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For the third year in a
row the Top 50 funds col-
lectively demonstrated
asset managers, relying
on a variety of strategies,
generating net returns
comparable to the S&P
500 with significantly
less risk and perfor-
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mance that was large-

ly independent of the
market. Hedged equity,
multistrategy, and global
macro funds led the way
with more than half the
funds in the Top 50 man-
aging less than $1 billion.

by Eric Uhlfelder

Hedge Fund Investing
During The Time of

Covid-19: Part I1

Active fund management—with a big assist from central banks
and government stimulus—smoothed the ride overlastyear’s
turbulent markets, and this year’s volatility is providing more op-
portunities and new risks.

“The test of afirst-
rate intelligence is
the ability to hold two
opposed ideas in mind
at the same time and
still retain the ability to
function.”

- F. Scott Fitzgerald

What a difference a year
makes.

Last spring, this survey was
focused entirely on what
everyone felt: the world had
suddenly changed. A dead-
ly pandemic was metasta-

sizing at warp speed across
the planet.

Economies and societies
locked down, unemploy-
ment soared, real interest
rates turned negative,
stocks collapsed, and the
exponential spread of
Covid-19 led to more US
deaths related to Covid-19
than in all the major wars
foughtin the 20th and 21st
centuries.

When central banks and
governments unleashed
unprecedented liquidity,

investors looked past the
trauma that was unfolding,
which sent equity markets
soaring. Further, the fear of
cascading business failures
hasn’'t materialized. By the
second half of 2020, inves-
tors decided nothing really
had changed.

Economist David Rosen-
berg put the market recov-
ery in simple terms. “Over
the past 40 years, the dif-
ference between monetary
and economic growth has
been about 1%. In 2020,
this spread gapped to

around 30%. Excess liquidi-
ty that’s not being absorbed
by the economy is finding a
home in the financial mar-
kets.” [See Rosenberg's
Q&A on pp. 17-18.]

With bond yields and
spreads at record lows,
equities were the primary
beneficiary of this excess
investment liquidity.

With economies reopening
and pent up demand un-
leashed, the growth outlook

Image Courtesy of the Federal Reserve Bank of New York

looks robust. In April, the
International Monetary
Fund projected global
growth of 6% in 2021 and
4.4%in2022.

The Economist magazine
recently reported,“busi-
nesses are starting to
invest in huge numbers. In
America, capital spending
is rising at an annual rate
of 15%, both on hard stuff,
such as machines and
factories, and intangibles,

like software. Firms in other
parts of the world are also
ramping up spending. Fore-
casts for business invest-
ment have never looked so
rosy.”

While Giovanni D’Alesio,
head of alternative invest-
ment research at the $132
billion Swiss-based asset
manager GAM, is well
aware of these trends, he
believes, “equity fundamen-
tals don't make any valua-
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tion sense.” Broadly speak-
ing, he sees multiple, not
real earnings, expansion
driving markets higher. Asa
result, “many investors are
looking away from the es-
sential indicators and more
towards technical analy-
sis and sheer momentum
whichisn’'t sustainable,”
explains D'Alesio.

Uncertainty and volatility
that characterized 2020
was a boon for many hedge
funds. Lastyear’s Top 50
funds delivered collective
returns that were inline
with the market, but they
did so with far less draw-
down and volatility.

And this year’s Top 50, two-
thirds of which made the
leap from the 2020 sur-
vey, did even better. They
averaged gains of more
than 24% in 2020 versus
the S&P 500 Total Returns
of 18.40%. And they more
than doubled the hedge
fund industry average gains
of 11.14%.

And positive results have
continued through the

first quarter of 2021, with
the S&P 500 up 6.2%, the
average hedge fund appre-
ciating by 4.8%, and the Top
50 returning 5.4%.

But making the cut for this
survey involved more than
having thrived last year.
The Top 50 represented
broad strategy funds with

About This

Year's Survey

My 18th annual global
hedge fund survey is being
published under my own
banner--Global Investment
Report. The 17 previous
editions were commis-
sioned by The Financial
Times, Barron’s, The Wall
Street Journal, and last
year by SALT.

This year’s survey con-
tinues improvements I've
been making on method-
ology and reporting, which
linitiated in the 2019 Wall
Street Journal version.

This included extending
the period for which per-
formance is ranked to the
trailing 5 years. Further
enhancements included
tracking worst drawdown,
standard deviation, Sharpe
Ratio, and market correla-
tion over the same period
to gain a more complete
understanding of perfor-
mance.

With the exception of
market correlation, | also
tracked these metrics
since the inception of each
fund—which was never
done in any previous sur-
vey. With the average fund
age being nearly 15 years,
this revealed performance
consistency that extends
back to when each qualify-
ing fund was launched.

Combining this exten-

sive statistical study with
qualitative overview of the
hedge fund industry as
observed by leading global
allocators, economists,
consultants, and manag-
ers who made the Top 50
presents a comprehensive
assessment of what the
most consistent perform-
ing hedge funds can deliver
and what they expect may
play out for the rest of
2021.
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the highest trailing 5-year
annualized returns through
2020.

Collectively they generated:

« 5-year net annualized
returns of 14.81% versus
the S&P 500 Total Returns
0of 16.22%. The hedge fund
industry average gains
over this period was 6.41%;

» Average worst draw-
down over this period was

-12.2% versus the market’s
-19.60% decline. The in-
dustry average drawdown
was -11.9%;

» Annualized standard devi-
ation was 1117% versus the
market’s 1513%. The in-
dustry average was 718%;

» Average Sharpe Ratio was
1.57 versus the market’s
0.93, and the industry’s
average of 0.73; and
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» These funds delivered this
performance with only lim-
ited correlation to the S&P
500—just 0.31. Thein-
dustry’s correlation to the
market—suggesting how
much the average fund
tracks the main holdings of
the S&P 500 —was 0.92.

As agroup, these alterna-
tive investments —reflect-
ing the performance of a
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variety of strategies—de-
livered market-like perfor-
mance by being far more
than just long equities.

Takeaway: While the ma-
jority of hedge funds do

not deliver solid, consistent
performance, there are a
select number of managers
that do through a well-es-
tablished record of proven
active management.

METHODOLOGY

The 50 funds that made
this survey are not reflec-
tive of the hedge fund
industry. They are outliers,
revealing the' industry’s
promise.

They defy the averages.
Their mean ageis 14.5
years=nearly triple the life
expectancy of the average
fund. Theirreturns have
collectively kept up with
araging bull market while
exposing investors to less
risk.

The initial search started in
early February with vari-
ous databases, including
BarclayHedge and Preqin,
casting a wide net across
the industry. They initially
screened for broad strate-
gy funds, excluding sector,
country, specialized strat-
egies (e.g., FX, metals, and
commodities) and those
applying exogenous lever-
age to a flagship portfolio.
The purpose: to identify
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“With global debt-to-GDP levels approaching 400% and pandemic-re-
lated public expenditures set to increase without restraint almost every-
where, the world’s financial system is more than usually fragile at this

moment and will become even more so.”

- Eric Knight, Knight Vinke

managers whose perfor-
mance is independent of
narrow trends.

A key screen that helps
ensure reliability of data is
to target funds'managing at
least $300 million.-When
funds reach that size, they
frequently retain top-tier
service providers —admin=
istrators, prime'brokers,
accountants, and lawyers —
whose involvement may
help deliver best-in-class
practice.

The survey provides anoth-
er layer of due diligence by
contacting each manager
to confirm their numbers.
While each fund is feeding
data directly into databas-
es, mistakes can happen,
and individual numbers may
have been revised since
submission. This process
also eliminates UCITs and
other non-hedge fund
entities that slip into the
databases.

There are always a handful
of managers who will not
verify their data. This does
not mean their numbers are

wrong. But it reinforces the
need for perspective inves-
tors to do their own due dil-
igence. Thedata provided

here should be considered
only a starting point.

