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My year-end wrap up last 
year was entitled, Non-
fungible Scotoma.  Trans-
lation: investors were 
seeing only what they 
wanted to see..

Investors were ignoring a 
bunch of clouds that were 
hanging over markets a 
year ago. The huge fourth 
quarter rally seemed 
disconnected from 
reality. That reality in-
cluded rising inflation and 
the likelihood of higher 
interest rates and slower 
corporate growth.  And in-
vestors continued to pour 
into new virtual invest-

ments that had absolutely 
no intrinsic value.  Then 
there was the massing of 
Russian troops around 
Ukraine’s borders in the 
middle of winter and a 
pandemic.

We all know what hap-
pened since. And did 
you notice there were 
no crypto ads during this 
year’s Super Bowl?

Some things have 
changed.  But maybe not 
as much as one might’ve 
thought.

A year on, US and Euro-
pean economies appear 
to have weathered the 

rapid rise in interest rates.  
Investors are chomping at 
the bit to restart a bull ral-
ly, encouraged by positive  
news about consumer 
spending, unemployment, 
GDP growth, and the pos-
sibility of a Fed pivot later 
in the year.  

But given persistent in-
flation and greater likeli-
hood of more rate hikes, 
along with the escalation 
of the Ukrainian war and 
tensions with China, is 
such optimism merited or 
premature?  We’ll address 
this matter later in this 
report.

THE TOP 50 SURGES PAST THE MARKET 
BY 23 PERCENTAGE POINTS IN 2022

TOP  
PERFORMERS
Financial media and many 
investors like to focus 
on hedge funds that 
outperformed during a 
challenging year. “We saw 
this after Covid-19 struck 
in 2020 and then again in 
2022 when interest rates 
soared and markets sold 
off,” observes Ben Craw-
ford, head of research at 
BarclayHedge.  He thinks 
this misses an essential 
point.

He wants to know about 
funds that were managed 
well during a crisis and 

that delivered decent re-
turns in the years leading 
up to such events. “That’s 
what allocators really 
want to target and is the 
focus of this survey,” 
Crawford says.

While not all of the Top 
50 hedge fund managers 
that made last year’s list 
escaped 2022 without 
getting smacked, the vast 
majority did because 
of disciplined portfolio 
construction and man-
agement that’s mindful of 
evolving risk and opportu-
nity.  Some good fortune 
probably helped as well.

The most unexpected 
results were generated 
by idiosyncratically-man-
aged hedged equity 
funds.  While the Bar-
clayHedge benchmark 
average for the strategy 
broke even, three Top 50 
equity long-short funds 
delivered net returns 
above 25%. (See all fund 
returns on pp. 7-16.)  

The very consistent New 
York-based MAK One 
(ranked 11th) generated 
gains across the year, 
having ended 2022 up 
nearly 28%.  That was 
nearly double the fund’s 
historical annualized 
returns since its launch 
nearly two decades ago.  
The fundamentally driven 

portfolio manager, Mi-
chael Kaufman, got some 
help from his long book, 
which was up 5% for the 
year.  But the bulk of his 
gains were generated 
from his short positions, 
which were up a net 23%.

Brook Absolute Return 
Focus fund (20th), based 
in London, an offshoot 
of Crispin Odey’s group, 
gained 26.5% last year.  
But it was a rough ride.  

The London-based global 
manager took a 14% 
hit early on when man-
agers James Hanbury 
and James Grimston 
completely wrote down 
their four Russian equity 
positions.  With markets 
having gone south with 

the war and sanctions, 
and rising inflation and 
interest rates, Brook saw 
its early 2022 net expo-
sure cut in half from net 
90% long to net 50% long 

The past year again revealed the merits of proven independent asset management. 
As the Russian invasion of Ukraine disrupted access to fuel and commodities,  
further aggravating inflation and sending interest rates soaring, government bonds 
lost -13% and the market tanked -18%. The average hedge fund declined by more 
than -8%. But the various broad-strategy hedge funds that comprise the Top 50 
were collectively profitable. They ended 2022 up over 5%. And more than two-thirds 
of these funds continued their long record of delivering consistent, uncorrelated, 
positive returns, which had earned them a place on this exclusive list.
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by June. 

The fund’s short book 
helped staunch the 
bleeding.  But it was an 
opportunistic outside-
the-box move into UK 

* This table tracks 44 of the 50 funds in the survey.  There are 6 other funds in the survey that pursue 
different strategies than those stated above. 

** The $1B-plus Haidar Jupiter Fund was up 194% in 2022. 

Source: BarclayHedge and proprietary sources
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inflation-indexed gov-
ernment bonds along 
with a fourth quarter rally 
that  sent net long expo-
sure back up to 90% and 
boosted returns. Its 2022 
performance more than 
doubled its historical an-
nualized returns since its 
launch at the end of 2015.

Miami-based Citadel Tac-
tical fund (19th), a quan-
titative equity strategy 
that’s one of the largest 
in the survey’s hedged 
equity group, generated 
gains of nearly 26% last 
year.  That was more than 
5 percentage points bet-
ter than the fund’s 15-year 
annualized track record.  

Ken Griffin’s portfolio 
managers would not com-
ment on performance. But 
the firm’s chief risk officer 
and head of portfolio con-
struction and risk group, 
Joanna Welsh, recently 

explained to Risk.net the 
group’s perennial success 
is based on “not taking 
(sic) beta, not chasing 
factor themes, but looking 
for idiosyncratic win-
ners and losers.”  Going 
beyond extensive stress 
testing, Welsh emphasiz-
es the search for smaller 
business-specific risks 
that occur with greater 
frequency.  “You start to 
learn where you have 
good predictability,” she 
says, “and less good pre-
dictability.”

Such observations only 
hint at how Tactical 
massively outperformed 
during a very tough year. 
Perhaps Welsh’s most 
telling observation: “hu-
bris can do a lot of dam-
age . . . we know where 
we can and can’t predict 
risk and generally know 
where we should lean in 
or lean out.”

Hubris characterized a 
few funds that had made 
the previous Top 50, but 
were booted out in the 
2022 report for having 
failed to clear the +4.5% 
performance hurdle in 
2021.  (See page 4 to 
learn about the survey’s 
methodology.)  Sosin 
Partners was a top equity 
performer for many years.  
But Cliff Sosin’s fund 
delivered net 2021 re-
turns of +3.9% in 2021.  It 
didn't qualify for the 2022 
survey, then proceeded 
to collapse by –77%. 

Perennial winner Tiger 
Global also stumbled in 
2021, down –7.4%, also 
missing last year’s cut.  In 
2022, Chase Coleman’s 
fund tanked –56%. 

Jeffrey Talpins’ Element 
Capital, a fixture in the 
macro space and a reg-
ular in the survey, also 

failed to the make the 
2022 survey when it lost 
-9% in 2021.  In 2022, it 
lost -3.4%, hardly a terri-
ble return by any means.  
But it was disappointing 
compared to what other 
leading macro managers 
did last year.  

According to The Finan-
cial Times, Talpins is now 
encouraging redemp-
tions to shrink the fund 
and enhance returns.  
For many strategies, this 
survey has found cer-
tain advantages of being 
smaller.  However, it’s not 
all together clear how 
downsizing a $12 billion 
fund by several billion can 
alter the performance of a 
liquid strategy that trades 
interest rates, various 
indices, commodities, and 
currencies.

Other large venerable 
funds which didn’t make 

the Top 50 due to in-
consistent performance 
over the past five years 
through 2021 included 
Daniel Loeb’s Third Point 
and Lee Ainslie’s Mav-
erick.  Both funds were 
down more than -20% 
last year.  These are solid 
funds and their exclusion 
from the Top 50 doesn’t 
mean the survey can fore-
cast performance.  But it 
suggests when manage-
ment struggles to pro-

duce consistent returns, 
that could be an indicator 
of greater-than-average 
performance risk. 

