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I often like what Char-
lie Munger has to say.  
One quote in particular 
has stuck:  “I seek good 
judgment mostly by col-
lecting instances of bad 
judgment, then pondering 
ways to avoid such out-
comes."

How does this thinking 
apply to today’s markets?

Last year, before vacci-
nations allowed econo-
mies to reopen, skeptics 

thought market momen-
tum was largely being 
fueled by massive liquid-
ity, real negative interest 
rates, and the sense that 
investors had no place 
else to go but into stocks.  

But there’s clearly an ex-
traordinary earnings story 
going on in the country’s 
largest companies.

During the first half of the 
year, Standard and Poors 
just released data show-

ing 87% of constituent 
S&P 500 earnings beat 
consensus estimates, 
way up from the historical 
rate of around two-thirds.  
And Howard Silverblatt, 
senior analyst at S&P/
Dow Jones Indices, adds 
operating margins are 
running above 13%--a 
record high.

Reasons behind these 
numbers, explains Silver-
blatt, include enormous 
consumer spending 
unleashed by pent-up de-
mand and a rising stock 
market that helped 
buyers ignore the impact 
of rising prices.  And this 
propelled the market 
to more than 50 record 
highs this year through 
August.

However, stocks are not 
booming around a Gold-

And The Band 
Plays On
A look at markets, allocator thinking, and 
how the Top 50 Funds performed through 
the first half of 2021

ilocks economy, but one 
forged by extraordinary 
monetary and fiscal 
policy, and post-lockup 
explosion in consumption 
that’s creating a bifurcat-
ed recovery. 

“The economy’s re-
bound this year has been 
stronger than almost 
anyone predicted last 
winter,” reported The 
New York Times, “grow-
ing at its fastest clip in a 
quarter-century …. yet, 
it remains far from nor-
mal.”  The story highlights 
increasingly tough times 
many small businesses 
are having.  An indicator 
of this point and future 
economic activity, the 
Russell 2000 small-cap 
index has been stalled 
since early February 
2021. (See graph on p. iii)

The Times also found the 
University of Michigan’s 
Consumer Sentiment 
Index suffered one of its 
largest monthly losses in 
40 years in August, driven 
by the rapidly spreading 
Delta variant and high 
inflation.

While believing “the back-
drop for risk assets re-
mains constructive,” Third 
Point’s Daniel Loeb notes 
“second quarter market 
volatility increased ma-
terially with wild swings 
in sentiment and factors, 
which we expect to con-
tinue throughout the third 
quarter.”  So far in the 3rd 
quarter, not so much.

Junk bond yields are 
now less than the infla-
tion rate.  And Treasury 
TIPS pricing continues to 
downplay inflation risks, 
with yields not much more 
than their nominal breth-
ren.

If one assumes inflation is 
due largely to bottlenecks 
caused by economies 
reopening, then it’s likely 
the pandemic will con-
tinue to affect work and 
supply chains around the 
world for the next couple 
of years. 

This is a concern Pan-
ayiotis Lambropoulos, 
a hedge fund portfolio 
manager at the $34 billion 

pension fund Employ-
ees Retirement System 
Texas of Texas, voiced 
much earlier in the year 
when most observers 
felt vaccinations were 
going to turn the tide.  
“While I don’t yet expect 
a return to lock downs in 
the world’s major econ-
omies,” he explains, “the 
Delta variant is clearly 

The 2021 hedge fund survey published in June, which ranked the 50 top-perform-
ing funds over the trailing five years through 2020, found as a group they continued 
to outperform their peers and kept pace with the market during the first quarter.  
Through the 2nd quarter, the Top 50 again outperformed the hedge fund industry, 
led by distressed securities and hedged equity managers.  But a relentless bull mar-
ket surged ahead, ignoring inflation fears, unanticipated rise in 10-year Treasury 
prices, a flattening yield curve, and a rising dollar--factors that weighed on fixed-in-
come, credit and macro returns.1

by Eric Uhlfelder 

 1 See pages 3-5 in the original report for the methodology used in objectively identifying the Top 50 funds. See pages 7-16 for histori-
cal data of each of these funds, including net returns for the first half of 2021. 
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introducing far greater 
economic uncertainty 
and questions about how 
we will escape the pan-
demic’s hold.”

Also, how long will debt 
investors across all ma-
turities accept sub-infla-
tion interest rates before 
demanding greater 
compensation for lend-

S&P 500 QUARTERLY OPERATION MARGINS 
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“Trying to time a market peak 
is just as hard as trying to figure 
a bear market’s bottom.”

