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Manager Richmond Group Fund Co., Ltd.
Strategy Global Currency Program
Location Richmond, Virginia, USA

Assets Under Management

65 min Usd

Type 100% Systematic Quantitative

Style A mix of trend following, carry and mean reverting style
Instruments FX Spot or NDF

Currencies 30 currency pairs from majors to emerging markets

JW.: How long have you traded foreign
exchange and what first attracted you to this
industry? Tell us about your career evolution

R.M.: T executed my first trade while I was still
in college in the late 80% in the dollar yen and I
knew this industry was for me. I started reading
everything I could get my hands on and came to
understand the industry both from a trading and
research perspective. All in all, T have been trading
FX for over 22 years and founded Richmond
Groupin2001. Prior t02001, I traded proprietary
capital for a NYSE member firm, several private
institutional investors (futures and FX), and also
for my own company, Richmond Commodities
Corporation.

JW.: What do you particularly like about your
job?

RM.: The competition! The challenge. Each
day is different.

JW.: Is FX a unique market? In what trading
currencies is different than trading other financial
instruments?

RM.: Absolutely, sovereign currencies are
effectively a direct proxy of the financial health
and stability of a country (relative to other

countries). It is arguably the most liquid assct
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class out there as all other asset classes are priced
in a sovereign currency. If one wishes to invest in
a particular view or idea in a country, one must go
through the currency first to express that view. For
example, if one is bullish Asian tech stocks and
that will be the latest “macro” play then it will be
expressed through the money flows through that
particular currency first. I believe a currency play is
the most liquid way to invest in emerging markets
and arguably the easiest to liquidate when the
need arises.

JW.: When was Richmond Group bomn?
What ideas brought to its creation?

RM.: T launched Richmond Group Fund Co.
in2001 after spendinga good portion of my career
assessing the strengths and weaknesses of both
fundamental traders and systematic (quantitative)
traders. As a fundamental trader, I felt like I
could always out trade a model. What I learned
throughout my career is that although perhaps
one can out trade a model, is that it is incredibly
difficult to do this over an extended time period
across more than a few specific markets. The
allure of the quantitative process is that a system
can process a much broader array of markets. I
embrace an approach that brings discipline and

consistency to risk management and trading/
investing ideas..

JW.: How are you structured in terms of
headcount and offices/geographic distribution?

RM.: Our office, process and capabilities
are streamlined and efficient. This is due to
efficiencies in computing power and access to
data. Our headquarters / primary office is located
in Richmond, Virginia. We have several backup
locations on different power grids (including a
generator backup with a two month supply of
fuel). From aheadcount perspective we have astaff
of 10 professionals .In addition, we are assessing
the possibility of opening an office offshore as
well.

JW.: What are the key positions in an FX
Management company?

RM.: For us specifically, key positions include
trading, research, risk management, operations
and marketing.

JW.: Are you a regulated company and do
you keep and update procedure manuals, and a
compliance and risk management policy? How
time consuming, and how important, it is to
satisty regulation requirements on one side and
internal procedures on the other?



RM.: We are regulated by the National Futures
Association (NFA) and Commodity Futures
Trading Commission (CFTC) in the US. Our
offshorefundshavebeen regulatedby theBermuda
Monetary Authority as well as the Cayman
Authorities. We keep all of our various manuals up
to date, ranging from trading and compliance to
risk management and disaster recovery manuals.
We are subject to both regular and “on the spot”
audits. The largest time commitment is the initial
process of putting together any of these manuals
with regard to putting down the detail of what
we do every day into writing. The maintenance
process is minimal by comparison. Theimportant
aspect of such process is that it helps a firm and its
staff to align effective internal procedures with
external requirements. It makes us more efficient.
Regulations are typically in place for a very good
reasonand in other wordsthe procedure of putting
together a well thought out manual, strengthens
the internal process itself. As an example the
disaster recovery manual was unexpectedly used
and the process successfully put to the test carly in
life of the company and later profiled by the MFA
(Managed Futures Association) in October 2003.
We were also noted by the Securities Exchange
Commission in the US at a regulatory conference
as having one of the better protocols in the US
institutional advisor markets.

JW.:You are in charge of the currency program.
How would you describe your investment
strategy?

RM.: We are a quantitatively based strategy
that comprises pattern recognition concepts,
short term volatlity inputs and trend based
components. Our time horizon is of a short to
intermediate nature with an average holding
period in all sectors of approximately ten days
and under, depending on the program target.
The systems are designed to be uncorrelated to
traditional equity and fixed income investing
and slightdy less correlated to traditional long
term trend-following approaches and have no
directional biases.