Another surprise came 
from the 15th ranked 
Waha MENA—one of the 
survey’s two emerging 
market hedged equity 
funds.  That’s certainly 
not a space where one 
expected to have found 
absolute returns last year. 

With gains of more than 
+12% in 2022, the Abu-

Dhabi-based fund easily 
topped emerging market 
returns (-15%) and Mid-
dle East/North African 
(MENA) shares (-6%).   

PM Mohamed El Jamel, 
whose fund has regular-
ly made the Top 50 list, 
demonstrated especially 
active management with 
his net long position hav-
ing shifted from a peak 
of 110% in June (which 
drove first half perfor-
mance) to 32% in August 

when shorts significantly 
contributed to returns.  El 
Jamel pushed net expo-
sure back up to 99% by 
the end of the year.

The fund continues to 
profit from the region’s 
expanding investment 
opportunities beyond 
energy.  Nearly two-thirds 
of its diversified book are 
in financials and materi-
als—the former having 
benefitted from rising in-
terest rates. One quarter 

of the fund is in consumer 
discretionary and real 
estate—the latter having 
benefitted in the post-
Covid boom in the Dubai 
property market. Qatar’s 
hosting the 2022 World 
Cup didn’t hurt.  

A soaring MENA IPO 
market also helped the 
fund.  EY, the global con-
sultancy, reported a huge 
jump in regional IPOs in 
2022–51 offerings raised 
$22 billion.

Additional drivers con-
tinue to be firms based in 
countries with substantial 
sovereign wealth and 
government spending 
whose currencies are 
pegged to the US dollar.  
This proved particularly 
positive last year as the 
dollar soared.

Investments in the region 
were also supported by 
sanctions blocking capi-
tal flows into Russia.  This 
drove more indexed and 
investment capital into 
MENA.  At the same time, 
investors sought refuge 
in oil--and the region--as 
a hedge against rising 
inflation. 

A long-term top perform-
er that soared last year 
was Said Haidar’s global 
macro fund--a perennial 
member of the Top 50.  
New York-based Haidar 
Jupiter, last year’s third-
ranked fund, rose 194% in 

2022.  It was the only fund 
within the survey’s top 7 
that made money in 2022.  
It widely outperformed 
the rest of the Top 50 and 
its own historical annual-
ized returns of 20% since 
its launch in 1999.  

The fund declined to 
comment.  But investor 
documents, reported by 
Bloomberg, confirmed the 
fund had bet on protract-
ed central bank interest 
rate tightening in the US, 
UK, and other G7 econ-
omies and juiced returns 
with lots of leverage.  

Haidar outperformed oth-
er macro managers by not 
having pivoted away from 
this exposure as some 
did in the middle of 2022.  
He sensed inflation was 
much sticker than most 
believed and that central 
banks would need to be 
especially aggressive to 
counter inflation.  

Suggesting how the fund 
might respond to a pivot-
ing Fed, Haidar recently 
wrote to clients: “there 
are increasing signs that 
growth in the rest of the 
world is starting to stabi-
lize just as US economic 
data is deteriorating. This 
growth divergence likely 
bodes poorly for the US 
Dollar and favorably for 
outperformance of Trea-
suries relative to Europe-
an government bonds.”

MACRO DATA

1) Regional and world aggregates revised to 2020 IME PPP weights               2) Ex. Argentina and Venezuela

Source: Generali Insurance Asset Management

“Base rates around 4 or 5 per-
cent for a while could impose a 
discipline to corporations and 
investors that has been largely 
missing over the past two de-
cades..”

- Tilo Wendorff, Prime Capital
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STRATEGY 
FINDINGS
The Top 50 is largely 
comprised of 7 strategies 
(see tables on p. ii and p. 
4).  Except for hedged 
equities, the other 6 
strategies outpaced their 
respective index perfor-
mance as reported by 
BarclayHedge. 

Despite a dynamic last 
three months to the year, 
the Top 50 funds saw 
only moderate changes in 
performance. 

Losses of the 15 hedged 
equity funds did ease 
during that time, with 
average returns having 
improved from -15.6% 
to –10.6%. But these 
losses were offset by 10 
multistrategy funds that 
ended the year up 10.2%, 
a 2.5% improvement over 
the third quarter.  Three 
volatility arbitrage funds 

added a collective 1.5% in 
the fourth quarter, having 
delivered 9.5% in 2022.  
And five global macro 
funds, which had been 
up 70.5% as of the end of 
September, lost quite a 
bit of steam.  But they still 
ended the year up more 
than 54%. All told, the Top 
50 gained 5.7% in 2022. 

However, there was wide 
performance dispersion 
across the underlying 
funds.  In the equity 
space, one basic truth 
was again borne out: 
managers who had been 
delivering outsize returns 
often get hit the worst 
when markets turn.  This 
is the survey’s Achilles 
Heel.

Hedged equity fund 
performance ranged 
from +28% to -47%. Their 
average return (-10.6%) 
was a bit better than 

the BarclayHedge Eq-
uity Long-Bias average 
(-13.7%).  But it was much 
worse than the Equity 
Long-Short Index, which 
broke slightly positive. 

The poorest equity 
returns were delivered 
by Skye Global (-47.4%), 
North Peak Capital 
(-43.2%), Old Kings Cap-
ital (-35.2%), and Legion 
Partners (-35.0%).  These 
funds had produced 
strong annualized re-
turns going into the bear 
market.  But three out of 
the four had experienced 
substantial intrayear 
drawdowns prior to 2022. 
Skye Global, which was 
launched in mid 2016, 
had not seen prolonged 
serious losses before last 
year.  

As mentioned, MAK One 
and Citadel Tactical were 
the top performing equity 

funds, joined by Anson 
Investments (+7.6%) and 
Schonfeld Fundamental 
Equity (+3.2%).

The ten multistrategy 
managers also revealed 
extremely wide return 
dispersion. Citadel Wel-
lington was up more than 
+38% (having added 10% 
in the 4th quarter) while 
Aristeia Partners eked 
out a 1% gain—basically 
flat in Q4.  But the aver-
age return of the survey’s 
multistrategy funds was a 
healthy 10%, 13 percent-
age points better than the 
BarclayHedge strategy 
average. 

Contributing to these 
gains were D.E. Shaw 
(+24.7%) and Millennium 
(+12.4%). Both were up a 
bit in the fourth quarter. 

In having declined a 
whopping 80 percentage 
points during the last 

three months of the year, 
Haidar-Jupiter still ended 
the year up 194%.  While 
management’s reliance 
on highly leveraged con-
centrated investments 
has helped the fund 
deliver consistent perfor-
mance over the past two 
decades, it remains the 
fund’s largest risk.  

Macro fund John Street 
Capital also gave back 
some of its gains during 
the fourth quarter, ending 
the year up nearly 27%, 
doubling its historical an-
nualized returns since its 
launch a decade ago.  

These two funds helped 
the five macro managers 
in the survey generate 
54% returns, lightyears 
past the BarclayHedge 
Global Macro Index’s re-
spectable returns of 6.7%. 

Some noteworthy re-
turns outside of these 3 
main strategies are in the 
debt and credit space.  
Four such funds that 
appeared vulnerable to 
rising interest rates and 
related stresses held their 
ground.