- Jon Feeney, Investcorp-Tages
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ing money, especially to 
the most vulnerable risk 
assets?  Ultra-low rates 
have kept many troubled 
companies afloat, con-
straining bankruptcies 
and investment losses 
from hitting the rest of the 
economy. 

This is more than an 
academic concern as 
the fortunes of the stock 
market are linked to the 
performance of the debt 
market.

But as Jon Feeney, head 
of tactical strategies at 
Investcorp-Tages, which 
manages $7.5 billion in 
alternative investments, 
so aptly puts it: “Pessi-
mism has an intellectual 
appeal that can misread 

the opportunities that are 
right in front of us.”

ALLOCATORS
For allocators trying 
to calibrate exposure, 
2021 has been a more 
challenging year than 
2020, says Cedric Ding-
ens, head of investment 
solutions and alternative 
investments at the CHF 
11.2 billion asset manager 
Notz Stucki.  “After the 
sudden sell off in March 
2020 and massive central 
bank and government 
response,” explains 
Dingens, “there was an 
argument for bullishness.  
Now it’s more difficult 
to distinguish between 
sustainable trends and 
sentiment.”

A foreign headwind 
Dingens is particular-
ly concerned about is 
coming out of China, with 
increasing regulations 
over IPOs and technology 
companies.  This has sent 
mainland shares tum-
bling.  And he thinks this 
portends more near-term 
problems for Chinese 
stocks.

Marc Sbeghen, co-found-
er and co-portfolio man-
agers of the Swiss-based 
alternative investment 
Iteram Capital, shares 
Dingens’ broad sentiment.  
The firm, with AUM of 
over $400 million, tends 
to be defensive, relying 
on discretionary global 
macro, systematic CTAs, 

and multistrategy man-
agers.  Sbeghen, sees a 
slew of risks that keeps 
Iteram cautious, including 
stretched monetary poli-
cy, inflation, leverage, and 
a fourth wave of Covid-19.  
Seeing less robust Eu-
ropean profits, he ques-
tions the sustainability 
of strong US corporate 
earnings growth. 

Craig Kelleher, co-man-
ager of Millstreet Credit 
(No. 4 in this year’s sur-
vey), believes fundamen-
tals will eventually win 
out.   When?  He doesn’t 
know.  But the fund is 
running at the same low 
net exposure, 50%, as it 
did in early 2020 when it 
feared a market that was 

also priced to perfection.   
In spite of its more defen-
sive stance, the fund was 
up nearly 15% during the 
first half of 2021.

Takeaway:  Allocators and 
managers interviewed 
acknowledge the conun-
drum: asset prices well 
beyond reasonable and 
the need to keep up with 
the relentless bull run.

PERFORMANCE
All that said, the re-
opening play that’s been 
driving stocks this year 
continued at a rabid 
pace through the second 
quarter of 2021. The S&P 
500 is up more than 15% 
during the first six months 
of the year--and 21.6% 
through August. 

The robust market helped 
hedged equity funds, 
which all generated 
healthy returns.  Equity 
long bias fared nearly as 
well as the market, gain-
ing 14.6% through June.  
Event driven rose nearly 
11%, equity long-short 
gained 8.8%, and emerg-
ing markets returned 
more than 8%.  

Small-cap equity activist 
fund Legion Partners (No. 
14) gained more than 28% 
as the fortunes of its more 
obscure turnaround plays 
continued to rally after 
getting smacked hard 
during last year’s sell-off 
when the fund’s book lost 
one-third of its value in 
the first quarter of 2020.   
(See pages 7-16 for mid-

Strategy 1Q2021 Net 
Returns (%)

1H2021 Net 
Returns (%)

2020 Net 
Returns (%)

3-Year Net 
Annualized 
Returns (%) 

thru 2020

5-Year Net 
Annualized 
Returns (%) 

thru 2020 

10-Year Net 
Annualized 
Returns (%) 