JW.: How and when did you develop your
current FX management strategy?

RM.: I developed our core trading systems in
the mid to late 1990's. My goal was to develop a
systematic process that emulated a discretionary
trader, but to do so systematically. This was a
process that evolved throughout my career as a

proprietary trader and culminated in the core
models and concepts behind our FX strategies.

JW.: Risk, an exciting yet dangerous word.
How do you manage risk?

RM.: We have always been well-known for
the strength of our risk management process
ranging from operational risk and disaster recover
to trading and execution risk. I think that most
importantly in all aspects of risk, is that we look to
understand and mitigate risk in real-time.

As an example, from a trading perspective
specifically, we have a rigorous four-stage
process in place. In the first stage, position size
is controlled by risk and volatility. The second
stage balances risk in each market and sector as a
fixed percent of equity. The third stage is provided
by the responsiveness of the actual system exit
signal (“trailing stop”), which is dynamically
updated daily. And the fourth stage involves
the diversification of positions. A short-term
look-back period in the risk overlay contributes
significandly to its dynamic nature. Risk
management and diversification are a priority in
the trading approach since it is our opinion that
one will not know from which market the next
major price trend will occur. Our objective for the
risk management system is to expose the portfolio
to multiple potential market moves while keeping
overall risk to a minimum.

New position risk is limited to approximately
one quarter of one percent of the total account
equity under management. This stop-loss level,
however, cannot be guaranteed with absolute
certainty due to the potential for extreme market
movements and illiquidity but it does help
mitigate exogenous event risk by keeping our
leverage low compared to our peer group. Also, it
is possible that the risk management component
of the trading system may override the signals in
veryextreme and highlyvolatile market conditions
thus removing a potential profitable trade from
the portfolio. It is our opinion though, that this
approach has served it well in the past and will
continue do so in the future.

JW.: Whats an example of the kind of trade
you might have used back in the years but would
never repeat today, and what was the biggest value
from this learning process?

RM.: Our core trading models and systems
have been in place since I launched Richmond
Group in 2001. Over the years we have made
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selective research enhancements. Having said
this, our core trading models and systems are
incredibly robust. If market conditions now were
identical to 2001 and we were trading the same
markets, then for the most part, we would execute
the same trades.

JW.: Do you use a blend of strategy types for
diversification or one and only?

RM.: Our process is a unique one. We do
not rely on one model, nor do we use a blend of
models simultancously in the traditional sense of
letting them all just net each other our. We utilize
multiple systems in conjunction with a pattern
recognition overlay. The pattern recognition
process is a systematic/quantitative process
that ascertains and defines the current trading
conditions and matches it with the appropriate
proprietary model.

JW.: How do you think has your performance
been over time? What market conditions are
expected to have a positive and negative impact
onit?

RM.: We are pleased with our performance
throughout the years. Our Global Currency
Program annual rate-of-return is +7.54% not
including any interest and net after all fees. We
were up +18.48% in 2008 and we do a great job
of capturing directional opportunities when they
are available.

With regard to market conditions, markets that
have a positive impact on our performa.nce are
markets indicative of our current environment:
Trending markets, markets which become volatile
quickly and then sustain the new trend with
continued price movement. The ideal scenario for
us is entering trades just as the “long-term” trend
begins to appear and exiting trades rapidly during
“counter-trend” periods. In addition, we typically
have responsive trade “re-entries”

Weak markets for us are choppy, range bound
and decreasing volatility environments, but this is
where the diversity of our 30 currency pairs and a
lack of bias in the models really helps.

JW.: Do you trade all the currencies in a similar
manner?

RM.: Yes, we utlize the same core trading
models and we trade all currency pairs in our
portfolio in the same manner.

JW.: Can you give some recent examples of
where you have made a unique winning decision?

RM.: Sure, let’s show Russian Ruble analysis
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and trading. Macro environment: in the first half
of 2008, Russia enjoys revenues from multi-year
surge in energy prices. They plan their budget
accordingly with overly optimistic assumptions.
Russias financial problems were masked by
revenue projections. In addition, the trend
towards controlling the energy industry by the
government accelerated, reversing the more free
market stance that saw the Ruble appreciate
almost 40% against the USD form 2003 to mid
2008. Russia invades Georgia in summer of 08’
Global investing community loses confidence
in the Russian advances of 0308’ Investing
community realizes that Russias inward turn
towards controlling industries and  hostility
towards neighbors is for real. Ruble collapses,
along with oil prices, for the rest of 2008. Russia
loses over a third of its foreign currency reserves
in 2008 in a 3 month period, trying to defend the
capital flight.