Whitehaven’s Credit Op-
portunities, which unique-
ly relies on fixed-income 
relative trades of munic-
ipal debt, gained nearly 
+5%.  The frontier market 
Enko Africa Debt, the 
most unexpected fund in 
the survey, rallied back 
from mid-year losses of 

–23% and ended 2022 up 
+1%. Opportunistic junk 
debt specialists Millstreet 
Capital gained +4% and 
Arena Special Opportuni-
ties lost -1.6% 

The big question facing all 
funds that have been on a 
tear during such a chal-
lenging year is whether 
they’ll be able to adjust 
their books when mon-
etary and other key risk 
factors change. It wasn’t 
long ago when we saw 
managers that thrived 
during the pandemic then 
fail to rotate their invest-
ments as economies 
reopened and consumer 
habits changed.

OUTLOOK
Interviews with several 
leading global allocations 
show inflation, interest 
rates, and geopolitical 
risks remain key issues 
going forward.  We’ll ad-
dress the first two points 
and then turn to the war.  
The market has learned 
to live with this risk, even 
as Russia revives the 
specter of Stalingrad 
1943 in Ukraine.  But such 
passivity could change 
if the war intensifies and 
China decides to supply 
the Russian war machine. 

During the second half 
of 2022, some financial 
experts greatly feared 
the impact of hyperactive 
central banks, mindful of 
what had happened many 

decades ago when we 
experienced aggressive 
monetary tightening.  
Enhancing risk: econo-
mies today are far more 
interconnected and lever-
aged than they were four 
decades ago.  Maybe it’s 
too early to know if we’ve 
escaped forecasted dis-
ruption.  

“US and Europe have so 
far weathered sharply ris-
ing interest rates without 
staving off growth,” ob-
serves Thomas Hempell, 
head of macro and mar-
ket research at the €585 
billion Generali Insurance 
Asset Management. “Mar-
kets no longer seem too 
worried that we could see 
a repeat of what hap-
pened in the 1980s when 
we last experienced a 
sharp rise in rates.”

But he explains inflation is 
not a temporary phenom-
enon, but one that has 
been building over years.  
“Externalities like the 
pandemic, supply chains, 
and the war exaggerated 
the sharp price rise,” says 

Hempell, “but the core 
issues remain.”  

“Markets are too euphor-
ic given where we are 
in the economic cycle,” 
cautions Cedric Dingens, 
head of alternatives at the 
CHF10.5 billion Swiss-
based NS Partners.  He 
notes that volatility, 
which had been largely 
bouncing between 20 
to 30 since 2020, de-
clined during the first six 
weeks of 2023.  Dingens 
believes it’s a good time 
to take profits and plans 
on continuing his low net 
exposure.

Optimism that fueled 
the early 2023 rally was 
rooted in decades of suc-
cess buying into selloffs 
and discounting bearish 
concerns—even ignoring 
fundamental shifts in the 
economy.

In noting this trend, econ-
omist Neil Ditta of Renais-
sance Macro Research, 
admits “the negative case 
always sounds a little bit 
more intellectual, and 

S&P US HIGH-YIELD CORPORATE BOND INDEX

Source: S&P Dow Jones Indices

“With Putin’s fate tied to taking 
over Ukraine, there’s material 
risk the war could turn signifi-
cantly hotter.”

- Thomas Hempell, Generali
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people give it a little bit 
more attention.”  That 
doesn’t mean Dutta is 
an untethered bull.  He 
doesn’t think the Fed 
is going to cut rates 
any time soon because 
there’s simply “too much 
economic momentum 
behind the U.S. economy.”  

While that thought may 
disappoint investors hop-
ing to cash in on surging 
equities driven by an 
eventual Fed pivot, such 
news is hardly bad.

Some observers look 

benignly at higher inter-
est rates.  Tilo Wendorff, 
managing director of 
absolute return strat-
egies at the €11 billion 
Frankfurt-based Prime 
Capital, believes, “seeing 
base rates around 4 or 5 
percent for a while could 
impose a discipline to 
corporations and inves-
tors that has been largely 
missing over the past 
two decades.”  He feels 
maintaining such rates 

would help central banks 
“reclaim their credibility 
while at the same time 
leaving them a substantial 
cushion they can call on 
when the need to stimu-
late economies returns.”

But Wendorff is con-
cerned that segments of 
the markets are not rec-
ognizing the increasing 
cost of financing.  “The 
high-yield bond market 
is not showing as much 
fear as one might surmise 
given the rate hikes we’ve 
seen.  I think we could see 

that spread rise as the 
impact of higher rates is 
felt.”

Lionel Erdely, co-CEO 
and CIO of the global 
alternative investment 
manager Investcorp-Tag-
es, doesn’t expect to see 
a dramatic rise in defaults 
and thinks the threat of 
runaway inflation has 
receded.  But he says 
the current earnings 
environment remains 

less predictable.  “I think 
markets are fairly priced 
and will be range bound 
due to continued volatility 
as investors contend with 
uncertain inflation and 
central bank behavior.”  
Erdely believes volatility 
will provide opportunity 
for funds that know how 
to monetize it.

Even more cautious is 
Karen Karniol-Tambour, 
co-chief investment 
officer for sustainability at 
Bridgewater Associates.  
She told The Financial 
Times, “We think we are 
moving to an environment 
where inflation will be 
more volatile, more en-
trenched.” She believes 
that will demand tighter 
monetary policy for a lon-
ger period, even despite 
the damage it may inflict 
on the real economy and 
jobs.  “The market has 
had a couple of months of 
saying ‘maybe we’re back 
to being back to normal, 
don’t worry about it,” she 
quips.  But she doesn't 
believe it. 

There’s a chance bullish 
equity sentiment could 
actually push rates higher 
beyond current expec-
tations.  Instead of fear-
ing recession, Edward 
Yardeni, a global invest-
ment strategist, thinks a 
“rally implies investors 
believe the federal funds 
rate is close to its termi-
nal rate and that the Fed 

might succeed in bringing 
inflation down without 
causing a recession.”  

But he surmises the 
opposite may occur.  He 
cites concerns of Federal 
Reserve Bank of New 
York President John Wil-
liams: “Looser financial 
conditions . . . might imply 
a higher interest rate 
to make sure that we’re 
getting to the goals that 
we’re trying to achieve.”

So how do leading allo-
cators manage their ex-
posure during a time that 
may be near an inflection 
point or not?

One thing has changed.  
With the era of cheap 
money behind us for 
quite some time to come, 
attractive risk-free and 
high-grade corporate 
rates are forcing alter-
native investments to 
be more compelling to 
justify their higher risks 
and fees.  Investors and 
allocators may be less 
tolerant of underperfor-
mance. 

Generali’s Thomas 
Hempell thinks, “elevated 
valuations and persistent 
headwinds to earnings 
keep us favouring a 
prudent stance on risk 
assets amid mounting 
signs of exuberance, 
especially as Euro area 
investment-grade credit 
still looks attractive.”

There’s consensus that 

global macro and mul-
tistrategy remain the 
strategies du jour.  Be-
lieving we haven’t yet 
experienced the full brunt 
of rising interest rates, 
Lionel Erdely sees op-
portunity trading volatile 
bond and stock indices, 
commodities, and foreign 
exchange.

NS Partners’ Dingens 
agrees, remaining con-
structive on global macro 
and the all-weather fea-
tures of proven multistrat-
egy managers.

In the firm’s flagship $1 
billion fund PCAM, Prime 
Capital’s Wendorff main-
tains his heavy weighting 
in multistrategy (70%) 
along with 11% in macro 
and CTAs. 

PCAM also sustains a 
19% exposure in dis-
tressed credit. “We may 
see more shorting oppor-
tunities as higher rates 
cycle through economies 
and markets,” says Wen-
dorff, “introducing more 
distress and defaults per-
haps in the second half of 
the year or in 2024.” 

