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BOLDFACE MONEY-MANAGEMENT GIANTS LIKE
AQR, BlackRock, Citadel, D.E. Shaw, and
Renaissance Technologies catch the eye on
Barron’s 2018 Top 100 Hedge Fund survey.
But a small foreign fund pushed its way
past bigger, better-known rivals to grab the
No. 1 spot. 

Toronto-based MMCAP, a $552 million
global event-driven fund, racked up three-
year net annualized returns of more than 
38%, boosted by a 63% gain amid other 
hedge funds’ relatively tepid performances
in last year’s hot market. Barron’s ranking 
measures the annualized returns of funds 
net of expenses from 2015 through 2017. 
(Our full methodology for selecting Barron’s
Top 100 Hedge Funds is at Barrons.com.)

MMCAP was launched more than a de-
cade ago by Hillel Meltz and Matthew Mac-
Isaac, and targets merger, capital structure,
and index arbitrage and also engages in 
pairs trading, special situations, and private
investments. These days, the fund’s manag-
ers, who declined to speak with us, are fo-
cusing on arbitrage and other opportunities
in technology, energy, and pharmaceuticals.

MMCAP’s victory shouldn’t be a big sur-
prise. In recent years, high-performing 
small hedge funds have driven the rankings.
MMCAP follows the $390 million EQMC, a
Madrid-based fund that led the pack in 2017.
The small- and mid-cap European activist 
fund, now with $763 million, thrived again 
this year, rising more than 23% and securing
the No. 3 spot on our latest list. In 2016, 
Hong Kong–based statistical-arbitrage vehi-
cle Parametrica, then with $476 million in as-
sets, landed on top. 

These performances haven’t gone unno-
ticed. The hedge fund team at the $30 billion
Employees Retirement System of Texas 
“believes in the merit of proven, smaller, in-
stitutional-caliber managers to help poten-
tially achieve long-term investment goals,” 
says Panayiotis Lambropoulos, a portfolio 
manager in the group. The retirement sys-
tem is considering adding smaller managers
to its hedge fund program. 

Are smaller hedge funds just plain
better? They do have advantages. Typically,
half the funds on Barron’s Top 100 Hedge 
Funds, which is based on trailing three-year
annualized returns, run less than $1 billion.
“Because of their size,” explains Tom Wil-

liams, chief investment officer of fund-of-
funds manager Man Group’s Pine Grove 
Funds, “smaller managers have the ability to
invest meaningfully across a wider universe,
compared with larger peers, and move in 
and out of positions more nimbly,” without 
hurting prices. 

And with more streamlined decision-
making, small funds don’t have to wait for 
senior management sign-offs to assemble a
portfolio of concentrated, high-conviction 
bets. Focus worked particularly well in last
year’s tech-driven stock market. Of course,
entrepreneurial managers of smaller funds
may simply be hungrier to make a name for
themselves. Managing fewer assets means 
less fee income, a strong motivation to grow.

And what about the foreign aspect? That
could be a greater willingness to look more
broadly for opportunities, says Jacobo 
Llanza, co-manager of last year’s winner 
EQMC. “Not just what kind of asset to look
for,” he explains, “but where to find it.” With
U.S. securities markets so huge, U.S. port-
folio managers may be content to stay at 
home, avoiding the regulatory, cultural, and
currency uncertainties of venturing abroad.
One possible result: performance that tends
to track that of domestic peers.

Whether small or large, domestic or for-

eign, leading performers are helping hedge
funds regain some appeal after several 
tough years, says Amy Bensted, head of 
hedge fund products at the United King-
dom–based hedge fund database Preqin. 
Previous net-asset outflows from hedge 
funds turned into a modest net inflow of $45
billion in 2017. This helped boost assets to 
$3.55 trillion from $3.22 trillion over the past
year. (For a graphic look at 10 years of 
hedge fund trends, see Barrons.com.)

Industry underperformance will keep the
heat on hedge funds, even those on our list.
While hedge funds had their best year since
2013, “they still didn’t come close to keeping
up with risk assets, delivering only half the
gains of the market in 2017,” observes Jef-
frey Willardson, partner and head of port-
folio solutions at Paamco Prism, a $30 billion
alternative investment manager. Overall, the
average hedge fund gained 10.36%, accord-
ing to BarclayHedge, far behind the 21.82%
of the Standard & Poor’s 500 index. Barron’s
Top 100 funds generated nearly an 18% av-
erage return last year.

That has made life challenging for some
big, well-regarded funds. Blue Ridge Capi-
tal, Hutchin Hill Capital, and Eton Park 
Capital all shut down recently. Missing from
Barron’s list this year: Appaloosa Manage-

ment and Two Sigma Investments.
It’s no surprise that funds that excelled

were long stock, notes Willardson. Hedged
equity funds that did particularly well 
include Quantitative Tactical Aggressive 
(No. 5), Renaissance Institutional Equities 
(No. 12), and Impala Master (No. 18). 

Despite recent volatility, U.S. stocks
aren’t cheap. So what can investors expect 
from hedge funds this year?

A number of managers are looking for
less-risky ways to play stocks or are ap-
proaching them in ways that don’t depend 
wholly on broad market gains. For instance,
Chris Hohn’s TCI Fund (No. 11 on our list)
is a $17.5 billion vehicle that focuses on a 
dozen high-quality, undervalued western 
European and U.S. companies with wide 
competitive moats. He says, “High valua-
tions have driven us into special situations.”
TCI has utilized merger arbitrage, owning 
targets 21st Century Fox (ticker: FOXA) 
and Time Warner (TWX); accelerating liq-
uidation of Altaba (AABA); and pursuing 
European infrastructure plays like Italy’s 
Atlantia (ATL.Italy) and France’s Getlink
(GET.France). “These kinds of invest-
ments,” Hohn says, “make more sense be-
cause their outcomes are less market sensi-
tive with hedgeable risks.” 

Foreign markets still offer better valua-
tions than the U.S. EQMC, which typically
holds less than 15 positions, is invested in 
the U.K., Germany, and Spain in the indus-
trial and consumer sectors. The firm expects
a lift from the European Commission’s new
brokerage-research rules, which probably 
will reduce research of small- and mid-cap 
companies. EQMC is ramping up its staff.

As much as they might be hedging their
bets on another big U.S. rally, most manag-
ers think a strong and synchronized global
economic recovery with relatively low inter-
est rates will provide opportunities. Bob 
Bishop, CIO and portfolio manager of the 
Impala Master fund, is expecting annualized
industrial growth of 4% to 5%, which he 
believes will fuel the recovery of under-
valued commodity-related shares. 

Shrewd strategies like these will con-
tinue to win new assets. And that’s how 
small money managers become bigger 
money managers. !

Barron’s 2018 Top 100 Hedge Funds features lots of big quants and fundamental 
investors, but the winner is a small, eclectic Canadian firm. What’s best for this market? 

Bull’s-Eye! Smaller Funds Hit the Mark 
by Eric Uhlfelder
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