Quantitative trading models for Richmond
pick up on momentum shift and volatility
expansion in early August of 08. Momentum and
volatility portions of the models “override” classic

carry models and long term trend components
to reposition the portfolio for potental “carry
unwind”. Richmond sells short Ruble as Georgia

the strongest performances in our portfolio of 30
currency pairs.

JW.: Do you believe in the superior trend
characteristics of less mature currencies, and do
you plan to add them to your studies and trading?
Or do relative lack of liquidity and wider dealing
spreads outweigh any potential gains from being
able to capture more inefficiencies?

RM.: Yes, as a firm we have long believed
that emerging markets have superior trend
characteristics relative to G-10 currencies. Our
Global Currency Program reflects our belief in
thedirectional opportunities available in emerging
markets; we trade 30 currency pairs around the
globe and are always assessing addition markets
for the appropriate level of liquidiy.

JW.: Do you think some of the less mature
currency pairs are viable for individual traders,
who don't have to worry as much about huge
liquidity? Would you suggest him to trade them?

RM.:Given the right process and approach,
emerging markets are available to both individual
traders and larger institutional traders like
Richmond Group. Thekeyisapproaching theless
mature currency markets with an appropriately
healthy time frame and a process that is responsive
to changes in liquidity.
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developing strategies
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our trading models
(these include entry

“crisis” develops due to technical signals. Balance
of August 08 saw trending components of
Richmond models confirm the carry unwind
and capital flight out of the Ruble. Richmond
multi model strategy subsequently maintains and
adds to short Ruble positions for the balance of
2008’ Short Ruble versus USD turns in one of
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and exit signals and
money management rules) can take as few as
several weeks all the way to a multi-year process in
order to get the right mix. We tend to be working
on multiple and varying concepts at the same
time. W assign some staff to specific research
targets, markets, or risk models, and others have a
general approach. Some ideas have to sit on the

shelf for a long period of time for our confidence
to build or to find the right ingredients.

If you actually break out the detail, we tend to
spend themosttimeon riskmanagementconcepts,
money management, and finding efficiencies
in our systems. While no less important, entry
and exit signals tend to be easier to identify due
to the inherent robustness of their nature. We
have found that solid risk management helps to
take the pressure off of identifying the “perfect”
entry or exit. We spend a lot of time asking the
question, “in what market condition does this
system or pattern work well in”> W then spend
time programming our models to identify the
better areas to deploy the various models.

JW.: How much time do you allocate to
further research and development of existing or
new trading strategies?

RM.: We have 10 people. Of those 10 people,
half focus on research, so we place a significant
level of importance to ongoing research aimed
at both the enhancement of existing strategies in
addition to the development of new strategies.
W also constantly ask the trading execution team
what they see so we can research their ideas.

JTW.: Doyou believe in ever-valid rules, or every
strategy loses its accuracy sooner or later? Have
you ever found strategies that come back into
phase after along time in negative?

RM.: A robust set of rules designed to perform
well under certain market conditions will
always perform well under those same market
conditions. I have found that designing systems
that can capture an outlier move to be less accurate
but more efficient in the long run. These would
identify and stay with directional and trend type
movement more so than others. The philosophy
of “market trend” would classify as an “ever-valid”
concept to build models around. I would agree
that specific parameters would come and go into
and out of favor. There is a subtle yet important
difference here in understanding why a model
is successful or not in a particular time period.
A robust model combined with patience and
discipline is a great recipe for success.

JW.: Do you agree that one way to react to the
ever-changing market is to adjust parameters? Do
you already use changing parameters based on
volatility measures or filters?

RM.: No, we do not chase parameters, so to
speak. Our focus from day one was to design a



robust set of trading systems and models intended
to stand the test of time. In fact, we specifically
designed our systems with a much greater
parameter tolerance so as to avoid feeling the need
to make constant adjustments. What I mean
by this is that if you change an input parameter
in a typical trading model by 10% or 15%, your
trading results will generally degrade markedly.
Our goal was to design a process and set of trading
models, such that if you change one of our inputs
by 50% or even 100%, then you do not impact
our trading results significantly. Risk management
and the overall market state is more important to
our thinking,

JW.: Do you favor any particular time frames
inyour strategies, or do you diversify across a range
of them? What is your average trade duration, and
how high the trading frequency?

RM.: W diversify across a range of short- to
medium-term time frames. The average holding
period in our Global Currency Program is 5-10
days. We find success in looking at time series
relationships that do not always revolve around
the daily reported prices in the newspapers.

