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After a number of years at some of Wall Street’s 
largest hedge funds, Rao found himself at a cross 
roads in late 2009. Wall Street was reducing risk 
exposure as well as the number of traders it 
employed. His options were to fi nd a non-trad-
ing position on Wall Street, or take a chance and 
launch his own trading fi rm. 

Rao came to the conclusion that his background, 
while more common in the equity quantitative 
world of Wall Street, would be more unique and 
competitive in the CTA industry.

“You need to take risk to create value. A once 
in a life time crisis also means a once in a life time 
opportunity,” Rao says.

Born in China, Rao focused on mathematics 
and statistics from his early teens, winning prizes 
in Physics competitions. After graduating in 
electronic engineering from Tsinghua University, 
Beijing, in 1997, Rao went on to gain a PhD in Engi-
neering Sciences and an MSc in computer science 
from Harvard University.

His career in fi nance started at Ellington 
Management in 2005, where he worked as a 
quant analyst for 18 months on various mortgage 
prepayment models, before fi nding his way to 
Steven Cohen’s SAC Capital in 2006. From 2006 to 
2008, he was a global macro trader at SAC, taking 
positions in futures and OTC products, including 
short-term options on the S&P500. 

Before the global macro group was disbanded in 
late 2008, he was managing a portfolio of around 
$100m. 

He joined Millennium Partners at the start 
of 2009 as a model developer in the statistical 
arbitrage group. But soon after joining the fi rm, he 
broke a collar bone playing football (soccer), and 
by the time he had recovered he found his seat had 
been fi lled by another programmer.

Considering his options, Rao carried out 
research across the universe of equity, bond and 
index futures markets. He found he would have 
the best competitive edge in the option strategies 
of the futures industry, where his background was 
more unique and the barriers to entry were lower.

Rao started doing modelling to fi nd the most 
ineffi cient part of the options curve, and came to 
the conclusion that the newly launched weekly 
E-mini options contracts would increase both his 
ability to control daily drawdowns, and have a bet-
ter Sharpe ratio through shorter holding periods.

Global Sigma was launched in November 2009, 
with just $250,000 from an alumni from Harvard 
Business School. 

Today, the fi rm is managing about $220m, 
around $170m in managed accounts, and $53m in 
the AGSF fund, which was launched in April 2013, 
trading pari-passu to the managed accounts.

Global Sigma deploys a discretionary, high 
turnover, mean reversion style approach to option 
premium capture, while using the underlying 
S&P500 futures contracts to hedge delta/gamma 
exposures when the portfolio begins to sustain 
losses of greater than -0.5% of NAV.

Rao’s strategy seeks to sell “over-priced” puts and 
calls that have strikes which are two standard devi-
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A mong options traders and specialist 
CTAs, Global Sigma has been the 
standout performer in recent years. 
The fi rm is on track to reach its 

fi ve-year anniversary in October, with a Sharpe 
ratio of over 6.5, an average annual return of 
18%, and assets under management of $220m.

The equity curve of its fl agship program, Global 
Sigma Plus, is an almost straight line upward at a 45 
degree angle, with 96% profi table months and with 
a worst monthly drawdown of 1.6% through August 
2014. 

And the fi rm has been able to maintain strong 
performance even though the option market 
environment in which it trades has worsened 
over the past few years. Contrary to the industry 
norm, performance has not degraded even though 
AuM has doubled over the past 12 months. And 
a planned Ucits product is set to broaden Global 
Sigma’s reach to European investors. 

The fi rm’s success is largely due to its single 
product focus: the weekly-expiry options contract 
on the S&P500 futures index.

Global Sigma was launched by Hanming Rao, 
its CIO, around same time the CME debuted the 
weekly expiry product in Q3 of 2009. 
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ations away from the current S&P 500 price. About 
95% of the time, the options sold expire worthless.

Due to the strategy’s short holding period, and 
the high weekly turnover, the portfolio doesn’t have 
significant short vega exposure. Its primary risk is 
short gamma exposure, which can be forecast and 
hedged 23 hours a day with S&P 500 futures.