Agreeing with Wendorff 
about the pace of the 
distressed cycle, Erdely 
and Dingens aren’t quite 
ready to materially move 
into this space.  “There’s 
not yet enough reward 
for the potential risk out 
there,” posits Erdely.  Din-
gens agrees: “We haven’t 
yet seen the impact of 
rising interest rates, and 
I don’t believe junk credit 
spreads have registered 

grave concern.”

With growing dislocation, 
Erdely sees opportunities 
in specific areas of struc-
tured credit.  But wary of 
the impact of rising inter-
est rates, he’s avoiding 
exposure to significant 
leverage.  “We don’t think 
defaults will become a 
systemic problem,” posits 
Erdely, “but there’s plenty 
of leverage out there and 
it’s best to avoid being a 
forced seller.”

He also believes there are 
opportunities in convert-
ible bond arbitrage and 
special situations, in-
cluding merger arbitrage 
as companies consider 
attractive firms that may 
struggle with higher 
financing costs.

Whether interest rates 
peak this year or next, 
Dingens thinks when 
rates do turn, emerging 
market credits will again 
be compelling as global 
growth restarts.

As for the impact of geo-
political concerns, many 
allocators agree markets 
have acclimated to the 
war.  Wendorff echoes 
a prevailing sentiment: 
“Our managers are not 
really concerned about 
the impact of the war on 
their portfolios. Europe, 
with a mild winter, has 
adjusted to the energy 
crisis rather well and food 
supplies don’t seem to be 
an issue.”

While Taiwan remains a 
hot issue, Wendorff thinks 
the reversal of China’s ze-
ro-Covid policy suggests 
the country is empha-
sizing the importance of 
global trade over conflict.

With no compromise in 
sight and Putin’s fate tied 
to taking over Ukraine, 
Generali’s Hempell 
believes there’s material 
risk the war could turn 
significantly hotter.  This 
includes the possibility of 
Russia resorting to stealth 
attacks on European en-
ergy infrastructure. “Such 
an escalation,” he cau-
tions, “would quickly send 
uncertainty and volatility 
rising.”

Supportive of Ukraine, 
Hempell is concerned 
about the longer-term 
consequences spreading 
across Europe triggered  
by the secular shift in 
greater military spending 
to meet the crisis and 
increasing security risks.  
“This rising cost,” he 
explains, “is coming at the 
expense of infrastructure, 
education, green energy, 
and other critical spend-
ing.”  When added on 
top of pandemic-related 
expenditures, Hempell 
thinks rising military bud-
gets could further strain 
European public debt 
and potentially increase 
the cost of financing as 
economies struggle with 
the risk of recession. ■
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“Markets are fairly priced and 
will be range bound due to con-
tinued volatility as investors con-
tend with uncertain inflation and 
central bank behavior.”

- Lionel Erdely, Investcorp-Tages



GLOBAL INVESTMENT REPORT GLOBAL INVESTMENT REPORT

Earlier this month the Fi-
nancial Times’ Lawrence 
Fletcher gave us a rare 
glimpse at a recent Elliott 
Management investor 
letter.   The venerable 
hedge fund manager 
warned economies and 
markets were likely to 
get much worse before 
turning around.  The clear 
message: it’s different this 
time.

Paul Singer’s $56 billion 
hedge fund team believes 
an “extraordinary” set of 
financial extremes that 
have come as the era of 

cheap money draws to a 
close is making “possible 
a set of outcomes that 
would be at or beyond the 
boundaries of the entire 
post-WWII period.”

The asset manager says, 
according to Fletcher, 
that markets could cor-
rect by as much 50%, ac-
celerated by hyperinfla-
tion and “losses on bridge 
financing and potential 
markdowns of collateral-
ized loan obligations and 
leveraged private equity.”

Bill Winters, CEO of 
Standard Chartered 

Bank, which manages 
over $800 billion globally, 
feels a bit more sanguine.  
“It’s appropriate to be 
cautious right now,” he 
explains, “but the gloom, 
arguably, is overdone.”  

Then in mid-November, 
US October inflation 
numbers came in well be-
low expectations.  They 
were coupled with con-
tinued job and retail sales 
growth and confirmation 
that the economy did 
grow in the third quarter, 
with initial estimates at 
a not too shabby 2.6%.  

THE TOP 50’S REMARKABLE OUTPERFORMANCE

These few data points 
sparked a new round of 
optimism where some an-
alysts cautiously walked 
out the prospect that we 
may finally be getting 
close to the hump.

All this gives credence to 
John Kenneth Galbraith’s 
quip: “The only function 
of economic forecasting 
is to make astrology look 
respectable.”  

What to think?

Economist Desmond 
Lachman, a senior fel-
low at the American 
Enterprise Institute, puts 

things plainly: “The Fed 
is making the exact same 
mistake it made leading 
up to the crisis—except 
now in reverse.”  Lachman 
fears the rapid draining of 
liquidity out of the econo-
my through multiple large 
rate hikes and quantita-
tive tightening is shocking 
markets in precisely the 
same but opposite way 
extreme rate cuts and 
massive quantitative eas-
ing supercharged them.  
He fears the result may 
not only cause significant 
capital destruction but 
rising uncertainty that 
will check investment 
and growth, which in turn 
could fuel a cycle of busi-
ness failures and worse.

Year to date through 
the third quarter, the 
market had lost nearly 
one quarter of its value.  
Bloomberg reported 
equity and bond losses 
amounted to $36 trillion.  

However, hedge funds did 
quite a bit better, accord-
ing to BarclayHedge.  Its 
broad index of funds lost 
less than -11.4%.  And its 
benchmark equity long/
short index was down just 
a bit over 3% during the 
first nine months of the 
year.

But Global Investment 

Report’s diverse group of 
Top 50 funds--based on 
the strongest trailing five-
year annualized returns 
through 2021 of broad 
strategy funds running at 
least $300 million (that 
also delivered annual 
absolute returns since 
the end of 2017)—gener-
ated collective net gains 
of 4.5%.  That topped the 
S&P 500 by 28 percent-
age points, a spread that 
widened 7 percentage 
points since the end of 
June. (See performance 
tables on pp. 7-16.)

RETURNS
Ben Crawford, Head of 
Research at Barclay-
Hedge, says, “these re-

turns stand out not just in 
contrast with the average 
hedge fund performance, 
but also against returns 
of the average fund of 
hedge funds--a more 
precise comp--which 

An extremely volatile third quarter dashed mid-year hopes that the worst of the sell-
off was over.  Aggressive central banks trying to hammer persistent inflation made 
sure of that, which helped send the market down nearly 24% for the year through 
September.  Making global matters worse, Russia intensified its war against Ukraine, 
shelling critical infrastructure as winter sets in.  And Moscow is again threatening 
to shut down delivery of grain to starving third-world nations.  All of this is raising 
geopolitical uncertainty that’s further fueling a global energy crisis and recession 
fears in Europe that most observers believe will jump the Atlantic to the US next 
year.  And growing liquidity concerns threaten to turn this troublesome brew toxic.  
All this makes the Top 50 hedge funds’ performance even more noteworthy.  The 
group was up nearly 4.5% through September, outpacing the market by 28 percent-
age points.

by Eric Uhlfelder 
20 November 2022
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was down -8.2% over the 
first three quarters of the 
2022.”

Even more telling, ob-
served Crawford, is the 
survey continues, “to 
show symmetry between 

* This table tracks 44 of the 50 funds in the survey.  There are 6 other funds in the survey that pursue 
different strategies than those stated above. 