Perhaps the survey’s most
unusualfiltering is the use

of performance hurdles
for each of the last three
years. This has raised the
threshold for making the

HEDGE FUND STRATEGY PERFORMANCE: JAN 2016 - MAR 2021

Ranked by 2020 Returns

Strategy

_EquWLo_ng Bias
Volatility Trading
Convertible Arbitrage
Emerging Markets
Distressed Securities
Event Driven
Fixed Income Arbitrage
Global Macro
Equity Long/Short
Merger Arbitrage
Asset-Backed Loans
Commodity Trading Advisers
Fixed Income Diversified
Credit Long/Short
Credit Long-Only
Multistrategy
Fixed Income Relative Value *
Mortgage Backed Securities
Equity Market Neutral
Asset Backed Securities
Collateralized Debt Obligations

Top 50 Averages
Backstop BarclayHedge Index
S&P 500 Total Return Index

Source: Backstop BarclayHedge

YTD Net 2020 S-VearNet — &-VearNel. . 5.p; Nat
Returns Net A:im:allzed A:‘m:allzed Annualized
(%) thru Returns Hz)l:mﬁ (92) t;;"r:z Returns (%)
March 2021 (%) 2020 2020 thru 2020
8.76 16.31 6.92 7.96 6.08
1.31 15.87 214 2.09 1.61
4.79 15.53 7.77 6.18 4.88
312 15.52 5.07 8.65 3.51
8.97 13.18 5.10 6.70 4.51
7.30 112 5.18 7.01 4.68
2.34 10.46 4.35 4,53 5.30
4.34 10.06 3.94 3.48 2.71
6.45 9.27 414 4.50 4.27
4.77 9.18 5.23 5.41 4,72
2.21 7.01 5.56 6.61 7.08
2.38 543 240 1.32 0.61
-0.21 5.31 3.44 3.83 5.67
0.57 5.18 3.20 3.77 3.63
-1.21 4.43 3.38 3.65 4.46
415 4.23 1.41 2.91 3.37
3.67 3.38 3.41 4.59 4.41
1.8 2.04 2.64 3.63 4.58
2.55 -1.29 -1.19 -0.02 2.00
4.44 -1.83 2.80 540 9.92
5.99 -317 1.27 6.88 1416
540 24.20 17.26 14.93 NA
4.79 1.14 5.23 6.41 4.79
6.18 18.40 14.19 15.22 13.89

* Source of Fixed Income Relative Value is HFR
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list, enhancing the value of
this survey as a source of
consistently performing
managers.

This was initiated in the
2019 survey | prepared for
The Wall Street Journal,
which tracked performance
over atrailing five-year peri-
od through 2018." Because

which swimmers had shorts
on when the tide went out
in 2018.

That hurdle was again
maintained in this year’s
survey for 2018 and 2019.
For 2020, it was lowered to
4.5%, reflecting the decline
inrisk-free interest rates.
The reasoning: requiring

“Over the past 40 years, the dif-

ference between monetary and

economic growth has been about
1%. In 2020, this spread gapped
to around 30%. Excess liquidity

that’s not being absorbed by the

economy is finding a home in the

financial markets.”

- David Rosenberg, Economist

2018 was thefirst yearina
decade when the market
had lost money, settinga
performance hurdle of 5%
for that year was a clear
way to see which funds
delivered some form of
alpha—without support of
abuoyant market. Para-
phrasing Warren Buffett,
the hurdle helped reveal

funds to generate only sev-
eral hundred basis points of
returns above the risk-free
interest rate seems modest
for any manager collecting
management and perfor-
mance fees.

Maintaining hurdles over
the last three years, while
identifying the best trailing
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five-year returns, helps this
survey highlight managers
that are generating consis-
tent absolute returns while
containing downside risk,
eliminating funds whose
performance bounces all
over the place.

Further, while not appearing
to be ademanding perfor-
mance threshold, these
modest hurdles recognize
the fortunes of many strate-
gies are not tied to aroaring
stock market.

SURVEY RESULTS

With the exception of Mill-
street Credit and the macro
shop Haidar Jupiter, the
top 10 funds inithe survey
basedon the highest 5-year
annualizedtrailing returns
were equity. All delivered
returns of morethan 19% a
year over that period, well
above the market's annual-
ized gains 0f 15.22%.

No surprise the top spot
was earned by an equity
long bias fund. What is
remarkable is the fund's
trailing 5-year annualized
returns were more than
46%, and that the manager
runs his fund in such anid-
iosyncratic way that makes
stock selection his prime
risk management tool.

Sosin Partners led the sur-
vey for the second yearina

row, despite experiencing
one of the most tumultuous
years ever withessed. In
2020, this concentrated
equity fund of 8 compa-
nies—currently alllong
positions—was at one point
down -55% in March. By
the end of the year, Sosin
was up net 96.5%.

With his investments se-
lected for their long-term
growth potential, manag-
er Clifford Sossin looked
past the chaos that quickly
enveloped the markets. He
didn't sell. He didn't hedge.
He actually added tesseme
collapsing positions with
new monies that were com-
ingin.

Two core positions that
tried totrigger manager an-
gina was Carvana—the hip
online used ear shop, which
bottomed at $30 in March
2020 and is now trading at
$300—and the brick-and-
mortar home décor firm, At
Home, which traded below
$2 before rocketing ahead
to the mid-$30s.

Three years ago, Sosin
Partners didn’t qualify for
the survey because fund
assets were below $300
million. Today, its assets
are nearly $1 billion—over
$2 billion when counting
other pari passu managed
vehicles—and the fundis

"Uhlfelder, Eric. "As Hedge Funds Struggle, These Are Standing Out,” The Wall Street Journal, 6 May 2019. This survey of 60 funds was based on the
same methodology as the current survey.

closed to new investors. mance within each strategy.”

That's certainly evident in
the historical performance
of the 21 strategies this
survey tracks, which reveals
anarrow range in returns
over the trailing 3-, 5-, and
10-year periods. [See table
on p. 4.] During these three
periods, the industry on av-
erage generated gains that

Strategies

While strategy-level perfor-
mance may provide abase
guide to what hedge funds
have done, Sam Monfared,
hedge fund research spe-
cialist at Preqin, observes
“they tell little about the
wide range of fund perfor-

Commitment To Concentration:
North Peak Capital

Only through a call to aSwiss-based hedge fund industry
analyst did the details of this unique fund become clear: a
hedged equity shop managed by two brothers whese invest-
ment approach recalls the heady days from dccades past when
hedge funds.sought outperformance rather than cautious
pursuit and retention of institutional-allocators.

This was made evident right after the fund was launched in
August 2015 when it proceeded to rack up losses over five of
its first six months in business. Many managers who found
themselves down one-third before they even put art up on
their walls may well have closed up shop and started over.

North Peak, instead, remained committed to its convictions
and investment strategy. By the end of its first full calendar
year in 2016, the fund was up more than 36%, outpacing its
benchmark Russell 2000 by nearly 15%. And the fund has
maintained this average annual rate of return through 2020,
which earned it the 2nd place ranking in this year’s survey.

“Our strategy is simple,” explains co-portfolio manager
Jeremy Kahan. “We apply private equity style due diligence
in constructing a concentrated
portfolio of 10-12 dynamic
businesses trading at attractive
prices. We typically invest

in companies worth between
$1 billion to $10 billion that
are generating strong free

cash flow and high returns on
invested capital, bencfitting
from strong secular tailwinds,

operating in large markets

with substantial moats, proven  Jeremy Kahan
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excess of 15%. At the bot-
tom, equity market neutral,
asset-backed securities,
and collateralized debt
obligation funds were down
slightly.

were one-third the returns
of the S&P 500.

While looking at a single
year can also be mis-
leading, 2020 revealed
extraordinary breadth of
performance by strategy.
Equity long bias, volatility
trading, convertible arbi-
trage, and emerging market
funds delivered gainsin

Structured credit strate-
gies were the hardest hit by
the pandemic as investors
worried about the reliability
of interest payments and

business models, exceptional
\ unit economics, and talented
| management.”

Focused on technology, media,
and consumer discretionary
businesses, including hotel,
restaurants, and leisure, North
Peak’s top five positions make
up 75% of its long book. This

fﬁHCCtS a d.CCp commitment to

! =T =%
Michael Kahan the firm’s research and selection

process.

North Peak’s short book is comprised of six to ten smaller
opportunistic holdings that are dealing with high fixed-costs
and shrinking revenues.

Jeremy and Michael Kahan’s attention are caught by corpo-
rate events, such as [IPOs and spinoffs, mergers, management
changes, the release of a major product or service, as well as

stocks hitting their 52-weck highs or lows.

While these search parameters may not seem particularly nov-
el, North Peak’s 27% annualized net returns since inception
through 2020 certainly are, revealing a process that’s doing

a much better job than most funds in secking out under-re-
searched, under-valued firms poised to soar.

While a look at the fund’s performance grid reflects high
monthly volatility, it's bent is toward the upside. This is
borne out by a 5-year Sharp Ratio of 1.50. And returns have
been only half-correlated to the market.

Further distinguishing North Peak was a recent commitment,
made this past February, that was as idiosyncratic as many of
its investments: the fund is donating half of its management
and performance fees on new allocations to various charities.



