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Today, investors are faced with equity markets 
at all-time highs and trillions of dollars in 
fixed income generating negative yields. The 
expected return outlook for traditional asset 
classes is weak, and with volatility near all-
time lows, the likelihood of an uptick is high. 
Historically, global macro has held up well in 
these types of markets, in part, because of a 
long volatility bias and active hedging. Amid 
concerns about potentially unsteady and down 
markets, we believe two of the strategies 
employed by global macro managers are 
particularly worthy of consideration today: long 
volatility and tail risk.

What is Global Macro?
Global macro is an investment style that is very diverse: 
Managers have the flexibility to take long or short positions 
in any global market using any liquid financial instrument. 
These strategies can be highly opportunistic and have 
the potential to generate strong risk-adjusted returns in 
challenging markets.

Managing Downside Risk with  
Global Macro Strategies
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Designed to Behave Differently
Historical spikes in market volatility 
and major inflection points in central 
bank policy measures have shown us 
that correlations among asset classes are 
not stable. Indeed, during severe market 
dislocations, diversification benefits 
across asset classes can quickly evaporate 

as correlations spike. Historically, global 
macro has bucked this trend. For example, 
as illustrated in Display 1, correlations 
between global macro, as proxied by HFRI 
Macro (Total) Index, and U.S. equities 
actually decreased during the technology 
bubble and the credit crisis.

Looking across asset classes more broadly, 
global macro has historically exhibited 
relatively low correlation to bond markets 
as well as to other hedge fund strategies, 
particularly in crisis periods (Display 2).

DISPLAY 1
Historical Correlation Between Global Macro and U.S. Equities
HFRI Macro and S&P 500 12-month Rolling Correlation (01/1990 – 07/2019)
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Source: Bloomberg and Hedge Fund Research Inc.
Provided for illustrative purposes only. Past performance is not indicative of future results.

DISPLAY 2
Global Macro Has Exhibited Low Correlation to Other Strategies
January 2005 through July 2019
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Source: Hedge Fund Research Inc. for HFRI indexes; Bloomberg for all other indexes.
Provided for illustrative purposes only. Past performance is not indicative of future results. 
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Performance in Challenging Markets
On an absolute return basis, global 
macro has tended to hold up well during 
market crises (Display 3) as such market 
conditions often give rise to attractive 

trading opportunities on which global 
macro managers can potentially capitalize.

Indeed, certain global macro 
strategies are designed with the aim of 

outperforming in precisely these sorts of 
environments (Display 4). Among the 
most notable of these are dedicated long 
volatility and tail risk strategies.

DISPLAY 3
Global Macro Performance During Crisis Periods
January 1998 through July 2019
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Source: Hedge Fund Research Inc. for HFRI global: indexes; Bloomberg for all other global: indexes.
Provided for illustrative purposes only. Past performance is not indicative of future results.

DISPLAY 4
Illustrative Market Return Distribution
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Provided for illustrative purposes only.
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A Closer Look at Long  
Volatility Strategies
A closer look at the historical performance 
of long volatility and tail risk strategies 
reveals dramatic downside risk mitigating 
characteristics (Display 5).

Long volatility strategies have a high 
degree of exposure to, or a long bias to, 
the level of market volatility. They tend 
to exhibit positive correlation to market 
volatility and negative correlation to 
equities over most time horizons. In 
other words, they are designed to seek to 

deliver positive returns during periods 
of market turbulence. Historically, they 
have delivered.

“Tail risk” strategies comprise a subset of 
the long volatility universe that exhibits a 
high degree of convexity, a level of payout 
that is outsized in comparison to the 
change in an underlying variable, to large 
increases in market volatility or declines 
in equity prices. They are characterized by 
opportunistic and hedging positions that 
are intended to deliver positive returns 
during dramatic market declines. As shown 

in Display 5, they too have historically 
proven successful over time.

The Cost
Of course, no investment strategy is 
without risk or cost. Long volatility 
strategies tend to be structured with 
options and other insurance-like products. 
Options are highly liquid derivative 
instruments that allow investors to target 
very specific exposures—for instance, a 
specific commodity, currency or index— 
but the cost of holding them in benign 
markets is not insignificant (Display 6).

DISPLAY 5
Historical Down Capture Statistics
January 2008 through July 2019
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Provided for illustrative purposes only. Past performance is not indicative of future results.