** The multi-billion-dollar Haidar Jupiter Fund was up 274% during the first 3 quarters of 2022.

Source: BarclayHedge and proprietary sources
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consistent returns and 
the ability to control 
downside exposure.”  
Specifically, funds that 
have been delivering 
steady long-term gains 
year over year have 
weathered the selloff 
much better than funds 
that had been generating 
stronger and more vola-
tile returns.  “These ob-
servations evolved from 
the way in which the Top 
50 funds were objective-
ly selected,” concluded 
Crawford. (See Method-
ology on p. 4.)

The Top 50 is largely 
comprised of 7 strategies.  
(See table on p. ii.)  Ex-
cept for hedged equities, 
the other 6 strategies 
outpaced their respective 

index performance, as re-
ported by BarclayHedge. 

Only a few of the Top 50 
funds saw substantial 
changes in performance 
from the end of the sec-
ond quarter through the 
third quarter.  

Collective losses of the 
15 hedged equity funds 
saw little change over 
the quarter, down -15.6%.  
These declines were 
offset by 10 multistrategy 
funds that gained an aver-
age of 7.7% and 3 vola-
tility arbitrage funds that 
returned 8.0%--returns 
that were in line with their 
first-half performance.  
The 5 global macro funds, 
which soared an average 
of 70.5%, experienced the 
most significant change 

of all strategies during the 
quarter.  All told through 
September, the Top 50 
gained 4.5%. 

However, diversity of 
strategies and manage-
ment styles accounted 
for a wide performance 
range of the underlying 
funds. Hedged equity 
funds saw returns that 
ranged from +21% to 
-44%. Their average re-
turn (-16%) was just slight-
ly better than the Barclay-
Hedge Equity Long Bias 
average. 

But it was much worse 
than the database’s 
Equity Long/ Short Index, 
which lost -3.1%. The 
poorest equity perform-
ers were North Peak 
Capital (-43.8%), followed 

by Old Kings Capital 
(-40.1%), Legion Partners 
(-39.7%), and Skye Global 
(-39.6%).  These funds 
had delivered strong 
annualized returns going 
into the bear market.

The best-performing 
hedged equity funds 
year-to-date through 
September were Citadel 
Tactical (+21.3%) and 
MAK One (+14.3%), which 
are actually tracking their 
historical full-year annu-
alized returns. Schonfeld 
Fundamental Equity 
(+3.2%) so far has under-
performed its long-term 
returns by six percentage 
points. 

Through three quarters 
of the year, two well-
known multistrategy 

managers, Citadel Wel-
lington (+28.7%) and D.E. 
Shaw (+20.6%), are both 
significantly outpacing 
their long-term returns.  
They’ve helped the group 
surge past the Barclay-
Hedge Multistrategy 
index by nearly 13 per-
centage points. 

The Top 50’s global 
macro funds received a 
seismic boost from Haid-
ar-Jupiter, which soared 
274% through the first 
three-quarters of 2022.  
In a recent investor letter, 
according to Bloomberg, 
the fund profited strongly 
from “leveraged rates 
trading as central banks 
abandon years of eas-
ing and started raising 
interest rates to contain 
spiraling inflation.  Man-
ager Said Haidar predicts 
risk assets will remain 
under pressure as in-
vestors readjust their 
expectations to be more 
in line with central bank 
guidance, and monetary 
policy tightening contin-
ues to drain liquidity from 
markets.”   

Macro fund John Street 
Capital climbed nearly 
36%, tripling its historical 
annual returns. These two 
funds helped the 5 macro 
managers in the survey to 
generate returns light-

years past the Barclay-
Hedge Global Macro 
index, which enjoyed 
respectable returns of 
5.8%. 

The big question facing 
all funds that have been 
on a tear during such 
a challenging year is 
whether they’ll be able to 
adjust their investments 
when monetary and other 
key risk factors change.  
We recently witnessed 
managers who thrived 
during the initial shock of 
the pandemic fail to rotate 
their portfolios as econo-
mies reopened and con-
sumer habits changed.

Some noteworthy returns 
outside of these 3 strate-
gies include Whitehaven’s 
Credit Opportunities, 
which relies on fixed-in-
come relative trades of 
municipal debt.  So far 
it has weathered rising 
interest rates with year-
to-date returns through 
September of +2%. 

Three managers that 
appeared to be vulner-
able to rising interest 
rates and related stress 
also did quite well. Op-
portunistic junk debt 
specialists Millstreet 
Capital gained 4% and 
Arena Special Opportu-
nities was minimally in the 
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black.  Emerging markets 
equity manager Waha 
MENA surged in the third 
quarter with year-to-date 
returns up by more than 
12%, while the average 
emerging market hedge 
fund had lost more than 
-17%.

On the downside, merg-
er specialist Ramius 
declined -13.2%.  And 
concerns this report 
initially expressed about 
how a rising interest rate 
cycle may hit the intrigu-
ing Enko Africa Debt fund 
have materialized.  The 
fund declined -19.2% 
during the first nine 
months of the year—a 

S&P US HIGH-YIELD CORPORATE BOND INDEX: JANUARY – NOVEMBER 2022

Source: S&P Global
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slight improvement over 
its mid-year loss.

MACRO  
ENVIRONMENT
Despite consensus that 
recession is coming, 
Patrick Ghali, managing 
partner at the alternative 
investment consultancy 
Sussex Partners, doesn’t 
believe markets have yet 
priced that into valua-
tions. He points to junk 
bonds, whose first-half 
collapse has stabilized 
(see table on p. iii). 

After registering record 
profits, the head of one of 
the world’s largest con-
tainer shipping firms, AP 
Moller-Maersk, says for-
ward-looking conditions 
look poor.  That’s discon-
certing given shipping 
activity is a bellwether of 
future trade and a likely 
reflection of business and 
consumer confidence.  
CEO Soren Skou sees, 
“every indicator we are 
looking at is flashing dark 
red.”

US corporate earnings, 
meanwhile, remain up-
beat.  Howard Silverblatt, 
senior index analyst at 
S&P Dow Jones Indices, 
found with more than 
four-fifths of the S&P 
500 companies having 

reported third-quarter 
earnings, nearly 70 % 
beat the street’s estimat-
ed earnings.  This number 
is slightly below those 
reported over the past 
dozen quarters. But it’s 
within the range of earn-
ings beat over the past 
decade.  So it’s unclear 
whether this number por-
tends worsening corpo-
rate health.

Then there’s the fear of 
spiraling wage growth.  In 
a recent report, the IMF 
believes the risks on this 
front are limited due to 
several factors:  It cites 
temporary “underlying 
shocks to inflation com-
ing from outside the labor 
market, falling real wages 
are reducing price pres-
sures, and central banks 
are aggressively tighten-
ing monetary policy.”

Looking historically at 
wages as a percent of 
corporate income also 
mitigates this concern. 
(See table on p. iv.)

But Dan Zwirn, manager 
of Arena Special Oppor-
tunities fund (No. 41) sees 
a more systemic problem, 
which dates back to 2012 
when the Fed embarked 
on a second round of 
quantitative easing as 
economic growth stum-

bled after escaping the 
Great Recession.

“You want to use QE in 
an emergency,” explains 
Zwirn.  “You don’t want to 
get used to it.”  And that’s 
what happened, again, af-
ter the initial shock of the 
pandemic had passed.  
This led to tremendous 
asset bubbles and sys-
tematic mispricing of risk, 
layering “an enormous 
debt on the economy that 
we would effectively have 
to pay,” observes Zwirn.  
That bill came due in the 
form of runaway inflation, 

and to Zwirn, there are 
no other tools left to use 
than drastic interest rate 
increases and the trauma 
that comes with them.

Former portfolio manager 
and alternative invest-
ment advisor to several 
Swiss banks, Robert 
Khoury, cautions the 
rapidity of sharp central 
bank rate increases ig-
nores the reality that each 
rate increase requires six 
to nine months to reveal 
its economic impact.  