GLOBAL INVESTMENT REPORT 2021 SURVEY OF THE TOP 50 HEDGE FUNDS GLOBAL INVESTMENT REPORT

2021 SURVEY OF THE MOST CONSISTENT PERFORMING HEDGE FUNDS

Worst
5-Year
Draw
Down (%)
Thru
2020

Annualized
Standard
Deviation

Since
Inception
Thru 2020

Worst
Draw Down
(%) Since

3-Year 5-Year Annuaized

Fund Firm 2018 2019 2020 2021 Annualized Annualized NetF_!eturns
s Strate Assets Assets Net Net Net 1Q Net s Nt i
DE] (! gy Returns Returns Inception

($ Millions) ($ Millions)  Returns Returns Returns Returns (%) Thru (%) Thru Thru
2020 2020 2020

Sharpe  5-Year Fund
Ratio Correlation
Since Vs

Inception S&P 500
Thru TR Thru
2020 2020

5-Year 5-Year
Standard
Deviation

Thru

2020

RANKINGS GIR
2018 WSJ*/ 2020

2019 SALT* Ranking Inception

Thru
2020

Sosin Partners LP

/1 1 T Oct12  Equity Long-Bias 965 2,006 29.79 64.48 96.50 6.34 61.28 46.37 39.50 -45.59 -45.59 40.54 33.93 114 113 0.81
North Peak Capital
--/NA 2 Partners--Class E1 Aug-15  Equity Long-Short 823 875 30.99 40.76 24.60 4.90 31.95 35.88 26.80 18.70 -29.65 21.50 22.79 1.50 110 0.53
(New York)
i 3 ?:‘;f'ig:‘k?ap'ta' DU Jan-10  Equity Long/Short 1,819 1,819 20.72 20.90 118.84 -22.90 47.27 33.47 19.68 -9.95 N/A 1418 N/A 1.30 N/A 0.21
16/6 4 Millstreet Credit LP (Boston) ~ Jun-10  Credit Long/Short 337 607 15.79 15.85 21.38 7.62 17.65 26156 1.72 -4.39 -33.26 8.40 8.79 3.00 1.27 0.1
—-/NA 5 Vet b7 ot Mt 22 o0 Jan-12  Equity Long/Short 380 380 10.23 19.03 33.95 4.93 2068 = 2383 1530 11.33 -33.00 17.24 16.92 1.32 0.87 0.33
LP (San Francisco)
126 6 Cadian LP (New York) Oct-07  Equity Long/Short 1,612 3,045 20.07 17.71 55.48 -20.48 30.01 22.46 1395 14:60 -27.31 15.88 15.96 1.63 1.05 0.38
21/19 7 :"S;?;::‘;‘t‘" Lilsl Nov-03 Global Macro 704 704 8.02 31.36 27.01 32.92 21.69 2212 ¢« ' 18.01 -3215 -32.15 27.40 18.67 0.77 0.88 -0.22
--/NA 8 Strategos LP (Seattle, WA)  Jul-04  Equity Long/Short 401 401 32.91 2912 47.86 8.58 36.40 21.51 19.70 3813 -3813 23.00 19.43 0.89 0.95 0.58
34/14 9 -(rh'lg‘: %‘:ﬁf' SUSEN Mar-01 Equity Long/Short = 21,000 45,000 13.60 32.70 48.40 0.30 30.79 19.42 NA NA NA NA NA NA NA NA
Kerrisdale Partners Offshore .
/5 B Ve Nov-11  Equity Long/Short 456 742 35.81 21.20 2512 -4.33 27.23 19.33 20.51 1613 17.31 13.79 1319 1.32 1.51 0.42
ﬁZ’:}'{aVHEdge HedgeFund . o7 NJA N/A B5.23 10.64 1114 4.79 5.23 6.41 8.21 11.90 -24.09 7.27 718 0.73 0.86 0.92
S&P 500 Total ReturnIndex  Jan-80 N/A N/A -4.38 31.51 18.40 618 1419 15.22 11.92 19.60 -50.95 1513 15.12 0.93 0.52 1.00

* The Wall Street Journal survey of 60 funds and the SALT survey of 50 funds were based on the same methodology as the current survey. When a fund N/A = data not available.

doesn't show aranking in either of the previous two surveys, it means either fund data was not available or that it did not qualify for inclusion.

potential impairment of
underlying assets—both of
which support these finan-

yearsrunning. They, along
with other structured credit
funds, had made up 25% of

ing their performance with
their respective strategy
averages.

paltry 4.5%..

The top-performing eq-
uity long-short manager

private-equity style due
diligencein constructing a
concentrated portfolio of

Woodson Capital Partners
(No. 3) has also generated
strong gains, averaging

worst drawdown was less
than 10%. But as is possible
with any high-flying fund,

of factors, such as rising
inflation expectations, a
growth-to-value rotation,

cially-engineered vehicles. the Top 50 over the previ- There are 15 equity long- over the past 5 years was 10-12 dynamic businesses 33.47% over the past 5 Woodson took a sharp hit and a post-Covid market
Thisismost evidentbythe  oustwo years. Withadozen ¢t fundsin the Top50—  North Peak Capital (No. 2), trading at attractive prices.” years through 2020. The in the first quarter of 2021 reversion.” (Through May,
failure of asingle such fund  such funds dropping off the highest number of any which generated annual- The fund typically targets fund’s 11-year track record when it lost nearly 23%. Woodson has pared its

to qualify for this year’s Top
50.

Mortgage-backed securi-

ties, for example, had been
among the most consistent
performing funds for many

the survey, this significantly
altered the composition of
thisyear’s list.

The remarkable outliers
that comprise this survey
are evident when compar-

strategy—that collectively
returned nearly 19.5% per
year over the past 5 years
through 2020. But the
strategy average return
over the same period was a

ized returns of nearly 36%
over that period. Driving
performance of this $823
million fund, explains

it's co-manager Jeremy
Kahan, is “application of

companies worth between
$1billion to $10 billion that
are generating strong free
cash flow and high returns
oninvested capital. [See
profile on p. 6.]

delivered annualized gains
of nearly 20% through
2020, buoyed by perfor-
mance over the past 4
years.

Since the start of 2016, its

Manager James Davis
recently explained, “many
growth stocks that led the
market higher in 2020 have
lagged it year-to-date in
2021due to a confluence

2021lossesto -19%.)

The survey’s 8 multistrat-
egy funds also show sub-
stantial collective outper-
formance versusits peer
strategy average return



2021 SURVEY OF THE TOP 50 HEDGE FUNDS

GLOBAL INVESTMENT REPORT GLOBAL INVESTMENT REPORT

Worst
5-Year
Draw
Down (%)
Thru
2020

Worst
Draw Down
(%) Since
Inception
Thru
2020

Annualized
Standard
Deviation

Since
Inception
Thru 2020

3-Year 5-Year Annuaized
Annualized Annualized Net Returns
Net Net Since
Returns Returns Inception
(%) Thru (%) Thru Thru
2020 2020 2020

Sharpe  5-Year Fund
Ratio Correlation
Since Vs

Inception S&P 500
Thru TR Thru
2020 2020

5-Year

Sharpe
Ratio
Thru
2020

5-Year
Standard
Deviation
Thru
2020

RANKINGS
2018 WSJ*/
2019 SALT*

GIR
2020
Ranking

2018
Net
Returns

2019
Net
Returns

2020
Net
Returns

2021
1Q Net
Returns

Fund Firm
Assels Assets
($ Millions) ($ Millions)

Strategy

Mudrick Distressed Opp. Ltd

36/32 L Jul-09  Event Driven 500 900 16.45 22.24 11.28 15.02 16.57 18.60 1.22 16.32 -31.31 16.83 12.89 1.04 0.83 016
Opportunistic
3/4 12 MAK One (New York) Mar-04 = . 613 633 51.40 5.00 13.20 1411 21.62 18.08 15.00 15.37 18.43 18.06 20.41 0.86 0.95 0.25
Distressed & Equity
/23 13 %:r'i(;:gz%ap'ta' . Oct-02  Equity Long/Short 1,025 1,025 6.32 29.81 2312 9.64 19.33 17.04 9.48 .22.39 2294 17.28 12.21 0.92 0.67 0.79
1
127 14  LegionPartners Jan-14  Small-Cap Activist 439.0 459 510 17.25 21.93 15.52 14.54 16.47 9.06 -33.77 -33.77 23.38 21.63 0.73 0.47 0.61
Commingled (Los Angeles)
--/NA o e e Graer) s I 362 615 5.62 14.26 47.01 9.50 21.06 15.80 13.01 -9.30 11.96 12.49 10.54 1.22 118 0.52
Series B (New York) Long/Short
Braddock Partners LP i <
--/NA 16 ; Oct-93  Equity Long-Bias 861 16,900 5.00 27.86 18.45 5.43 16.71 14.52 15.49 15.49 -52.00 12.85 15.77 1.04 0.83 0.90
(Middleburg, VA)
10/8 17 ElementCapital (New York)  Apr-05 Global Macro 18,200 18,200 17.30 1212 18.80 9.7 16.02 14.48 NA 7.46 NA 9.39 NA 1.42 NA 0.29
--/NA 18 HEC MasterLP (New York)  Aug-15 Equity Long-Bias 618 618 616 5217 6.74 10.08 19.92 14.23 10.37 -35:25 -35.25 22.21 21.87 0.59 0.43 0.72
15 /12 19 f(':thaig:;ge','l“gm“ Nov-90 Multistrategy 23,600 33,748 9.03 19.32 24.51 6.00 17.44 13.98 18.94 -6.98 NA 5.45 NA 216 NA -0.01
/43 20  HGC Arbitrage (Toronto) Jun13  Merger Arbitrage 686 686 7.54 9.01 38.02 7.51 17.40 13.74 14.92 -4.82 -4.82 8.01 7.24 1.58 1.96 0.33
ﬁ‘%r;'(ay"'edge Hedos BB e N/A N/A .5.23 10.64 1114 4.79 5.23 6.41 8.21 11.90 -24.09 7.27 718 0.73 0.86 0.92
S&P 500 Total Returnindex ~ Jan-80 N/A N/A -4.38 31.51 18.40 6.18 1419 15.22 11.92 -19.60 -50.95 1513 1512 0.93 0.52 1.00

