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Aspect Capital, Man AHL and Winton are doubling down on machine
learning and other quant efforts, but don't expect the three UK. hedge
fund rivals to short human brain power. By Bailey McCann

WHEN PANIC STRUCK THE CHI-
‘ nese stock market last August,

Man AHL wasn’t caught flat-
footed. The London-based systematic
trading firm avoided losses duringthe
sell-offthankstoamachinelearning
algorithmthat analyzed its positions
and reacted faster than traders could
tothe spikeinvolatility. “Machine
learning helpsustospot patternsthat
humanscan’teasily spotor couldn’t
spotatallinthe sheeramountofdata
beingcreated today,” says Sandy Rat-
tray, CEO of $19 billion Man AHL.

The firmbeganitslifein1987 as
commodity tradingadviser AHL, the
quantitative investing pioneer founded
by Michael Adam, David Hardingand
Martin Lueckthatspawned Aspect Cap-
italand Winton Capital Group. Almost
30vyearslater, the threerival hedge fund
playersare investing heavily in machine

learningand datascience asthey seekto
capitalize on renewed investor interest
inquantstrategies.

Last month Man AHL announced
thatitwould be expanding the scope of
its Oxford-Man Institute (OMI), aquan-
titative financejoint venture foundedin
2007 with the University of Oxford. OMI,
whichaimstocreateamachinelearning
and dataanalytics hub at Oxford, will
alsojointhe university’s Department of
EngineeringScience in August.

The OMIexpansionispartofa
broader pushby Man AHL, a unit of
U.K. alternative-investment giant Man
Group, todevelop machinelearning
thatenablesbetter financial algorithms.
Thefirmtradesfour main strategies:
classicallong-term trend following, pro-
prietary trend following, multistrategy
andlong-only. Under Rattray’slead-
ership, Man AHL hasbeen developing

machinelearning-driven algorithms
forhalfadecade. Theresults of that
work have been filtering into select cli-
ent products over the past three years, in
some cases driving significant gains.

“Wehave spentalotoftimeon
machinelearning;itisthesingle biggest
areaof research spending for the firm,”
says Rattray, whojoined Man AHL in
2007 from Goldman Sachs Group, where
hewasamanagingdirector specializing
inquantitativetrading. “We arelooking
atpeople, data, hardware —it’snotjust
oneaspectthatisgoingtobringthis
alltogether.” Of Man AHL’s1,000-plus
staff, 130 focuson trading strategy;
many ofthem domachinelearning
research that supplements OMI’s work.

Machinelearning-based trading
algorithms operate much differently
thantheirrules-based counterparts. His-
torically, a portfolio manager would have
created an algorithmbased on afinan-
cialmodel ordatasetand fashioned rules
forhowitwould behave when trading.

With machinelearning, acomputer
siftsthrough billions of data points,
picking up patterns. Armed with this
knowledge, it learnstrading behaviors
suchasbuyingdipsorselling high over
time, based on what it has gleaned about
the market from past and present data.
Man AHL's algorithms work off vast data
setsthatinclude1.5trillion price ticks as
well asoptionsinformationand index
feeds. Billions of new priceticks canbe
addedtothesysteminasingleday.

The firm hasinvested in high-pow-
ered hardwareto processthisinforma-
tion. Buttradersand scientists must
know how the algorithms work and how
toavoid overfittingdatatoatrading
hypothesis, warns Anthony Ledford,
chiefscientistat OMI. “The important
thingtorealize with machinelearning
isthatyou havetounderstand both
the problem and thedata, and fitthem
together carefully,” Ledford explains.
“You always run therisk of overfitting.”

ManAHL'’sresearch effort comes
afterafew challenging years forthe firm,
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whose assetsstill haven’trecovered
totheir peak of $24 billion before the
2008-"09 financial crisis. Year-to-date
through April, the $4.6 billion Man AHL
Diversified Programme was down 0.34
percent,accordingto Atlanta-based
dataprovider eVestment. But system-
atictrend follower Aspect’s flagship,
$4.7billion Diversified Fund fell 4.8
percentinthesame period. At CTAWin-
ton, the $18.5 billion Winton Diversified
Fund (Luxembourg) and the $13.3 billion
Winton Futures Fund lost 2.85 percent
and 2.2 percent, respectively.

Aspectco-founderand CEO Anthony
Todd started hisLondon-based firmin
1997 withresearch directorand fellow
Oxford physicsgraduate Lueckafter
theyleft AHL, which Man had acquired
instages from1989t01994. “Investors
arecomingbackintostrategieslikeours
becausethere’snoyieldin fixed income
andtheywantadiversifieralongside equi-
ties,” Todd says. “We were well positioned
forthesell-offthatstarted attheend oflast
year.Our programsreacted dynamically.”