“This is one reason why 
central banks consistent-

ly cause recessions when 
trying to fight inflation,” 
Khoury explains.  And in 
the current environment, 
there are externalities 
that rising rates can’t 
touch.  This includes Chi-
na's protracted COVID 
lockdown and the Rus-
sian invasion of Ukraine, 
the latter causing energy 
prices to soar.  (See chart 
on p. v.) Khoury fears the 
consequences of relent-
less monetary tightening, 
“will likely be dire, impact-
ing liquidity and the health 
of financial systems.”

While bank leverage has 
been materially reined in 
since the financial crisis, 
Khoury still thinks it’s an 
issue as financial stress 
rises.  And he believes 
institutions like Cred-
it-Suisse, Deutsche Bank, 

and BNP Paribas are 
especially vulnerable.  He 
posits the European Cen-
tral Bank will likely need 
to guarantee the health 
of certain banks to avoid 
larger shocks. 

Economist Desmond 
Lachman agrees with 
Khoury.  He believes the 
Fed is too focused on 
reclaiming its credibility 
and not modulating its ac-
tions in the most effective 
way.  “It risks breaking a 
whole bunch of things,” 
says Lachman, since 
other major central banks 
will be forced to move in 
relative lockstep to keep 
their global businesses 
competitive. 

After years of gross credit 
misallocation and record 
debt levels, Lachman 

fears the net result of 
sharp and rapid interest 
rate hikes will likely cure 
inflation, but at a cost of 
having created a wave 
of bankruptcies, credit 
market stress, emerging 
market debt defaults, a 
sharp rise in unemploy-
ment, and global financial 
instability. 

OUTLOOK
Despite recent positive 
news about US inflation, 
employment, and growth, 
most observers think 
we’re still in for more chal-
lenging times.

Graham Capital Man-
agement’s Ken Tropin 
was spot on when, in 
last quarter’s review, he 
discounted the mid-sum-
mer rally and expected 
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stocks to again fall.  While 
the S&P has rebounded 
in October, he believes 
the market will remain 
volatile, with a chance of 
revisiting previous lows.

This call is largely fueled 
by Tropin’s belief that 
inflation will likely remain 
stubbornly high.  While he 
expects it to start retreat-
ing, he believes reaching 
Fed target rates is still 
a couple years off.  This 
means the Fed will con-
tinue to tighten and the 
dollar is likely to sustain 
its strength.

However, with UK and Eu-
ropean inflation running 
red hot, their respective 
central banks may be 
forced to drive up interest 
rates faster than planned 
around the same time the 

NAT. GAS PRICES, EU vs US

Source: Bloomberg, GIAM calculations

Source: Generali Investments October 2022
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Fed may be slowing its 
pace of monetary tight-
ening.  This could cause 
Sterling and the Euro to 
rally.

Fearing the rapid ascent 
in interest rates, Des-
mond Lachman thinks 
the Fed should be dialing 
back its pace and size of 
hikes to provide time to 
see what their impact on 
the economy will be.  He 
notes mortgage rates 
have more than doubled 
since the start of the year 
to around 7 percent at 
present, which has sent 
the US housing market 
into recession.

Having caused the equity 
and bond price bubbles to 
burst and having sent the 
dollar to a 24-year high 

through aggressive mon-
etary policy, he urges the 
Fed to be more mindful 
of the impact its actions 
are having across glob-
al financial markets. “At 
the very least,” Lachman 
says, “the Fed should be 
slowing down quantitative 
tightening, which is cur-
rently withdrawing liquidi-
ty at a rate of $95 billion a 
month. “Failure to do this 
is inviting a major finan-
cial market crisis both at 
home and abroad.” 

More hawkish than Lach-
man, Arena’s Dan Zwirn 
thinks higher rates are 
essential.  But he does 
agree that risks related to 
this shift still haven’t been 
factored into economic 
forecasts.  He believes,  

“debt loss recognition” 
is largely being masked 
by refinancing.  But he 
predicts, “a maturity wall 
will soon be hit when 
leveraged loans and 
distressed bonds come 
due, but refinancing isn’t 
available for increasingly 
troubled companies.”  

Arena is addressing this 
growing risk several ways.  
A rising number of coun-
terparties with which Are-
na can transact is putting 
the firm in a strong nego-
tiating position.  Zwirn is 
requiring “tremendous 
margins of safety, as 
senior as possible, with as 
little duration as we can 
get, with as much com-
pensation and control we 
can bargain for.”  

Arena protected itself 
earlier in the year against 
interest rates moving 
much higher than most 
thought would happen, 
which has paid off.  And it 
has rotated realized gains 
into Put options.

It’s investing in private 
convertibles and posi-
tions “that are intrinsi-
cally disconnected from 
the overall economy,” 
explains Zwirn, “such as 
litigation finance, pharma-
ceutical or musical royal-
ties, and insurance-relat-
ed investments.”

Alternative investment 
advisor Khoury urges 
allocators to favor man-
agers that have reduced 
leverage and net expo-
sure, targeting macro, 

trend-following, and mar-
ket neutral strategies.

While he believes a time 
will come to turn to dis-
tressed and relative value 
strategies, we’re not there 
yet.  With the current Fed 
overnight rate under 4%, 
he thinks it will continue to 
rise and top out early next 
year between 4.5% and 
5%.  When that happens, 
he thinks default rates will 
have peaked, offering dis-
tressed investors better 
opportunities.  And as the 
bond market stabilizes 
along with rates, then 
there will be more reliable 
fixed-income relative 
value opportunities.

Cedric Dingens, head of 
alternatives at NS Part-
ners with CHF10.5 billion 
under management, 
thinks US rates are likely 
heading even higher, 
peaking toward 6% by 
June 2023.  “The Fed is 
desperate to reclaim its 
credibility after infusing 
too much liquidity into 
markets for too long,” 
explains Dingens.  And 
he thinks this is leading 
to the Fed’s bifurcated 
reality: “It’s our currency, 
it’s your problem.”  This 
is forcing coordination 
of central bank moves 
across developed mar-
kets and leaving emerging 

markets in trouble.

Dingens favors global 
macro strategies that 
continue to benefit from 
high volatility across 
many asset classes, while 
collecting 4% yields on 
unencumbered cash.  
He’s also positive about 
leading multistrategy 
funds that continue to de-
liver positive risk-adjusted 
returns.

With inflation being more 
accurately reflected 
in their valuations, the 
allocator also thinks TIPS 
look promising going 
forward.

What he’s not so certain 
about is hedged equity, 
which has failed to gen-
erate much alpha in 2022 
after a so-so 2021.  He 
says one reason is that 
shorting has been chal-
lenging.  Because of the 
cyclicality of alpha, he’s 
hoping it may return in 
2023.

All this said, Dingens com-
mitment to alternatives 
remains strong.  The key 
reason: the lack of visi-
bility.  “This is a problem 
that seems to be getting 
worse,” explains Dingens, 
“as uncertainty remains 
high with exogenous 
shocks seemingly now a 
regular occurrence.” 

This leads us back to the 
war.

Economic historian Niall 
Ferguson explains, “Wars 
have played a very no-
ticeable role in the history 
of inflation expectations.”  
He adds, “major breaks in 
the downward trends in 
interest rates were nearly 
all associated with wars, 
particularly those that 
destroyed capital stock 
and generated monetary 
financing of debt.”

Ferguson fears growing 
economic and geopolit-
ical instability if the war 
escalates without signs 
of a decisive winner or 
a serious pitch towards 
negotiations.