JW.: What should an inexperienced trader
watch when choosing the time frame to trade on?

RM.: Goaslongterm as possible so as to avoid
multiplying and compounding your mistakes ina
short period.

JW.: What are your average and maximum
leverage used?

RM.: In the Global Currency Program we
average leverage levels of 2:1 to 3:1 though the
leverage employed in a particular market can vary
widely. Our few peak leverage spikes have been
roughly 7:1. During 2008 our leverage ranged
between 2:1 and 4:1 for the first three quarters
before dynamically responding to the extreme
market conditions and dropping to below 1:1
during the final quarter of the year.

JW.: How many execution brokers do you use?
How do you split execution between electronic
and “dear old voice”™?

RM.: Wk are currently using 8 to 10 different
executing brokers. We generally prefer voice in
EM markets and electronic in Developed.

JW.:  What historical data do you use in
developing your strategies? How important that
is?

RM.: We used a massive and varied data set that
goes well back before the 1920%. The key to this

was that we did not just look at currencies. Our
goal was to look at the price behavior of financial
instruments in general as far back aswe could. This
included equities, fixed income, commodities and
currencies. Going back this far is critical to achieve
an understanding of the data and markets.

JW.: What tools do you use in the strategy
development process? A generic trading/strategy
development platform, or special *statistical/
quantitative tools as well? Proprictary or third
party softwares?

RM.: All of our internal research and risk
platforms, were builtinternallyandare customized
and proprictary. We can use standard charting
packages from vendors for the traders and some
off of the shelf rescarch and statistics packages
but needed to develop our own to achieve the
requisite trust factor.

JW.: How does liquidity impact the efficiency
of your strategies? Have you already explored to
what AUM limit the strategies would allow you
to grow to?

RM.: Liquidity does not impact the efficiency
of our trading strategies to a measurable degree
until several billion under management. We
expect our Global Currency Program could
effectively manage $2-3 Billion. As long as we
maintain a healthy time frame (longer for less
liquid markets) for our trading ideas then we will
manage just fine.

JW.: Many more investors are looking now
at FX as an asset class, so one would anticipate
seeing the volumes of your business continue
to rise. Can you confirm this interest is already
moving higher rapidly? For what reason
investors should consider the FX Management
sector right now?

RM.: We are certainly seeing an increased
level of interest in all of our trading programs.
We have scen a concerted shift in pension fund
allocations to the space. I think that investors
are looking at FX managed funds for a variety
of reasons: performance, low correlations, daily
liquidity, and as a method to reduce portfolio
currency risk. Most of all, the FX space is the
most liquid of all asset classes and the diversity
(if you include EM markets) offers significant
opportunity for directional price movement.

JW. How would you describe the
performance of FX managed funds compared

to other asset classes and in particular to hedge
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funds and equity over the past years?

RM.: 2008 was a defining moment with FX
asset managers proving their worth. Hedge fund
strategies vary so widely so it’s difficult to lump
them altogether. But, we saw CTA (directional
strategies) and Currency strategies outperform
in periods of significant stress and hold their
own during the quiet times. I am not sure what
else you could ask for from a lowly correlated
strategy in a liquid asset class.

JW.: This outperformance tends to occur
during time periods when equities collapse as
did a large number of long short and exotic
hedge fund strategies.

RM.:What is the single biggest strength of
your team? Is there any particular advance that
has taken place since Richmond Group started
that has particularly benefited your trading?

JW.: Discipline and experience. Our 3 person
trading team has a combined 50+ years of
market trading experience across a wide range of
markets. They have navigated multiple risk events
in both emerging and developed markets.

RM.: We keep working hard in improving
our view on risk. Risk related to both market
environment and exploiting efficiencies in our
own models.

JTW.: At JW we say it’s more important to plan
and know how to react than forecast, but come
on, give us your feeling about currencies over the
next months? What's your 6/12 mths forecast
for the most popular, FurUsd.

RM.: The bias for 09 will be risk aversion still
and repatriation of funds. To that end, the US
dollarasareservecurrencyhasdistinctadvantages.
Thebiggestimpactwould be weaknessof emergin
market currencies that cannot withstand money
flows out of their currencies to the extent the
Euro our Yen can. General dollar strength until a
replacement is decided upon by the free markets.

JW.: Whats the best advise to give to an
individual trader and to a semi professional trader
who wants to enter the FX fund management
industry?

RM.: Stay disciplined and trust your
rescarch. Watch your risk controls and build a
track record. After the track record is built, be
prepared to be surprised by all of the non-trading
business decisions that you will face running an
institutional class asset management firm.
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