Aspect’strading programissevenin
one, operatingatarange of frequencies
by capturingtrends of between two
weeks and six months. Those different
frequencies matter in choppy condi-
tionslike the first quarter of2016. After
markets stabilized in late February, the
Aspectstrategies with the shortest-lived
positions fended off potential losses by
allowingthe firm to move quickly, Todd
says: “Weactually built up asmall short
positioninthedollarand wentlong
Brentcrude,” herecalls. Still, the Aspect
Diversified Fund was down 4.69 percent
inMarch, eVestment reports.

When it comesto quantitative
finance, Aspectoccupiesamiddle
ground, blending human intuition
andrigorousresearchtocreatetrading
programsthataren’tjustautonomous
algorithms. The medium-termtrend
follower keeps refining its models
through research and opportunistic
acquisitions, Todd says.

InMarch Aspectacquired $1.4 bil-
lion, Jersey, U.K.-based rival Auriel
Capital Management. Besidesboosting

total assetsto $6.3 billion, this takeover
gave Aspectaccesstoaunique currency
overlay forits trading programs.

Todd, whois onthelookout for other
small firmsto acquire, seeks intellectual
property that Aspect can use torefineits
fundswithroad-testedideas. The firm
isalsodelvingintoareaslike deeplearn-
ing — training neural network-based
algorithms for trading purposes —
examining new ways of sifting through
bigdataand beefingupitscloudinfra-
structuretoadd storage capacity and
processing powetr.

ButAspectishardlygoingallinon
artificial intelligence. “Our research
approach hasalwaysbeen hypothe-
sis-driven,” Todd says. “Of course we’re

“Machine learning helps
ustospot patterns that
humans can't easily spot
orcouldn'tspotatall.

SANDY RATTRAY
Man AHL

developingthese areas, but we are more
incremental. One of the draws of medi-
um-termtrend followingis thatit’sintui-
tive, sowewantto maintain thatbalance
between intuition and algorithms.”

David Hardingfounded London-head-
quartered Winton ayear afterdeparting
AHLin1996. Like Lueck he was always
more interested in research and
tradingthanbeing part of alarge insti-
tution. Today Wintonis also expanding
itsresearch capability;tothatend, the
$34.5Dbillion firm has opened a San Fran-
ciscodatascience centertotapSilicon
Valley talent.

Founderand CEO Harding, who
holdsaphysics degree from the Univer-
sity of Cambridge, sees a future in build-
ingproprietary datasets. Winton wants
top-shelfscientiststo help, hetold
Institutional Investor at May’s Milken

Institute Global Conference in Beverly
Hills, California.

Hardingistakingalittle fromcol-
umn A and from column B, matching up
computingand intellecttofind anew
way forward. With plansto grow Win-
ton’sSan Francisco team from six scien-
tiststoasmany as40, he’sopentoideas
whenitcomestobuildinginvestment
hypotheses and gatheringdata. The Bay
Areaoutpost will also house the North
Americanarm of Winton Ventures, a
new venture capital unitthatishunting
for data-drivenstart-ups. “We’re inter-
ested incompanies where really under-
standingwhat can beinferred from the
data— drawingvalid conclusions from
the data —isessential tothe success of
thebusiness,” Harding says.

ForJohn Moody, acomputational
finance expert who runs hisown CTA
firmin Portland, Oregon, the resurgent
popularity of quantitative tradingstrat-
egiesispartofabroadertrend. “People
havedifficulty thinking statistically;
theylet cognitive biasgetin the way,”
says the founder of $152 million JE
Moody & Co. “Theresearch suggests
thatbecause of this, it can be lessrisky to
let formulas dothe workwhen it comes
tomakinginvestmentdecisions.”

Aninvention like Google’sauton-
omouscar, whichlearnsasitdrives,
has made people more comfortable
withthatidea, Moody notes. Associety
becomes morerelianton machine
learningalgorithms for awide range of
decisions, Moody expectstheirusein
financetokeep growing —a potential
boon for quantshops.

Like Aspect’s Todd and Man AHL’s
Rattray, Hardingis philosophical
about how far computers cantake his
firm. “The development of machine
learning can betraced from the1950s
allthe way through totoday,” he says.
“Peopletalk aboutitlike algorithms
are goingtoruneverything, but these
arereallyincremental advancesthat
we’ve achieved. We will have to keep up
theworkinordertostay ahead, and tal-
ented people will alwaysbe at the helm
ofthatwork.” e

June 2016/ institutionalinvestor.com