thru 2020

Equity Long Bias 8.76 14.61 16.31 6.92 7.96 6.08

Volatility Trading 1.31 4.15 15.87 2.14 2.09 1.61

Convertible Arbitrage 4.79 4.76 15.53 7.77 6.18 4.88

Emerging Markets 3.12 8.12 15.52 5.07 8.65 3.51

Distressed Securities 8.97 15.73 13.18 5.10 6.70 4.51

Event Driven 7.30 10.90 11.12 5.18 7.01 4.68

Fixed Income Arbitrage 2.34 2.31 10.46 4.35 4.53 5.30

Global Macro 4.34 7.63 10.06 3.94 3.48 2.71

Equity Long/Short 6.45 8.83 9.27 4.14 4.50 4.27

Merger Arbitrage 4.77 7.34 9.18 5.23 5.41 4.72

Asset-Backed Loans 2.21 4.08 7.01 5.56 6.61 7.08

Commodity Trading Advisers 2.38 4.53 5.43 2.40 1.32 0.61

Fixed Income Diversified -0.21 1.35 5.31 3.44 3.83 5.67

Credit Long/Short 0.57 1.98 5.18 3.20 3.77 3.63

Credit Long-Only -1.21 1.56 4.43 3.38 3.65 4.46

Multi Strategy 4.15 7.08 4.23 1.41 2.91 3.37

Fixed Income Relative Value * 3.67 6.24 3.38 3.41 4.59 4.41

Mortgage Backed Securities 1.8 2.67 2.04 2.64 3.63 4.58

Equity Market Neutral 2.55 4.76 -1.29 -1.19 -0.02 2.00

Asset Backed Securities 4.44 7.31 -1.83 2.80 5.40 9.92

Collateralized Debt Obligations 5.99 10.65 -3.17 1.27 6.88 14.16

Top 50 Averages 5.41 9.23 24.20 17.26 14.81 NA

Backstop BarclayHedge Index 4.79 8.86 11.14 5.23 6.41 4.79

S&P 500 Total Return Index 6.18 15.25 18.40 14.19 15.22 13.89

JPMorgan Global Gov't Bond Index -3.42 -2.56 5.55 4.18 3.36 3.63

Source: Backstop BarclayHedge 

* Source of Fixed Income Relative Value is HFR

HEDGE FUND STRATEGY PERFORMANCE: Thru June 2021
Ranked by 2020 Returns

Source: Yahoo Finance
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year returns for each of 
the Top 50 funds.)

Top-ranked Sosin Part-
ners, an equity long bias 
fund, climbed 27.6% 
during the first six months 

of the year.  Emerging 
Markets Asian fund, 
FengHe Asia (No.28) rose 
21%.  And Waha MENA 
(No. 22), a Middle-East 
North African emerging 
market hedged equity 
fund, increased by nearly 
15%.

The biggest surprise is 
the performance of equity 
market neutral fund An-
son Investments (No. 26).  
In returning 36% during 
the first half of the year, 
it doubled the market’s 
return.  Remarkable, 
considering this balanced 
strategy's average return 
was just 4.8% over this 
period.

Amin Nathoo, co-portfolio 
manager, explains the 
fund has realized strong 
long gains from PIPEs and 
convertible debt financ-
ing.  It has also profited 

substantially from exploit-
ing near-term idiosyn-
cratic short opportunities 
related to meme stock 
mispricing.

Most other hedge fund 

strategies, however, 
delivered far more mod-
est returns in the low- 
and middle single digits, 
reflecting challenges and 
concerns many managers 
are seeing.

One manager who has no 
problem generating small 
steady gains is Dan Zwirn. 
His Arena Special Oppor-
tunities fund (No. 49) was 
up 4.9% through June.  
While he sees plenty of 
opportunity, he’s con-
cerned about bank debt 
being grossly overpriced, 
new bond issuances pay-
ing virtually nothing, and 
the high cost of volatility 
protection, making it hard 
to hedge.  Zwirn quips, 
“we are seeing liquidity 
in the absence of solven-
cy.”  And he fears inflation 
is more than transitory, 
believing there’s a signif-

icant chance of seeing 
the Fed shift rates higher, 
especially as government 
spending is set to rise 
sharply.

LOW HIGH 
YIELDS
Investcorp-Tages’ Jon 
Feeney explains fixed-in-
come, credit strategy, and 
discretionary macro per-
formance has been con-
strained by unanticipated 
rise in 10-year Treasury 
prices, flattening of the 
yield curve, and a rising 
dollar--moves that have 
upended many consen-
sus reflation trades and 
have increased uncer-
tainty. 

The chase for yield has 
sent the junk bond prices 
higher and their interest 
rates to record lows, 
according to ICE Bank of 
America.  And this trend is 
likely fueling the surprise 
of the first half:  Dis-
tressed securities were 
the top-performing hedge 
fund strategy and the 
only one to outpace the 
market, returning 15.7% 
versus the S&P 500’s gain 
of 15.3%

This is eye-catching since 
before the pandemic, 
during the trailing five 
years ending in 2019, the 
strategy’s annualized 
return was just 1.9%.  
Massive monetary and 

fiscal stimulus breathed 
life back into the space, 
helping it to surge more 
than 13% in 2020.

