.25

Equity L/S

-0.18

Market Neutral

0.01

Event Driven

-0.24

Global Macro

0.23

Multi Strategy

-0.08

Emerging Mkts

-0.18

Fixed Income Arb

-0.17

To sum up, hedge funds regularly fail to protect capital when portfolios need it most. They do not diversify a
traditional portfolio very well, but appear to execute a similar strategy as the S&P 500. In order to achieve
meaningful diversification and protect against stock and bond market losses, one may consider looking at
incorporating non-correlated adaptive strategies like Melissinos into their portfolio.

Mel’s Role in Your Portfolio
Melissinos, as a stand-alone investment, offers a truly diversified and adaptive approach that cannot be found in
many other investments including hedge funds.
We can provide portfolios with reliable non-correlation. Our strategy improves upon traditional strategies by
expanding the portfolio to include all available markets (not just stocks and bonds), adapting to ever-changing
market trends and managing risk as volatility expands and contracts.
In conclusion, Melissinos can serve a portfolio by increasing its returns while lowering its volatility and losses.
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DISCLOSURE
Past performance is not necessarily indicative of future results. Alternative investments, including those
offered by Melissinos Trading, are speculative, involve substantial risk, and are not suitable for all investors.
Not an offer and confidential: This communication is provided for your internal use only. The information contained herein is
proprietary and confidential to Melissinos Trading, LLC (the “Adviser”) and may not be disclosed to third parties or duplicated or used
for any purpose other than the purpose for which it has been provided. Although the information provided herein has been obtained
from sources which the Adviser believes to be reliable, we do not guarantee its accuracy, and such information may be incomplete or
condensed. The information is subject to change without notice. This communication is for information purposes only and is not
intended as an offer or solicitation with respect to the purchase or sale of any security or of any fund the Adviser manages or offers.
Since we furnish all information as part of a general information service and without regard to your particular circumstances, the
Adviser shall not be liable for any damages arising out of any inaccuracy in the information. This document should not be the basis
of an investment decision. An Investment decision should be based on your customary and thorough due diligence procedures,
which should include, but not be limited to, a thorough review of all relevant term sheets and other offering documents as well as
consultation with legal, tax and regulatory experts. Any person subscribing for an investment must be able to bear the risks involved
and must meet the particular fund’s or account’s (each a “Fund” and, collectively, “Funds”) suitability requirements. Some or all
alternative investment programs may not be suitable for certain investors. No assurance can be given that any Fund will meet its
investment objectives or avoid losses. A discussion of some, but not all, of the risks associated with investing in the Funds can be
found in the Funds’ private placement memoranda, subscription agreement, limited partnership agreement, articles of association
or other offering documents as applicable (collectively the “Offering Documents”), among those risks, which we wish to call to your
attention, are the following: Future looking statements, Performance Date and strategy level performance reporting: The
information in this report is NOT intended to contain or express exposure recommendations, guidelines or limits applicable to a
Fund. The information in this report does not disclose or contemplate the hedging or exit strategies of the Funds. While investors
should understand and consider risks associated with position concentrations when making an investment decision, this report is
not intended to aid an investor in evaluating such risk. The terms set forth in the Offering Documents are controlling in all respects
should they conflict with any other term set forth in other marketing materials, and therefore, the Offering Documents must be
reviewed carefully before making an investment and periodically while an investment is maintained. Statements made in this release
include forward-looking statements. These statements, including those relating to future financial expectations, involve certain risks
and uncertainties that could cause actual results to differ materially from those in the forward-looking statements. Unless otherwise
indicated, Performance Data is presented unaudited and “net” of estimated management fees and other fund expenses (i.e. legal
and accounting and other expenses as disclosed in the relevant Fund’s Offering Documents”) and “net” of estimated performance
fees, which, when deducted, lower the reported rate of return. Due to the format of data available for the time periods indicated, net
returns are difficult to calculate precisely. Accordingly, the calculations have been made based on a number of assumptions.
Because of these limitations, the performance information should not be relied upon as a precise reporting of net performance, but
rather merely a general indication of past performance. The performance information presented herein may have been generated
during a period of extraordinary market volatility or relative stability in the particular sector. Accordingly, the performance is not
necessarily indicative of results that the Funds may achieve in the future. In addition, the foregoing results may be based or shown
on an annual basis, but results for individual months or quarters within each year may have been more favorable or less favorable
than the results for the entire period, as the case may be. If index information is included, it is merely to show the general trend in
the markets in the periods indicated and is not intended to imply that the portfolio was similar to the indices in either composition or
element of risk. This report may indicate that it contains hypothetical or actual performance of specific strategies employed by The
Adviser, such strategies may comprise only a portion of any specific Fund’s portfolio (or none at all), and, therefore, the reported
strategy level performance may not correspond to the performance of any Fund (or investor) for the reported time period.
HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. NO
REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE
SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE
ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM.
ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT
OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL TRADING
RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO
WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF TRADING LOSSES ARE MATERIAL POINTS
WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE
MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY ACCOUNTED
FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL
TRADING RESULTS.”