* The Wall Street Journal survey of 60 funds and the SALT survey of 50 funds were based on the same methedology,as the'current survey. When a fund
doesn't show aranking in either of the previous two surveys, it means either fund data was net available or that it died'hot qualify for inclusion.

** Citadel AUM data is as of 1 January 2021.
N/A = data not available.

Long Rationality--
Barnegat Fund

This little known fund has
perennially made my annual
surveys with annualized net re-
turns of more than 15% a year
since its launch in 2001. Bob
Treue, the fund founder and
manager of the 42nd ranked
fund, runs $740 million, look-
ing at markets around the globe
to find small temporary pricing
anomalies between comparable
securities, which he believes will
correct.

In 2009, when the Bank of
England initiated quantitative
casing in response to the Great

Recession, it announced it was
buying maturities ranging from
5 to 25 years. Treue saw this
purchasing demand was pro-
ducing a kink in the yield curve:
4 3/4-year gilts were yielding

3 per cent where 5-year gilts
(whose prices were rising due to
demand) were paying 2.8 per
cent. Treue bought the slightly
shorter maturities and shorted
the slightly longer maturities. A
year later in March 2010, when
the Bank eased quantitative
casing, yields realigned.

This past April, Barnegat initi-
ated a trade based on the yield
and pricing gap between Japa-
nese Treasuries (JGB) and their

inflation-protected versions
(JGBI). Treue identied bonds
with the same coupons of 0.1%,
both due in March 2029. He
bought JGBi at 99.756, which
was yiclding 0.129%. He then
shorted the nominal Treasurys
at a price of 101.747. This has
produced a negative yield of
-0.095%.

“In effect,” Treue explains, “the
market is paying us 0.224% a
year and offering a free option
on Japanese inflation being
greater than 0.” The manager
plans on holding this trade
through early 2029 when both
bonds will mature at 100, pro-
ducing an additional 2% return.

To materially profit from these
small spread trades, the man-
ager relies on significant gross
leverage, typically between 15
to 25 times his net assets. To
help manage leverage risk,
Treue keeps more than half of
his assets in cash to be able to
meet margin calls, allowing him
to stay in positions until more
rational pricing returns. The
lowest his cash position has ever
fallen to was during 2008 when
it hit 37% as he was forced to
meet margin calls.

The manager doesn't have a
near-term outlook. “Whether
we're in an up or down market,
I'm focused more on when vol-

Barnegat Founder and
Manager Bob Treue

atility leads to mispricing,” says
Treue. Uncertainty, which fuels
volatility, never seems to be far
away, explaining why the man-
ager has enjoyed a long track
record of finding opportunities.

over the past 5 years:
11.42% versus 2.91%. The
venerable $23.6 billion Cit-
adel Wellington (No. 19) was
the strategy’s top-perform-
ing fund with annualized
returns of 14%. (Citadel
declined to comment for
this survey.)

Hong-Kong based Segantii
Asia-Pacific Equity Mul-
tistrategy fund (No. 48),
which was managing $4.8
billion at the end of last
year, has also delivered

annualized returns of 14%
since its launch 13 years
ago. As its assets have
grown, Segantii appears to
have become a less volatile,
steadier absolute return
oriented fund, producing
net annualized returns of
8% over the last 5 years
with no correlation to the
market.

Segantii's success, ex-
plains founder and chief
investment officer portfolio
Simon Sadler, was founded

on the gradual liberalization
of regulatory and corporate
standards of the Eastern
world. Atthe same time,
Sadler seeks to exploit
short-term pricing ineffi-
ciencies, especially during
sharp bouts of turbulence,
that persist across much

of the Asian-Pacific region
because local markets are
often dominated by mercu-
rial retail investors, fluctuat-
ing liquidity and restricted
capital flows.
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Intrinsic Edge Capture LP

/28 G Jan-07  Equity Long/Short 394 954 7.82 6.67 15.32 9.62 9.86 13.47 13.89 12.24 1597 10.94 13.25 113 0.98 0.58
Waha MENA Equity Emerging Market

1/15 22 buDhabi UAE) Jan4 oo ong-Bias 433 920 6.62 19.74 14.07 5.47 13.37 1315 14.27 14.20 14.20 10.28 10.01 1.35 1.49 0.63

--/NA 23 Citadel Tactical (Chicago) ** Jan-08 Quantitative Equity 1,554 33,748 8.88 20.30 20.24 5.00 16.35 12.70 2013 -7.43 NA 5.76 NA 1.86 NA 0.04
Covalis Capital Master A

/1 24  (Georgetown,Cayman Oct12  Equity Long/Short 427 763 7.30 8.24 17.55 7.32 10.93 12.44 13.87 -8.78 -8.78 8.33 8.28 1.36 1.59 0.26
Islands)

/29 e e IS Jul-14  Multistrategy 824 1154 6.07 11.80 25.24 3.86 14.09 12.33 1.25 -2.41 2.41 466 4.25 2.41 2.44 0.41
Strategies LP (New York)

27 /49 26  Ansonlnvestments Master Jul-o7  Equity Market 541 852 19.28 1010 44.52 28.89 23.82 1215 13.86 17.36 17.36 1213 10.36 0.91 127 017
LP (Toronto) Neutral

/120 SISO EE o g e 301 301 15.84 1041 7.20 2.32 11.01 12.07 12.49 314 13.42 2.41 5.79 4.54 2.03 013
(Boca Raton, FL)

- /NA 28  FengHe Asia Ltd (Singapore) Dec-12 E:i':rg'"g Mkts. - 1137 1195 10.38 6.47 1911 12.80 11.86 11.87 14.32 9.89 -9.89 8.53 1110 1.26 1.23 0.51

/34 v e i i D Apr-06  Global Macro 5,900 7,800 10.68 17.46 20.60 011 1617 11.80 9.49 -5.59 NA 5.03 NA 212 NA 0.07
Master (New York)

/24 30 ?ﬁif';g:;fmp“'te Mar-01 Multistrategy 19,200 55,000 11.20 10.40 1944 4.97 13.49 11.32 1.70 -2.80 NA 3.76 NA 2.71 NA 016
ﬁ‘%r;'(ay""*dge Hadue Bl o i N/A N/A 15.23 10.64 114 4.79 5.23 6.41 8.21 11.90 -24.09 7.27 718 073 0.86 0.92
S&P 500 Total ReturnIndex  Jan-80 N/A N/A -4.38 31.51 18.40 618 14.19 15.22 11.92 -19.60 -50.95 1513 1512 0.93 0.52 1.00

* The Wall Street Journal survey of 60 funds and the SALT survey of 50 funds were based on the same methodology as the current survey. When a fund ** Citadel AUM data is as of 1 January 2021. *** $34M of the AGSF fund is run pari passu but with 10% less leverage.

doesn’t show aranking in either of the previous two surveys, it means either fund data was not available or that it did not qualify for inclusion.

The contrast between the
average global macro fund
performance and the 7 that
made this year’s survey is
also striking: 12.13% ver-
sus 3.48%. Over the last

5 years, the $704 million
Haidar Jupiter (No.7) and
$18.2 billion Element Capi-
tal (No. 17) generated gains
of 22.1% and 14.5%, respec-
tively--the highest returns
of all global macro funds in
the Top 50.

Both funds declined to
comment for this report.
But these two funds reflect
how disparate underlying
performance actually can
be within the same strategy.
The unsurprising takeaway:
greater returns often come
with greaterrisk.

