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A Fundamental Shift From Active To Passive

“I view the markets as fundamentally broken. Value is not a
consideration for most of the investment money that’s out there”

-David Einhorn, Greenlight Capital
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A Fundamental Shift From Active To Passive

Figure 1: Who Clears the Market for 1 pp of Index Fund Demand? Figure 2: Firm Demand vs. Index Fund Demand
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Strategic Regime Model

Regime Classification Based On The Principles Of Market Structure And Volatility
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Our Strategic Regime model was designed to exploit the dynamics of a market increasingly driven by mechanical flows.

By monitoring the interaction between the options market and systematic strategies, our models can anticipate shifts in
volatility that trigger large-scale buying or selling. This positions us to capitalize on the resulting trends, whether by aligning
with or countering these flows.

In a market that is increasingly inelastic and prone to outsized moves due to passive investing and liquidity constraints, our
approach leverages these exaggerated price shifts, providing a strong framework for consistent returns in today’s complex
environment.



Harnessing Market Structure: The Power Behind Our Regime Model

Our Strategic Regime Model leverages a
modern market structure increasingly
dominated by mechanical processes, where
algorithmic strategies, rather than
fundamentals or investor sentiment, drive
price movements.

Central to this structure is the options market,
where market makers, through delta hedging
and gamma exposure management, dictate
broader market volatility.

As they adjust positions to remain neutral,
they create the conditions to either amplify or
suppress volatility in the equities market.
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Any stock, options or futures symbols displayed are for illustrative purposes only and are not intended
to portray recommendations, or an invitation or inducement to trade a particular financial instrument or
to engage in an investment activity. There is a substantial risk of loss in trading futures and options.

Past performance is not indicative of future results.
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Harnessing Market Structure: The Power Behind Our Regime Model

Gamma Throttle
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Harnessing Market Structure: The Power Behind Our Regime Model

Density of SPX 1D Returns by Gamma Exposure
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Harnessing Market Structure: The Power Behind Our Regime Model

These changes in volatility, driven by the options
market, acts as a signal for systematic funds,

including volatility control, CTA strategies, and Systematic Positioning Index
risk parity funds, which respond reflexively by
adjusting their equity exposure. 5-

= Systematic Positioning Z-Score

These funds operate without regard for the
underlying fundamentals, focusing purely on
maintaining their risk targets.

The interaction between the options market and
these systematic strategies becomes even more
potent in today's market, where a significant
portion of trading is driven by passive investing.
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Harnessing Market Structure: The Power Behind Our Regime Model

3-Month Forward SPX Returns

... 1ier1 Alpha Systematic Positioning Index Vs. 3-Month Cumulative Forward SPX Returns
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Harnessing Market Structure: The Power Behind Our Regime Model

Implied Monthly 401(k] Flows Adjusted for Demographics
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Harnessing Market Structure: The Power Behind Our Regime Model

Target Date Fund US Equity Monthly Rebalancing
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