And when hedging is required, it is typically only 
for a few days or less, since the options expire every 
Friday. This, explains Rao, is in contrast to the 
more popular short volatility, premium capture 
approach, where portfolios have longer holding 
periods using monthly expiry option contracts. 

These types of portfolios are exposed to signifi-
cant volatility risk, which is more difficult to model 
or forecast and even more challenging to hedge, 
he says.

Global Sigma’s largest daily drawdown in the 
past 18 months has been -1.5%. The largest in the 
past three years has been -2%. 

The average daily S&P 500 delta exposure of the 
portfolio has been -23% since January last year, and 
from inception in late 2009, at -13%. 

Since the S&P 500 index has moved significantly 
upward beginning in Q2 2009, a large amount of 
the portfolio’s hedging activity has been to hedge 
the short call exposures.

Some investors may raise eyebrows at Global 
Sigma’s almost perfect equity curve, and have 
some concerns over the volume of options traded 
close to the market. But over the past five years, its 
monthly losses have been scant. 

The program performed well during the flash 
crash month of May 2010, returning 3.0%. It 
lost -1.6% in August 2011, during the S&P credit 
downgrade of US debt, and -0.4% in July 2012, 
when the market surged after ECB president 
Mario Draghi announced the bank would defend 
the euro at all costs.

Global Sigma’s only other losing month, a -0.4% 
drop in July 2014, occurred during several mar-
ket shocks reacting to military conflicts between 
Ukraine and Russia. 

Yet during the two last days of the month, when 
the S&P 500 traded down more than 2% and VIX 

jumped up 27%, the portfolio finished slightly 
positive.

“The approach is looking to hit singles from 
day to day, and if the models and Hanming’s 
discretionary insight don’t sense any particular 
day offers an attractive risk/reward opportunity, 
the approach will pass on trading that day,” says 
Paul Eckel, a partner at Global Sigma, who began 
marketing for the firm four years ago through his 
capital raising firm Emerging Manager.

The “missed” profit opportunity is not signif-
icant, he says, as a statistically attractive trade 
should occur over the following few days.

“When compared to the typical option trading 
firm, Global Sigma’s strategy is definitely more of 
a high frequency approach,” explains Eckel, who 
adds that Global Sigma has become the most active 
trader of the E-mini S&P500 weekly expiry options 
within the CTA industry.

Some investors considering Global Sigma’s pro-
gram have questioned the capacity of the strategy 
as it approaches $250m in assets. But Rao points 
out that the capacity is largely defined by the ability 
to hedge the portfolio through the S&P500 futures, 
the largest contract in the industry.

He estimates the capacity of the program at 
around $500m in order to maintain a Sharpe ratio 
over five. 

“The performance and capacity is not tied to 
an arbitrage opportunity that could go away or 
an option valuation play,” Rao explains. “I would 
characterise our approach as a liquidity provider to 
those who need to buy put options to hedge their 
long stock exposures. And typically they are com-
fortable buying ‘over-priced’ options because if 
they expire at $0, they are expected to make much 
more from their long stock exposures.”

Eckel also notes that the approach is positively 
correlated to the VIX Index, and will be more 

profitable when the VIX rises above 15. But he adds 
that Rao has also been able to adjust to a new, lower 
VIX environment. Global Sigma has performed as 
well, or stronger than in the past, when the VIX was 
higher and assets were much lower, Eckel notes.

In June, Rao moved from Stamford to Boca 
Raton, Florida, to be closer to some of Global Sig-
ma’s investors – and for the better weather. 

The firm currently has five team members, 
including Rao and Eckel, and expects to make a 
further hire in operations later this year.

The Ucits fund, which is due to launch in late 
Q4 2014, has an initial soft target of $100m. And 
research is already underway for a further product 
launch being slated for early 2015. 
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The performance and capacity is 
not tied to an arbitrage opportunity 
that could go away or an option 
valuation play