Several numbers jump

out. Haidar Jupiter’'s worst
drawdown over the last 5
years was over -32%, while

Element’s was a much more
constrained -7.5%.

Standard deviation can

be misleading because it
reflects both upside and
downside movement.
Haidar Jupiter’s 5-year
volatility was over 27, while
Element's was 9.4. This
helps explains the wide gap
in the two funds'risk-ad-
justed returns. Haidar
Jupiter’s Sharpe Ratio was

Consistent Debt
Returns: Arena
Investors LP

In the 63 months since Are-
nas launch, the 49th-ranked
fund has experienced just 3
down months. The worst was

a Covid-induced decline of
-1.63% in March 2020.

Some debt managers control
drawdown by only recognizing
it when loan values break below
the asset value against which

it’s being lent. Arena portfolio
manager, Dan Zwirn, explains
the fund marks it loans’ values

N/A = data not available.

more accurately based on
impairment of expected rates
of return—making the fund’s
limited drawdown even more
compelling.

“We're not looking for large
gains,” quips the manager, “but
we will bore you to death with
consistent, repeatable steady
returns.” The fund has been
averaging net gains of around
8% over the last 5 years. This
point is also borne out by the

tund’s low level of volatility.

Arena invests in under-re-
searched opportunities, making
more idiosyncratic loans that

are high in the capital structure
to help reduce impairment
risks. Its diversified sub-in-
vestment grade loan book is set
against real estate, corporate
credit, and commercial and
industrial assets. Arena invests
predominantly in developed
markets worldwide where there
are well-established regulations
and litigation processes in
place.

Loans range in size from $5 to
$50 million, and the number of
outstanding loans are between
100 and 120. Loan-to-value
ratios are typically 60% with

short-term maturities ranging
from one to three years. Heavy
reliance on floating rates helps
mitigate hits to loan valuations.

Another key to the fund’s
steady returns and low volatility
is it hedges many risks. For
instance, when lending to oil
and gas concerns, it will require
borrowers to enter into swaps
to lock in the underlying value
of the loan. With 20% of the
Arena’s NAV involving foreign

exposure of some kind, the

fund hedges FX risk.

Zwirn sees expanding distressed
opportunities in aviation and

commercial real estate, and
long opportunities in benefi-
ciaries of the pandemic such as
e-commerce, digital factoring
and “software as a service”
businesses.

Arena PM Dan Zwirn
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31/10 31 OmniEvent (London) Sep-13  Event Driven 853 853 1464 1115 8.73 5.83 11.48 1.22 1018 1512 1512 9.52 8.87 1.07 1.06 0.43
51/40 32 féﬁi':'gﬁ?ﬂa' FixedIncome ) 012 mig:ﬁ; Eixeg 2,261 33,748 6.74 5.49 17.53 9.09 9.79 11.05 9.78 -3.37 NA 5.48 NA 1.66 NA 022
60/ 44 33 33"{8;;2;595'“ pTrading  gob 01 Multistrategy 3,335 3,335 513 10.88 13.62 427 9.81 10.94 8.08 10.74 2597 6.63 6.68 1.48 1.02 0.68
—/NA 34 ‘?IJ f‘:‘a\'{ao'r:t)e'"at'°"a' LidA  pug-o7 E'i’;dv'i':fgme - 1,721 3,753 6.78 612 21.81 412 1.34 10.53 12.03 -4.30 -30.20 4.74 812 198 1.24 0.50
58 / 47 35 &":fg‘::,cmd Jle Jul-12  Event Driven 442 2,067 6.54 9.22 10.52 9.84 8.75 1023 = 809 15.09 15.09 8.54 714 1.07 1.04 0.68
37 /NA 36 ?ﬂ::"\'{‘c'::;(‘; MSALER Jan-94 Multistrategy 15,256 38,041 5.75 9.73 25.28 2.99 13.28 10.21 13.78 374 -7.01 4.20 4.31 216 2.60 0.30
—/NA 37 ?"Na;r%:\:;a"t'c Multistratgy 1 o5 Multistrategy 1,100 5,900 9.81 10.35 10.32 5.35 1016 7.85 NA 7.24 NA 4.41 NA 1.30 NA
—/NA 38 g:;ﬂ:; 3;?:‘;:;:?:;:’,"“ Nov-15  Equity Long/Short 770 3,228 12.07 12.41 a7 4.35 22.77 10.00 9.42 124,32 -24.32 23.80 23.64 0.46 0.44 0.48
ChapelGate Credit
/39 39  Opportunity Ltd--B Dec-05 Credit Multistrategy ¢ 1,080 6,625 518 12.56 8.41 0.93 8.67 8.56 7.33 7.33 5.50 483 1.09 1.56 0.70
(Singapore)
8/18 40 ;‘t’mzﬁf_ﬁ‘:ﬁ:?' Vantage ;13 systematic Macro 2786 2,786 13.28 1314 5.64 0.70 10.64 9.87 10.76 10.85 19.54 14.18 15.29 0.62 0.65 -0.01
:izr;'(ay”"dge HedgeFund ;. o7 N/A N/A -5.23 10,64 114 479 5.23 6.41 8.21 11.90 -24.09 7.27 718 0.73 0.86 0.92
S&P 500 Total Return Index  Jan-80 N/A N/A “4.38 31.51 18.40 6.18 14.19 15.22 11.92 19.60 -50.95 1513 1512 0.93 0.52 1.00

* Brook Absolute Return Focus Fund was formerly Odey Absolute Return Focus Fund and fund assets include $770M that are run separately as a
UCITS with +90% of the same holdings, but with different weightings.
N/A = data not available.

* The Wall Street Journal survey of 60 funds and the SALT survey of 50 funds were based onthe same methodology as the current survey. When a
fund doesn't show a ranking in either of the previous two surveys, it means either fund data was not available or that it did not qualify for inclusion.
** Citadel AUM data is as of 1 January 2021.

0.77: Element’'s was a more
impressive 1.42.

All that said, Haidar Jupiter
bolted out of the gatein
2021, up nearly 33% in the
first quarter while Element
slipped by nearly -10%.

Size

Some very large funds are
strong, consistent perform-
ers, including Tiger Global,
Citadel, D.E. Shaw, and
Element Capital. The seven

biggest funds that made
the survey are collectively
managing $108 billion, more
than double the assets of
the other 43 smaller funds
that comprise the survey.
However, 10 of thetop 15
funds on this survey each
ran less than $900 millionin
assets.

This annual survey has
regularly identified small-
er funds as being more
consistent long-term top

performers than their larger
brethren, with 28 of the

Top 50 managing less than
$1billion, 20 ran less than
$725 million, and 13 had
assets of less than $500
million.

Panayiotis Lambropou-
los, a hedge fund portfolio
manager at the $32 billion
pension fund ERS Texas,
believes “in the merit of
proven, smaller, institution-
al-caliber managers to help

potentially achieve long-
term investment goals.” His
pension fund has teamed
up with the funds of funds
manager PAAMCO-Prisma
to underwrite small, emerg-
ing managers to help boost
returns.

“Because of their size,”
explains Eric Costa, global
head of the hedge funds
investment group at the
consultancy Cambridge
Associates, “smaller man-

« ) ) . :
Equity fundamentals don’t make any valuation sense. Many investors are looking

away from the essential indicators and more towards technical analysis and sheer

oo i %)
momentum which isn’t sustainable

- Giovanni D’Alesio, GAM

agers have the ability to
invest meaningfully across
awider universe, compared
with larger peers, and move
in and out of positions more
nimbly, without impacting
prices.”