New York Times colum-
nist Thomas Friedman 
echoes this sentiment, 
reminding us what the 
last three decades have 
brought.  “We have con-
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nected so many people, 
places and markets 
and then removed so 
many of the old buffers 
that insulated us from 
one another’s excesses 
and replaced them with 
grease — that instabili-
ty in one node can now 
go really far, really wide, 
really fast.”  That is why, 
he argues, the Russian 
attack on Ukraine is a 
World War.  

Ukraine’s retaking of 
Kherson is just the latest 
part of a remarkable 
counteroffensive.  It’s em-
blematic of economy and 
markets--that recovery 
comes in steps--never a 
straight line and always 
with more challenges 
than one can anticipate.  
And even when the end 
appears near, it can easily 
drift further away, and 
morph into something 

that wasn’t expected. ■

“The Fed is making the exact 
same mistake it made leading  
up to the crisis—except now in 
reverse.”

- Desmond Lachman 
American Enterprise Institute

Source: Generali Investments October 2022
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A recent Financial Times 
headline exclaimed, 
“Investors Grow Frus-
trated with Hedge Funds 
after Historic Losses.”  
The story’s lede: “Hedge 
funds are heading for one 
of their worst years of 
performance on record.”

A number of celebrated 
funds are making a mess 
of things.  According to 
the FT, Daniel Loeb’s 
Third Point fund declined 
20%, Lee Ainslie’s Mav-
erick Capital was down 
35%, and Chase Cole-
man’s Tiger Global can’t 

seem to get out of its own 
way, having lost half its 
value during the year’s 
first six months. 

But the article was not 
seeing the whole picture.

The financial media’s 
penchant for hedge fund 
schadenfreude is a key 
reason behind this sur-
vey’s perennial look at 
pockets across the indus-
try that merit attention.  

The BarclayHedge hedge 
fund index for the first half 
of 2022 reported average 
returns of -9.6%.  That’s 

much better than the S&P 
500’s decline of 20%--the 
benchmark’s worst first-
half performance since 
1970.  Even more compel-
ling: the industry’s bell-
wether strategy--equity 
long/short--declined by 
just -3.5%.  This echoes 
what happened the last 
time stocks plunged.  The 
S&P was down -37% in 
2008 while equity long/
short funds lost less than 
-12%.

The Top 50 funds identi-
fied in this year’s annual 
hedge fund survey-- com-

A FIRST HALF OF HISTORIC DIVERGENCE

prised of the strongest 
long-term performing 
broad-strategy funds 
through 2021-- collective-
ly outpaced the market 
during the first six months 
of 2022 by 21 percentage 
points.  This built upon the 
50’s seven-plus percent-
age point edge over the 
S&P 500 after the first 
quarter. (See pp. 7-16.)

“Considering the constel-
lation of hedge funds this 
survey assembled ac-
cording to a rules-based 
methodology and long-
term historical analysis,” 

observes Ben Crawford, 
head of research at 
a leading hedge fund 
database BarclayHedge 
(which has been track-
ing funds independently 
for 37 years), “I think it’s 
remarkable just how well 
this group has performed 
during such a sharp 
downturn.”   

While no one has any  
idea what the rest of 
2022 holds, Crawford 
contends the data sug-
gests something clear 
and compelling about 
hedge fund selection: 
long-term consistency is 
key. “Finding persistently 
positive track records 
with low to moderate 
volatility through multiple 
market cycles may repre-
sent an underappreciated 
edge in shaping a com-
pelling portfolio of funds,” 
Crawford explains.

The survey’s findings 
suggest a compelling 
link--even symmetry--be-
tween consistent returns 
and the ability to control 
downside exposure.  This 
screening still captures 
outliers whose strong 
long-term performance 
comes with more risk.  
But the group collectively 
delivered returns well be-
yond expectations. (See 
Methodology on p. 4.)

Emblematic of market ag-
nostic consistency is the 
volatility fund Dynamic 
Alpha, which ranked 17th 
in the survey (profiled on 
p. 11).  

While many allocators 
doubt the efficacy of this 
strategy, John O’Brien, a 
fund director at Dynamic 
Alpha, says positive per-
formance during the first 
half of the year was based 
on a commitment to pro-
cess that doesn’t seek to 
exploit trends to maxi-
mize profits.  This would 
increase risk.  He says, “in 
June, when volatility was 
high and the market fell, 
we increased hedging, 
tightened spreads and 
reduced overall exposure 
to increase efficiency 
during the selloff.  This 

benefitted the portfolio in 
July as the market rallied 
and volatility fell, and we 
then normalized trading 
parameters.”

First-half 2022 was the 
fund’s first bear market.  
Still, it outpaced the S&P 
500 by 24 percentage 
points--a wider degree 
than it has ever done in a 

July brought some relief: a market rally, a soaring jobs report, and inflation num-
bers that didn’t accelerate as commodity prices continued their decline.  This may 
suggest to some investors we’re past the worst of the bear market.  But inflation 
remains stubbornly high, rising interest rates are threatening recession, food and 
energy insecurity are growing more acute, and serious supply chain issues remain.  
Somewhat forgotten: The tragic six-month Russian war against Ukraine shows no 
signs of letting up, exacerbating macroeconomic and security problems and rais-
ing geopolitical tensions.  All of this has contributed to one of the market's worst 
first-half starts since the Great Depression.  More remarkable that the Top 50 Hedge 
Funds ended the first half of 2022 in the black, outpacing the market by 21 percent-
age points.

by Eric Uhlfelder 
26 August 2022 
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calendar half year since 
its launch in May 2016.   

Returns
The Top 50 significantly 
outperformed the market 
despite the substantial hit 
suffered by several of its 
hedged equity funds.  But 
these loses were offset 
by 10 multistrategy funds 

TOP 50 HEDGE FUND PERFORMANCE BY STRATEGY VERSUS 
BENCHMARK STRATEGIES

* 6 other funds that round out the Top 50 involve different strategies 
Source: BarclayHedge, Preqin, and proprietary sources
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that gained an average of 
5.3%, 3 volatility arbitrage 
funds that returned 8.5%, 
and 5 global macro funds 
that soared an average 
of 46%. All told through 
June, the Top 50 was in 
the black, having gained 
0.73%. 

A wide range of strategies 
and management styles 
accounted for the group’s 
expansive dispersion.  
With 15 hedged equity 
funds accounting for the 
largest number of funds in 
the 50, their performance 
ranged from +15% to 
-40%.  Their average re-
turn was down -15%--vir-
tually the same as the 
BarclayHedge Equity 
Long Bias average.  But it 
was much worse than the 
database’s Equity Long/
Short Index, which lost 
less than -3.5%.

The poorest equity per-
formers were Old Kings 
Capital (-40.1%), followed 
by North Peak Capital 
(-37.7%), Skye Global 
(-35.4%), and Legion 
Partners (-32.2%).  

The best-performing 
hedged equity funds were 
MAK One (+15.3%), Cita-
del Tactical (+12.6%), and 
Schonfeld Fundamental 
Equity (+2.9%).

Two well-known mul-
tistrategy managers, Cita-
del Wellington (+17.5%) 
and D.E. Shaw (+16.9%), 

helped this group out-
pace the BarclayHedge 
Multistrategy index by 
nearly 10 percentage 
points.

The 50’s global macro 
funds received a seismic 
boost from Haidar-Jupi-
ter, which soared 170% 
through the first half of 
the year.  John Street 
Capital climbed nearly 
28%.  These funds pro-
pelled the group far past 
the BarclayHedge Global 
Macro index returns of 
4.99%.