DISPLAY 6
Return Payoff Histogram
Degrees of Losses
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Tail-risk strategies tend to be less costly to 
carry. Benefiting from greater convexity 
profiles, their potential payoffs can be 
considerably larger than long volatility 
exposures. However, those payoffs would 
only occur during more extreme market 
conditions.

While the potential benefits of these 
strategies are clear, it is important to 
determine the appropriate size of an 

allocation. Investors will want to be sure 
that the peace of mind and potential 
payoff provided by these strategies make 
sense in the context of associated costs 
and the portfolio’s overall target return 
and volatility level.

Conclusion
Over time, global macro has 
demonstrated its ability to perform 
differently from other asset classes and 

to weather difficult market conditions, 
making it, in our opinion, a valuable 
component of any well-diversified 
portfolio.1 In addition, we believe that 
long volatility strategies, including tail 
risk strategies, have the potential to 
reduce drawdowns in investor portfolios 
during volatility shocks and market 
downturns by seeking to generate positive 
returns amidst market dislocations.

1 Diversification does not eliminate the risk of loss.
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GLOSSARY
High Convexity: Positive return expectation (payoff profile) in crisis markets
Negative Carry: Negative returns during normal market
Sharpe Ratio: A measure of an investment’s return versus the risk required 
to achieve it
Theta Decay: A measure of the rate of decline in the value of an option 
because of the passage of time.
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There is no guarantee that any investment strategy will work under all 
market conditions, and each investor should evaluate their ability to invest 
for the long-term, especially during periods of downturn in the market. 
Prior to investing, investors should carefully review the strategy’s/product’s 
relevant offering document. There are important differences in how the 
strategy is carried out in each of the investment vehicles.
A separately managed account may not be suitable for all investors.
Separate accounts managed according to the Strategy include a number 
of securities and will not necessarily track the performance of any index. 
Please consider the investment objectives, risks and fees of the Strategy 
carefully before investing.
The views and opinions are those of the author or the investment team 
as of the date of preparation of this material and are subject to change at 
any time due to market or economic conditions and may not necessarily 
come to pass. Furthermore, the views will not be updated or otherwise 
revised to reflect information that subsequently becomes available or 
circumstances existing, or changes occurring, after the date of publication. 
The views expressed do not reflect the opinions of all investment teams 
at Morgan Stanley Investment Management (MSIM) or the views of the 
firm as a whole, and may not be reflected in all the strategies and products 
that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of the 
authors. These conclusions are speculative in nature, may not come to pass 
and are not intended to predict the future performance of any specific 
Morgan Stanley Investment Management product.
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness.
This communication is not a product of Morgan Stanley’s Research 
Department and should not be regarded as a research recommendation. 
The information contained herein has not been prepared in accordance with 
legal requirements designed to promote the independence of investment 
research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research.

This material is a general communication, which is not impartial and has been 
prepared solely for informational and educational purposes and does not 
constitute an offer or a recommendation to buy or sell any particular security 
or to adopt any specific investment strategy. All investments involve risks, 
including the possible loss of principal. The information herein has not been 
based on a consideration of any individual investor circumstances and is not 
investment advice, nor should it be construed in any way as tax, accounting, 
legal or regulatory advice. To that end, investors should seek independent 
legal and financial advice, including advice as to tax consequences, before 
making any investment decision.
Any index referred to herein is the intellectual property (including registered 
trademarks) of the applicable licensor. Any product based on an index is in 
no way sponsored, endorsed, sold or promoted by the applicable licensor 
and it shall not have any liability with respect thereto.
MSIM Ireland has not authorised financial intermediaries to use and to 
distribute this document, unless such use and distribution is made in 
accordance with applicable law and regulation. Additionally, financial 
intermediaries are required to satisfy themselves that the information in this 
document is suitable for any person to whom they provide this document 
in view of that person’s circumstances and purpose. MSIM Ireland shall not 
be liable for, and accepts no liability for, the use or misuse of this document 
by any such financial intermediary.
This document may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this document 
in another language, the English version shall prevail.
The whole or any part of this work may not be reproduced, copied or 
transmitted or any of its contents disclosed to third parties without MSIM 
Ireland’s express written consent.
Morgan Stanley Investment Management is the asset management division 
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All information contained herein is proprietary and is protected under 
copyright law.
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