Another quality sometimes
revealed among success-
ful smaller funds that have
been around for a while is
they are less concerned
about asset gathering and
more focused on fund man-

agement. Bob Treue's Bar-
negat Fundis an extreme
example. The fund regular-
ly qualifies for this survey,
and has a 20-year track
record with net annualized
returns of 15%. “ldon'’t

have anything like a full-
time marketer. It's not whol
am,” explains the Hoboken,
NJ-based manager, who
clearly moves to a different
beat. (See profileon p.9.)
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28/18 41 {;’;ﬁ;)"e SRR D Jan-13  Volatility Trading 821 821 11.45 5.49 16.84 2.21 117 9.53 1.47 -3.24 -6.59 5.09 5.99 1.65 179 -015
33/48 42  BarnegatLid (B) Jan-01 Fixed-Income 722 722 5.26 8.24 11.67 0.93 8.36 9.50 15.04 -9.47 -55.86 7.96 1617 1.05 0.85 0.61
(Hoboken, NJ) Relative Value
e Statistical
17/25 43  Non-Directional Oct-11 ; 1,210 1,210 17.27 5.09 1.78 7.67 11.27 9.08 14.87 -9.70 970 814 1.23 112 1.32 0.04
. : Arbitrage
(Pfaffikon, Switz.)
—/31 gq  opantiECEmets = Jan-12  Asset-Backed/ 995 6,023 10.64 8.69 5.72 3.27 8.33 9.00 9.69 1.86 1.86 170 212 4.62 4.02 o1
Credit Class F (Toronto) Enterprise Loans
—-/NA 45 '(";:;‘;’;?ka)" LRl Jun-06 Multistrategy 5,073 7,971 5.93 8.03 16.30 9.02 10.00 . 890 -2.88 -6.09 2.83 4.37 2.72 1.80 0.33
-/ NA g Brevaniiowssd Master.: Mar-03 Global Macro 4,700 12,231 12.39 8.47 27.40 213 15.81 8.96 -5.96 N/A 10.31 6.12 0.73 1.21 -0.32
Class A (London)
—-/NA 47 BTG Pactual Rates *** Jan-16 :'r’:;fr:;:m" 309 72,000 6.78 11.28 777 2.46 8.59 8.08 8.08 171 A7 2.36 2.36 2.87 2.87 -016
Segantii Asia-Pacific Equity :
4/13 48 : Dec-07 Multistrategy 4,842 4,842 11.34 5.52 7.87 7.53 8.22 7.98 13.99 3.45 1016 4.59 8.34 174 1.68 0.03
Multistrategy (Hong Kong)
--/NA o R ARG RIS SRR 1,000 2,026 8.00 814 5.75 210 7.28 7.57 1.63 1.63 2.50 2.48 2.73 2.61 0.26
Onshore (New York) Opportunities
52/ NA 50 I(EchI:?m?::: (ESQComposite) 5., 09  systematic Macro m 881 13.82 14.47 4.50 4.35 10.83 6.97 5.30 -9.95 -9.95 8.50 7.79 0.68 0.61 0.29
Top 50 Averages 14.5 Years 3,122 8,842 12.81 16.16 24.20 5.41 17.26 14.81 13.34 12.22 19.62 117 11.57 1.56 1.35 0.31
Eepiaviindos Jan-97 NA NA -5.23 10.64 114 479 5.23 6.41 8.21 11.90 -24.09 7.27 718 0.73 0.86 0.92
Hedge Fund Index
S&P 500
Jan-80 NA NA -4.38 31.51 18.40 618 1419 15.22 11.92 19.60 -50.95 15.13 1512 0.93 0.52 1.00
Total Return Index
EMargSn SRl Cavi Bend B a6 NA NA 1.02 6.05 5.55 -3.42 418 3.36 6.99 -4.51 -8.43 3.28 5.85 0.68 0.65 .0.28

Index (USD)

* The Wall Street Journal survey of 60 funds and the SALT survey of 50 funds were based on the same methodology as the current survey. When a
fund doesn’t show aranking in either of the previous two surveys, it means either fund data was not available or that it did not qualify for inclusion.
** Prior to Jul 2016, when the TEC Private Credit Fund Series F was created, performance and risk data were based on the Trust vehicle that was
launched in Jan 2012 which ran pari passu with the present Fund. *** Prior to April 2016, BTG Pactual Rates was a Yen-denominated Fund of One
for a single investor. Data cited for the first three months of 2016 relates to the Fund's investment activities under its prior name--Focus Fund.

OPPORTUNITIES
& RISKS

Pleased with how his
hedge funds have been
performing, Marc Sbegh-
en, co-founder and
co-portfolio manager of

the Swiss-based alterna-
tive investment specialist
Iteram Capital, expects to
maintain two-thirds of his

exposurein the asset class.

“Experienced, well-man-
aged hedge funds,” ex-
plains the former executive

of Banque Privée Edmond
de Rothschild, “can con-
trol their directionality and
exposure in response to
changing economic and
market conditions better
than mutual funds, private
equity and credit, venture

capital, and real estate,
whose orientation is pret-
ty well set when they're
launched.”

This is one of several com-
mon sentiments expressed
by a host of allocators inter-
viewed for this survey.

N/A = data not available.

Fund Ranking is based on 5-Year Net Annualized Returns Thru 2020. For inclusion, a fund must have assets of at least $300 million as of the end of

2020, pursuing a broad strategy, and generated minimum returns of 5% in both 2018 and 2019, and 4.5% in 2020.

Sources: Backstop BarclayHedge, Preqin, and various proprietary and online sources.

Most allocators generally
believe therisk of the pan-
demic to economies and
markets is mostly behind
them. Mohamed Farid, a
principle portfolio manager
at the World Bank, who's
managing over $3 billion in

absolute return strategies,
thinks, “unless something
unexpected occurs, the
market impact of Covid-19
for the rest of the year
looks benign, as vaccines
prove effective, their rollout
expands across the coun-

try, and economic stimulus
continues to prime spend-
ing and growth. | expect
these forces collectively
will drive market prices.”

While he acknowledges
the risk posed by variants
and the virus' persistencein

hard-hit places like India, he
notes stock markets evenin
India remain strong.

Most allocators believe
current inflation fears seem
to be transient--caused

by bottlenecks resulting
from economies reopen-
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David Rosenberg: An Economist’s Cautionary Thoughts

EU: How do you explain markets soaring during the pandemic and how do you
see 2021 as we get the pandemic under control?

DR: The best way to understand what's going onis in terms of liquidity. | think what
we withessed was one of the most impressive liquidity bubbles of all time. Funda-
mentals or valuations don't really count for much in this massive money creation
environment. Of course, we also had the huge fiscal support, the vaccinations and
the reopening of the economy. But now that these have happened, theirincremen-
tal impact onthe markets is likely to dissipate.

EU: What are the main risks investors are facing in 2021?

DR: The major risks are excessive valuations and perhaps earnings expectations
that may not end up getting fulfilled. While the Covid-hit service sector will rebound
sharply with the pandemic largely behind us, there is going to be a significant pay-
back in the durables goods sector from the unprecedented expenditure growth of
the pastyear. This is a $2 trillion consumer market or 10% of GDP. The surge in raw
material prices is great for commodity producers but will pose a margin squeeze for
awide swath of industries.

EU: | guess then you're feeling cautious about the market?

DR: The complexion of the market has already changed. Growth has given up
leadership to value stocks, but we need ever-higher interest rates and inflation to
make this more than just a trade. So | am skeptical. Small-cap stocks, which provide
the pulse over the domestic economic outlook, peaked three months ago, and, all of
asudden, Treasury yields have stopped going up and, in fact, real rates have started

todecline. Valuations overall are too extreme and credit spreads are far too tight.

| do think there is going to be increased movement back into bonds _and into gold,

ing—and central banks

will not be raising interest
rates this year. Toward the
end of 2021, however, they
expect these banks to start
tapering their quantitative
easing.

Allocators agree valuations
are high and will likely go
even higher, because as
GAM'’s Giovanni D'Alesio
explains, “most investors
don’t see any other place

to go.” But he notes not all
sectors and industries are
overvalued.

One mainreason allo-
cators remain keen on
hedge funds is their vari-
ous strategies extend well

beyond high-priced stocks.

That said, hedged equity
funds remainin vogue. But
allocators are increasingly
seeking managers focused
on delivering uncorrelated

Dol e size, smaller man-
agers have the ability to invest mean-
ingfully across a wider universe, com-
pared with larger peers, and move in

and out of positions more nimbly,

- L L - ))
'W].t.h()llt J_mpactl_n_g prices.

- Eric Costa, Cambridge Associates

Photo credit: Courtesy of Max Rosenstein

Alpha.

This has been a priority

of the World Bank after

its hedge fund book took

a significant hitin 2008
due to material exposure
to market beta andilliquid
investments. “Since then,"
explains Farid, “we have
constructred a pure al-

pha portfolio that targets
consistent absolute perfor-
mance irrespective of what

and this may have already started. Just as the stimulus checks and the huge spend-
ing from them have borrowed growth from the future, the massive stock market
gains this past year have also robbed us of future returns.

EU: Are you then concerned about a market sell-off?

DR: A new corrective phase could remedy this, and so | think treating cash right
now as a source of liquidity for later to buy risk-assets at more appropriate valua-
tions makes perfect sense to me. Of course, this also means preaching patience
and discipline, which is a tough sell for the current “get me rich” investor mindset,
but which is what | am advising nonetheless. | am sensing the broad indices are
forming a topping pattern and being forewarned means being forearmed.

EU: What else are you most afraid of?

DR: First, I'm afraid of rising social tensions here and abroad. Second, I'm worried
about China’s relationship with the rest of the world, which is likely to undergo a ma-
jor transformationafter the pandemic has passed. And third, we're facing massive
publicdeficits and debt and expanding government regulations, and how all this is
going to play.out for the economy is also very unclear.

