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2020 SURVEY OF THE TOP 50 HEDGE FUNDS : FIRST HALF 2020 UPDATE

The 2020 hedge fund survey published in June, which ranked the 50 top-performing
funds over the trailing five years through 2019, found as a group they outperformed
their peers and the market by a wide margin during the sharp selloff of 2020’s first
quarter. And as markets rebounded in the second quarter, these funds continued to
outpace the hedge fund industry and the S&P 500.1
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HEDGE FUND STRATEGY PERFORMANCE: FIRST HALF 2020
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Assessing the impact of the
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Nevertheless, investors have
remained in the market, and
the fear that sent prices
across asset classes plum-

1 See pages 1, 6, and 7 in the original report that follows for the methodology used in objectively identifying the Top 50 funds. See pages 5-14 for historical data of each of these funds, including net returns for the first half of 2020.
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Source: Backstop BarclayHedge
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fund that struggled during
the first quarter (-14.4%)
then declined a bit further (to
-15.1%) through the second
quarter was the venerable
$30 billion Renaissance
Institutional Equities (No. 7).
The fund would not comment
on its performance. But in
being quantitatively-driven,

by one-third, ending the first
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despite lower expectations of forward
average EPS growth rate through 2023
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generating stable long-term
returns, the more predictable
their forward performance
tends to be. And this is an especially critical quality since
most of us can agree that the
crisis is far from over.
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The value of this year’s
annual hedge fund performance survey through
December 2019 was
ostensibly turned on its
head when a pandemic
virtually shut down the
global economy and sent
securities plummeting
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“Managers who stay faithful

in 2020. But a deeper
look at these consistently performing funds
revealed managers that
as a group have largely
been able to weather the
storm better than the
market and their peers.

to a proven, disciplined, riskcentric investment strategy
to generate consistent returns
often have the ability to
respond to a sudden drastic
shock.”

by Eric Uhlfelder

Hedge Fund Investing
During the Time of
Covid-19

- Eric Costa, Cambridge Associates

funds was 11.26% -- more
than 7 percentage points
a year greater than the
hedge fund industry average
return;

The pandemic is testing how well proven managers were prepared for an extreme shock after a decade-long bull market.

Sometime in late February,
the world changed, leaving
most market observers to believe more than ever that past
fund performance should be
considered just that.
While the Coronavirus
stopped much of the global
economy in its tracks, it hasn’t
infected the skill set of many
proven hedge fund managers.
That’s one of the key findings
of this year’s annual hedge
fund survey.¹
Example.
The venerable $30 billion
hedge fund shop Citadel
has a record of generating
impressive returns especially when markets make

sharp turns by consistently
concentrating on risk and
recalibrating exposure in step
with anticipated changes in
underlying conditions.
It did so when the markets
suddenly turned south in
the fourth quarter of 2018.
It quickly pivoted to profit
during the strong rally in 2019.
And the firm was mindful of a
potential major market shift
going into 2020 before the
pandemic struck. This enabled three of Citadel’s funds
to qualify for inclusion in this
year’s survey.
Eric Costa, global head of
hedge funds at the consultancy Cambridge Associates,

believes there are discernable
qualities that will give fundamental equity and credit managers a performance edge,
especially in extraordinary
times. These traits, reflected
in past performance, include:
• Consistent long-term
performance and volatility
that reflects a repeatable
investment process, a clear
commitment to a particular style, and a long-term
investment horizon;
• Alignment of manager and
investors interests, including
managerial and portfolio
transparency; and
• Stability of client base.

This study identifies 50 of
the top long-term performing
hedge funds, running broad
strategies with at least $300
million, ranked according
to their trailing five-year net
returns through 2019. Also
included are these funds’ net
returns for the first quarter
of 2020 to capture the initial
response caused by the
Covid-19 shutdown.
The main takeaway: Managers’ ability to have delivered consistent substantial
performance while having
effectively managed risk over
the past five years through
2019 has not only enabled
them to collectively track

¹ My previous 16 annual hedge fund surveys were commissioned by The Financial Times, Barron's, and The Wall Street Journal.
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the S&P 500’s returns, but
has done so with less risk.
And during the first quarter
of 2020, this same group of
well-established managers—
some industry leaders, others
little known--outperformed
the stock market and the
hedge fund industry by a wide
margin.
This doesn’t surprise Panayiotis Lambropoulos, a hedge
fund portfolio manager at
the $28 billion Employee
Retirement System of Texas.
He sees a clear link between
managers who don’t jump
on hot trends and those who
don’t get crushed during a
crisis. Echoing Eric Costa’s
sentiment, Mr. Lambropoulos
believes,

“Managers who stay faithful to a proven, disciplined,
risk-centric investment
strategy to generate consistent returns often have the
ability to respond to a sudden
drastic shock.”
Rather than giving managers
a mulligan for the first quarter
during this unprecedented
crisis, Lambropoulos thinks
allocators should hold managers accountable for their
performance, seeing merit
in Mike Tyson’s quip: “Everyone has a plan until they get
punched in the mouth.”
The survey’s key findings:
• The average 5-year annualized net return through
December 2019 of these 50

• The S&P 500 Total Return
Index (without any expenses) generated 11.70% a year
over the same period. And
this included the market’s
extraordinary 2019 performance when the Index
soared 31.5%, far outpacing
virtually all active managers
mindful that 2019 was the
tenth year of a bull market;
• Not only did the survey’s
50 funds’ returns virtually
match the market over the
past 5 years, they did so with
an average annual standard
deviation of 7.80% versus
the market’s 11.88%;
• Their average worst drawdown over the same was
-9.1% versus -13.5% for the
market; and,
• And the group’s average
5-year annual Sharpe Ratio
was 1.84 versus the market’s
0.89.

During the first three months
of 2020 as global economic
activity collapsed, the S&P
500 lost nearly -20%. The
average return of the hedge
fund industry declined by
more than -11%, according
to data provider Backstop
BarclayHedge (BBH). The
average return of the funds
that made this year’s list lost
-7.75%.
While markets have made
a substantial recovery from
their March lows, it’s still too
early into the crisis to have
certainty about what equities and hedge funds will do
for the rest of 2020 and into
2021, says veteran economist
and former senior partner
at Solomon Brothers Henry
Kaufman. He believes there
will be a widespread destruction of capital across many
sectors, and the appetite
for risk, which was healthy
entering 2020, will be broadly
ratcheted back as businesses
and consumers cautiously
weigh back into markets.
“Despite the current market
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