Several funds in this 
year’s top 50, while not 
categorized as dis-
tressed, have significant 
distressed exposure.  
Millstreet Credit (No. 5) 
was up 14.8% during 
the first half of this year.  
Mudrick Distressed Op-
portunities (No. 11, which 
considers itself event 
driven) was up nearly 
17%.  

The opportunistic dis-
tressed and equity fund 
MAK One (No. 12) gained 
more than 19% during 
the first half of the year.  
While manager Michael 
Kaufman currently has 
little exposure to dis-
tressed, he believes, “one 
reason distressed may 
be excelling is the avail-
ability of cheap money 
has limited the number of 
distressed opportunities, 
pushing up valuations.”

He adds, “it takes a seri-
ously troubled business 
to fall into distress today 
when credit markets are 
so exuberant.”  But he 
believes there will be an 
explosion of opportuni-
ties in the space.

Because of the massive 
market distortions cre-
ated by the aggressive 
monetary intervention 

and many underpriced 
risks, Kaufman expects 
tapering and interest rate 
increases will be met with 
increasing market volatili-
ty.  And he fears if inflation 
proves systemic, it will hit 
most asset classes and 
securities prices hard. 

Millstreet Credit’s 
co-portfolio manager 
Brian Connolly agrees 
current trends are not 
sustainable over the 
long haul.  “High yield is 
in uncharted territory,” 
explains Connolly, “with 
the average yield-to-
worst well inside of 4%.  
Even more disconcerting 
is over one-third of the 

S&P 500: RECENT CORRECTIONS FROM 2003-2021

Source: Bloomberg

space is trading inside 
of 3%.”  But he is more 
sanguine than Kaufman, 
still seeing long as well as 
short opportunities.

Millstreet invests exclu-
sively in high-yield short-
er-term debt.  Its research 
team is finding fundamen-
tally sound small- and 
mid-cap underpriced 
debt, which may benefit 
from the continuing eco-
nomic rebound over the 
next 12 months.

To avoid getting hurt 
shorting, given the un-
predictable meme craze, 
the fund primarily targets 
144A private placement 

debt that can only be 
purchased by institutions.  
And with cheap interest 
rates likely to remain 
around for a while, the 
team also sees opportu-
nities shorting callable 
high-yield debt “whose 
upside is pinned against 
the call price, with risk 
more likely limited, unlike 
an equity short.” 

So what to think about 
prospects for this rest of 
this year?

After seeing the S&P 500 
double in value in just 
one year, Iteram’s Marc 
Sbeghen thinks over the 
near term the market will 

more likely correct than 
add another 20%.  “His-
torical data bears this 
out,” explains Sbeghen.  
(See chart below.)

By nature thoughtful and 
cautious, Jon Feeney is 
a bit more upbeat.  He 
says overall it’s hard to 
be bearish in this envi-
ronment with so many 
positive forces clearly 
supporting higher asset 
prices, in spite of how 
frothy they are getting.   
“And trying to time a 
market peak,” concludes 
Feeney, “is just as hard 
as trying to figure a bear 
market’s bottom.” ■

“We are seeing liquidity in the 
absence of solvency.”

- Dan Zwirn, Arena Special Opportunities
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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 
fought in 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 

Hedge Fund Investing 
During The Time of 
Covid-19: Part II
Active fund management—with a big assist from central banks 
and government stimulus—smoothed the ride over last year’s 
turbulent markets, and this year’s volatility is providing more op-
portunities and new risks.

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 

looks robust.  In April, the 
International Monetary 
Fund projected global 
growth of 6% in 2021 and 
4.4% in 2022.

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-

tion sense.” Broadly speak-
ing, he sees multiple, not 
real earnings, expansion 
driving markets higher.  As a 
result, “many investors are 
looking away from the es-
sential indicators and more 
towards technical analy-
sis and sheer momentum 
which isn’t sustainable,” 
explains D’Alesio.

Uncertainty and volatility 
that characterized 2020 
was a boon for many hedge 
funds.  Last year’s Top 50 
funds delivered collective 
returns that were in line 
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 

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-

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

Image Courtesy of the Federal Reserve Bank of New York

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 
I initiated 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, I 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.

“The test of a first-
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
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