EU: What government regulatory shifts are you concerned about?

DR: I'm worried about new regulations pertaining to the financial, energy, and
technology sectors. And we're also uncertain about what fiscal policy is going to
look like. Whois going to pay for these massive public deficits and debt? How will
bloated government and Federal Reserve balance sheets get resolved? |think this
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means we're going to have to move to a world of higher taxation, and this will likely
pinch future economic growth.

the market may be doing
through a portfolio of funds
that seek to deliver aver-
age volatility of 3% and net
returns of 5-6%.

With the tremendous rally
in growth shares, alloca-
tors last year started to
rotate into value. Vincent
Berthelemy, cross asset
strategist and portfolio
manager at the $7.1 billion
alternative investment joint

venture Investcorp-Tages,
explains his firm has so far
moved around 6 percent-
age points of exposure from
growth-focused hedged
equity funds to more val-
ue-oriented special sit-
uations and event driven
managers. “If we see a
pullback in value triggered
by areversal of flows into
the space,” explains Ber-
thelemy, “we'll treat this as
a buying opportunity to add

more value.”

Discretionary global macro
is also attracting allocator
attention as economies
move out of the shadow

of the pandemic. The
strategy can offer inves-
tors a prompt response to
unexpected turnsin bond
and equity indices, interest
rates, commodity prices,
and volatility.

Fixed-income relative value
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Why Good Funds
Didn’t Make the List

The common reason a hedge fund doesn’'t make
this survey is due to inconsistent or lackluster
returns.

But some very good funds have been excluded
because they didn't straddle the minimum perfor-
mance hurdles that have been in place for each of
the last three years. The survey initially established
these hurdles in 2018 to spotlight funds that made
money when the market was down.

Marshall Wace’s $16.5 billion Eureka equity long-
short fund has delivered positive returns over each
of the last five years through 2020. Paul Marshall’s
fund has generated annualized returns of 12.5%
since it launched in 1998 with annualized volatility
of alittle over 8%. lts returnsin 2018 were margin-
ally in the black, outperforming the industry and the
market, which were down about -5%. But its gains
didn’t meet the survey’s +5% hurdle for that year.

The $4.6 billion Linden Capital, a multistrategy
fund, also delivered positive gains over each of the
last five years. Since its inceptionin May 2003,
Joe Wong's fund has delivered annualized gains of
11.6% with volatility that’s been averaging less than
9.5%. But it was up only 9 basis points in 2018.

Sierra Europe, a hedged equity fund, is intriguing
for more thanits historical returns of more than

9% a year (in US dollar terms) and volatility of 8.2%
since it launched nearly a quarter century ago. It
has delivered these gains by contrarily focusing on
aregion that has unified its currency, interest-rates,
and many regulations while much of the world is
being pulled by growing nationalism in the opposite
direction. Also noteworthy: Sierra experienced its
worst selloff of 17% when the Tech Wreck struck at
the beginning of the century, which was less than
half of what the S&P lost during the same period.

Charles Michaels’ fund has easily exceeded the
survey’s hurdles over each of the last three years,
soaring 25% in 2020. However, fund assets were
only $154 million--below the survey’s minimum of
$300 million.
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is also being embraced

by many allocators as a
means to gain uncorrelated
returns through leveraged
exposure to corporate and
sovereign debt spreads,
assets that otherwise are
offering virtually no returns
and capital risk if interest
rates begintorise.

Allocators are also hedging
inflation risk by moving into
commodities (including
industrial and precious
metals, grains, and fuel)
real estate, and businesses
protected by large moats
that have the ability to pass

-related issues, the severe
hit it took from Covid-19,
and a significant sell-off

in mid-caps. “We believe
these UK shares are fertile
for M&A and related activi-
ty,” says Sbeghen.

While allocators are global-
ly diversified, this exposure
is tilted toward the US.
Cedric Dingens, head of
investment solutions and
alternative investments at
the CHF 10 billion asset
manager Notz Stucki, says
his firm has “more than half
of its exposure inthe US, a
quarter in Asia and about

Ko . . g
Mosgof thelcuntrydissfenction-

ing '@s 1 the¥pIndemic is in the

rearview mirrorygbufas. of % id-

June, the'\eofintiry’s vaccination

rate seems stalled in the mid-60%.

And only 16% of the global popu-

lation has been fully vaccinated.”

- Panayiotis Lambropoulos, ERS Texas

on higher costs, like some
of the big name tech giants.

Sbeghen explains lteram is
not geographically cen-
tric. But he sees a special
opportunity in the UK as the
country deals with Brexit

20% in Europe. We are
partial to American markets
because of the depth of op-
portunity in the states and
its significant retail activity,
which can create volatility
and momentum.”

And while many alloca-
tors are looking at China
as a source of outsized
gains, including Dingens
who thinks the country will
see the fastest economic
growth over the near term,
down the road others see
the country as the leading
source of geopolitical risk.

Divergence

Allocator opinions diverge
on several key issues.
While ERS Texas’ Panayio-
tis Lambropoules predicts
economic datafor the rest
of 2021 will likely surprise
onthe upside, he remains
cautious about Covid-19.

“Mostef the countryis
functioning as if the pan-
demic isin the rearview mir-
ror,” explains Lambropou-
los. But as of mid-June, the
country’s vaccination rate
seems stalled in the mid-
60%.” While transmission,
hospitalization, and death
rates are all trending in the
right direction, he wants to
seeif these numbers hold
past summer and into win-
ter (when people are back
inside) to have a clearer un-
derstanding where we are
in the pandemic, especially
as the more virulent Delta
variant takes hold evenin
vaccinated places around
the world.”

Moreover, the manag-
er sees serious gapsin
vaccination and recovery

CBOE SKEW INDEX: RISING HEDGING COSTS
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Investors who purchase options to partially insure against a market sell-off seem to agree that lately owning unhedged

equity positions may be a bridge too far.

Source: Wigglesworth and Mackenzie, “Record Highs for Skew Index Show nagging investor nerves, The Financial

Times, p. 10, 2 July 2021,

across a good portion of
the emerging world where
transmission rates don't
stop at their borders,
especially as travel and
business continue to open
up worldwide. Accordingto
recent data, Lambropoulos
says only “around 38% of
all available vaccine doses
have gone to just 16% of
the global population.” And
that worries him.

With hedge fund assets ap-
proaching $4 trillion and a
limited number of high qual-
ity, consistently performing
managers, Giovanni D'Ale-
sio thinks allocators need
to pay careful attention to

managers’ stated capacity
limits.

“When amanager starts ex-
ceeding that number,” says
D’Alesio, “investors should
request to see its analysis
that shows why higher fund
capacity is possible without
compromising investment
process and performance.”
D'Alesio would want to
know what specifically
changedin a manager’s
calculus. If afund believes,
for example, increasing
liquidity is enabling it to
manage greater assets,
D'Alesio says there’'s a clear
risk that central banks and
governments may pull back

on liquidity.

He also cautions small-
cap managers may allow
positions to appreciate into
mid-caps and may venture
into the pre-IPO market to
expand their investment
universe, both of which
introduce new risks and
performance expectations.

Two allocators think Eu-
rope offers a solution to
overvalued US markets.
Elisabetta Manuli, vice
president and fund man-
ager at the Milan-based
fund of funds Hedge Invest,
“thinks European opportu-
nities are more attractively
valued than US shares,
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How To Mitigate Emerging Market Risk: Waha MENA

Waha Mena Portfolio Manager
Mohamed El Jamal

Thinking about the investment universe
as a large commercial airliner, emerg-
ing markets occupy the tail end of the
plane. They have plenty of potential to
jet ahead. But when there’s turbulence,
they feel it the most, making them
notoriously volatile, exposed to forces

typically beyond their control.
Lead portfolio manager Mohamed El

Jamal’s investment approach has moved
his Waha MENA equity long bias fund
towards the business class section, and

the 23rd spot in this year’s survey.

Since its launch in the beginning of

ity has been 10%, its worst drawdown
was -14.2%, and its historical Sharpe
Ratio was 1.5.

According to El Jamal, the Abu-Dha-
bi-based fund has delivered consistent
performance by its independent, in
depth understanding of ineflicient Mid-
dle East/North African markets, finding
under-researched companies across the
region.

Investing primarily in nine countries,
ranging geographically from Morocco
on the Atlantic Ocean to Oman on the
Indian Ocean, the fund combines macro
views and bottom-up company anal-

YSIS in COIlStl'l.lCtl.ng and managlng its
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Jamel’s strong bearish view of oil, the
fund shifted half its portfolio into cash,
significantly sidestepping the impact
wrought by the subsequent collapse of
petroleum prices. And starting in Jan-
uary 2020, again sensing growing risk
of a global pandemic, it cut its net long
exposure from 75% to 35%. While the
MENA index fell 30% during the first
quarter of the year, the fund’s losses
were just half that.

When El Jamal saw central banks and

government spending committed to |

meeting the cha]lenges posed B
nomic s cs »
rm in our

mining. So we boosted our long book
to 105% and reduced our short expo-
sure to 25%.”

Waha often targets little known,
well-managed companies that deftly al-
locate capital, with compelling business
models that have healthy balance sheets.
They are domiciled in countries with
substantial sovereign wealth and govern-
ment spending, and whose currencies

are generally pegged to the US dollar.

ds momentum plays and
e‘ o undervalued shares
re less likely to materially
ff. It diversifies holdings across 50
to 60 stocks, with weightings typically
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investments can top out at 10 to 12%.
El Jamal argues these characteristics
collectively can help mitigate losses.

Country rotation is also an essential
part of El Jamal’s fund management.
Over the past seven years, Waha has
benefitted from Saudi Arabia, Qatar,
UAE, and Kuwait having moved from
being nearly closed markets to being
nearly completely open to foreign
“That still leaves potential
room for further market opening and

investors.

improved liquidity,” posits the manager.
And the fund alters country exposure as
nations evolve from frontier to emerg-
ing market status, which increases asset
flows through re-indexing.

2014, the fund has realized annual net portfollo een two ur percent of NAV.
returns of more than 14% and never I nvolvlng banks, petrochemlcal A lgh conviction
had a down year. Its annualized volatil- o é“ estate, mdustrlal sl “
especially since continen- Manuli argues that could be  improve.
CREDIT SPREADS 111
talrecoveryisabout 6-12 afurther boostto European | .4 year, ERS’ Lam- Europeaﬂ OPPOI‘tUHItleS arc
Sull-senio monthsbehind the States.” exposure. bropoulos expected § _
B/BBB Spread ;C'EE t fr'vao ?hesays Lhed r;"at'on into GAM's Giovanni d'Alesio distressed opportunities INOTE [dSCE actlvely valued than US
(in bps) fin bps ess crowded European ; : . . . .
also likes Europe. But he would start looking attrac shares, espe(:lally since continen-

2016 2017

Sub-senior spread, rhs

2018

2019 20z

800 shares appears to have

started.

This shift is further stim-
ulated by the continent’s
embrace of ESG, along with
the increasing potential of
European restructuring,
Green technology, and pos-
itive market changes—like
greater acceptance of M&A
as companies have begun
selling underperforming
businesses post-Covid.

The collapse in credit spreads and low default rates do not likely reflect risks facing investors, especially when govern-

ment begins pulling back on liquidity and market behavior trends back to its pre-pandemic state.

Source: Investcorp Tages

And if Germany'’s forthcom-
ing elections bring Green
leadership to the conti-
nent’s largest economy,

notes any shocks that hit
US markets are very likely
to reverberate acrossto
Europe.

Structured credit strat-
egies remain risky plays.
Because Vincent Berthe-
lemy believes there’s still
plenty of dislocation in the
space, he thinks certain
mortgage-backed securi-
ties and collateralized loan
obligations can attractively
compensate investors for
related liquidity risks as
housing prices continue to

tive by this time. However,
“‘government monetary and
fiscal intervention appears
to have contained the eco-
nomic fallout and bankrupt-
cy rate,” he explains.

The World Bank’s Farid

and GAM'’s D’Alesio think
meaningful distressed op-
portunities will still evolve.
“So far, troubled companies
have been able to survive
because economies have
been pumped full of liquidi-
ty and interest rate spreads
have not widened, which

tal recovery is about 6-12 months

behind the States.”

- Elisabetta Manuli, Hedge Invest

would trigger borrowing
stress,” explains D'Alesio.
[See table on opposite
page.] “However, over the
next two to three years,
rates may climb and this
could generate arisein
defaults.”

Debt

Several allocators express
concern about rising mar-
gin debtrelated toinvest-
ments. “Just as it helps ele-
vate the market,” observes
Lambropoulos, “margin
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trends can quickly reverse
course if companies fail to
meet lofty growth expec-
tations. Increased selling
could cascade, leading to
margin calls and additional

MARGIN DEBT

forced selling.”

Soaring debt that's been
pilingupinresponse to
the pandemic worries Eric
Knight, CEO and CIO of
the Swiss-based asset

2021 SURVEY OF THE TOP 50 HEDGE FUNDS

manager Knight Vinke.
“With global debt-to-GDP
levels approaching 400%
and pandemic-related
public expenditures set to
increase without restraint
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almost everywhere,” cau-
tions Knight, “the world’s
financial system is more
than usually fragile at this
moment and will become
even more so.”

He finds primary risks

in the financial sector
where leverage has been
rising, contrary toregu-
latory metrics, counters
the impression of strong
balance sheets. And he
sees anecdotal evidence
suggesting the level of
distress in some countries
is completely at odds with
popular rebound scenar+
ios.

Knightis worried about
southern Europe, including
France, and believes the
US market is trading--on a
debt-adjusted basis--10%
above its valuation at the
peak of the dot-com bub-
ble. [See table at bottom
left.]

“The value investor in me
feels that a correctionis
long overdue,” explains
Knight. But he admits the
euphoria driven by vac-
cinations, government
handouts and the lifting of
restrictions on travel and
social interactionis hard to
ignore. “Dealing with this
contradictionis hard for
many asset managers and
often leads to paralysis,”
says Knight, especially as
the music playson. =
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Better Understanding Volatility: G2 Investment Partners

“During our first half dozen years as our assets grew,” recalls manager Josh Goldberg, “our
investment decisions increasingly sort to balance long-term growth with capital preserva-
tion.” Ironically, instead of dampening volatility, this more micro-managed approach had
the opposite effect, preventing his investments from realizing their potential.

‘When a potential major allocator took a deep dive into the G2’s investment selection and
management processes in 2016 involving several dozen core positions, it found Goldberg’s
team was successfully targeting young micro- and small-cap companies that were under-re-
searched and undervalued in technology, healthcare, and consumer goods and services.

After discussing its findings with Goldberg, the investor and manager determined perfor-
mance could be significantly enhanced by giving stocks more time to perform and enhanc-
ing gross leverage from around 90% to up to 140%, while keeping net exposure under 50%.
‘When the investor came on board in 2017, that’s exactly what the fund did.

Making these relatively minoradjus

pace of trading in half, d e
years 02
((We

ur objective of finding stocks that are steady compounders, not homeruns,” explains Goldberg. Because
of his stock selection approach, he believes his positions “hold up better during downturns because they are strong,
resilient growth companies that :

support pric'”
t
than 21 d
pi

ex collapsed by nearly one-third, while G2 again limited losses to less than 5%.

G2 Manager Josh Goldberg

io management, which cut the fund’s
&d returns to 21% over the next four
tio from 1.0 to 1.56. This meant the fund (No. 15) was generating signifi-

en on materially more risk.

te investors who may be more inclined to buy on dips, helping to

ajor market drawdowns. In the fourth quarter of 2018 when the Russell 2000 lost
declined by less than 6%. And during the first quarter of 2020 when the pandemic struck,

ae takeaway, Goldberg notes, is “partnering with perceptive investors can be very helpful in realizing a manager’s full

potential.”

Looking ahead, the manager has a generally positive outlook. But he’s concerned about the combination of growing vola-
tility, a market that’s richly valued, and investors that are showing little fear. So toward the end of last year, G2 boosted its
shorts by 25% and starting harvesting profits, replacing some long positions that had rallied past their target prices with
younger companies whose valuations, Goldberg believes, do not yet reflect their longer-term potential.

This independent study is not arecommendation to invest in any of the funds cited, an action that requires
extensive due diligence before allocations are made. Special thanks to Marina D’Angiolillo, research and pro-
fessional services manager at Backstop BarclayHedge, for her extraordinary help for initially screening through
thousands of funds in the firm's database and performing specific fund analysis. Additional thanks are extend-
ed to the very helpful folks at Preqgin’s communication team, who also screened through 1000s of funds for this
survey.

All rights of this survey belong to Eric Uhlfelder and a licensing agreement must be secured with Mr. Uhlfelder
for any commercial use of this document.

Eric Uhlfelder covers global capital markets from New York over the past 30 years for various major publica-
tions, including The Financial Times, The Wall Street Journal, Institutional Investor, Pensions & Investments,
The New York Times, The International Herald Tribune, and BusinessWeek. He wrote the first book on the
advent of the euro post currency unification, “Investing in The New Europe,” for Bloomberg Press. And he has
earned a National Press Club Award. His website is www.globalinvestmentreport.net.
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