Some noteworthy re-
turns outside of these 
three strategies include 
Whitehaven’s Credit Op-
portunities, which relies 

on fixed-income relative 
value trades of US munici-
pal debt.  It weathered the 
rising interest rate envi-
ronment, ending the first 
half of the year slightly up, 
+0.85%.

Three managers that 
appeared vulnerable to 
rising interest rates and 
related stress did quite 
well.  Opportunistic junk 
debt specialists Millstreet 
Capital gained nearly 3% 
and Arena added more 
than 5%.  And in spite 
of the losses suffered 
across emerging markets, 
equity manager Waha 
MENA tacked on nearly 
8%.

On the downside, merger 

specialist Ramius de-
clined -13.3%.  And con-
cerns this report initially 
expressed about how a 
rising interest rate cycle 
may hit the intriguing 
Enko Africa Debt fund 
came to roost with the 
fund having declined 
-23% during the first half 
of the year.

Macro  
Environment
“There’s plenty of risk 
ahead,” says Ken Tropin, 
founder and chairman of 
Graham Capital Manage-
ment, which manages $18 
billion.  While he believes 
inflation has peaked, 
he sees structural and 

cyclical forces keeping 
inflation well above the 
Fed’s target and forcing 
the central bank to remain 
aggressive. 

In contrast with observers 
who are expecting a re-
turn to the previous status 
quo, Tropin sees “a new 
paradigm evolving that’s 
less favorable for risk 
assets  “characterized 
by heightened market 
volatility and uncertainty.”  
Further, he thinks there’s 
not much chance the 
economy and markets 
will return to the previous 
decade when fund out-
performance over risk-
free returns had nearly 
tripled historical spreads.  
“I believe the 12 years fol-
lowing the financial crisis 
in 2008 of easy global 
monetary policy and a 

perpetual bull market was 
abnormal,” says Tropin. 

This shift may be evi-
dent with the Fed having 
pushed up overnight 
rates in July for a second 
consecutive time by 75 
basis points to 2.25%-
2.50%.  And there’s a 
good chance for another 
such rise in September. 
Federal Reserve Bank 
Chair Jerome Powell 
said future moves would 
be geared to what the 
data is telling the central 
bank. “As the stance of 
monetary policy tightens 
further,” he explains, “it 
likely will become appro-
priate to slow the pace of 
increases.” Still, Powell 
wants to ease growth to 
help enable the supply 
side to catch up.

Long-term investment 

strategist Edward Yardeni 
argues de facto interest 
rates have actually moved 
even higher than what 
current overnight rates 
are telling us.  That’s due 
to the impact of a rallying 
dollar that has appreciat-
ed by more than 10% this 
year (increasing the price 
of US exports but cutting 
the cost of imports) and 
the Fed’s shift to quanti-
tative tightening that has 
pushed $150 billion off of 
its balance sheet.  Yardeni 
thinks these two factors 
have effectively in-
creased interest rates by 
at least another 100 basis 
points.  And that shift 
will get an even bigger 
boost, he says, starting in 
September when the Fed 
accelerates QT by more 
than a factor of three.  By 

August 2023, an addi-
tional $1.1 trillion will have 
runoff the Fed’s book.

Whether or not that 
means there’s greater 
downward pressure on 
rising prices, economist 
Lars Christensen believes 
it will take more than 2 
years before inflation 
returns to pre-crisis lev- 
els. Given that prospect, 
he’s concerned the Fed 
might ease its inflation 
tolerance, even targeting 
levels of 4%, to allow it to 
cut rates sooner to boost 
growth.  (See interview on 
pp. 17-18.)

While the US economy 
has contracted for two 
straight quarters, Europe 
surprised many econo-
mists with 2nd quarter 
GDP having surged 4% 
from the year earlier.  This 

12-MONTH PERCENTAGE CHANGE IN KEY CATEGORIES OF CPI JULY 2022

Source: U.S. Bureau of Labor Statistics.

2022 SURVEY OF THE TOP 50 HEDGE FUNDS: MID-YEAR UPDATE

GROWTH AND INFLATION FORECASTS THRU 2024

Source: Generali Investments
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followed a 1st quarter 
gain of 0.7%.  The Rus-
sian invasion of Ukraine 
hitting the continent along 
multiple fronts, along with 
a steadily weakening euro 
that’s sending energy 
and import prices high-
er, led many observers 
to project much weaker 
numbers.  

The financial consultan-
cy, Deloitte, ebulliently 
reported, “the Eurozone 
economy was in excellent 
shape. This was likely 
due, in part, to strong con-
sumer demand for tourist 
services. With the pan-
demic receding, people 
were eager to return to 
their previous love of trav-
el. This was reflected in 
strong growth in France, 
Italy, and Spain—signifi-
cant tourist destinations.”

Positive growth numbers 
may have made it a bit 

easier for the European 
Central Bank to U-turn 
away from its previously 
cautious monetary pos-
ture and raise rates 50 
basis points in late July to 
more aggressively count-
er persistent inflation.

However, growth stalled 
in the continent’s larg-
est economy, Germany, 
which was unchanged 
from the previous quarter, 
but still up 1.5% from a 
year earlier.  And this is fu-
eling extremely negative 
German investor senti-
ment, which threatens 
European growth.  

This forward-looking 
gauge is revisiting levels 
not seen since the eu-
rozone debt crisis more 
than a decade ago.  This 
collapse is directly relat-
ed to the Russian invasion 
of Ukraine and NATOs 
sanctions that followed.  

Investors fear the poten-
tial collapse in access to 
Russian natural gas and 
soaring energy prices, 
continued supply chain 
issues, weather-related 
shocks, and mandated 
cuts in energy usage will 
further slow the country’s 
and eurozone’s growth.  

What does all this mean?

According to Thomas 
Hempell, head of macro 
and market research at 
the €585 billion asset 
manager Generali Invest-
ments, central banks’ rush 
to tame inflation is being 
increasingly complicated 
by growing energy crisis 
and political uncertain-
ties. (See chart on p. vii.)

While he agrees central 
banks need to move away 
from accommodative 
interest rates to reclaim 
their inflation-fighting 
credentials, he warns 

risks are tilted towards an 
even more toxic stagfla-
tion dilemma if the energy 
crunch in Europe deep-
ens as Putin punishes the 
continent for sanctions it 
has imposed on Russia. 

For Hempell, the combi-
nation of surging natural 
gas prices in Europe, 
rising inflation and in-
terest rates along with 
continued supply disrup-
tions are reducing growth 
forecasts and increasing 
recession risks over the 
next year.  He projects 
eurozone growth to come 
in at less than 1% in 2023.

The world did receive 
some good news out of 
Ukraine with the agree-
ment that’s restarting 
the shipping of Ukrainian 
grain and Russian fertiliz-
er through the Black Sea.  
This activity had been 
shut down since March, 

pushing up food prices 
and intensifying the threat 
of famine throughout 
much of the Third World.  

But offsetting this positive 
development was the 
intensification of the con-
flict in eastern Ukraine.  
Lars Christensen sees 
the Russification of parts 
of this region as tragic 
and genocidal.  

Further, the war’s now 
encircling the continent’s 
largest nuclear power 
plant in Zaporizhzhia.  
Russian forces have set 
up artillery units within the 
complex to shell targets 
across the region while 
interfering with worker 
access to the plant that’s 

S&P HIGH-YIELD CORPORATE BOND INDEX: JAN. 1, 2022 - AUG. 12, 2022

Source: S&P / Down Jones Indices

compromising opera-
tional safety of the site’s 
multiple reactors.  

Speculation about why 
Moscow is doing this 
ranges from its plans to 
shut off power to 20% of 
Ukrainians to intention-
ally causing a radiation 
event—a very big dirty 
bomb.  This is adding a 
whole new element of 
uncertainty to a continent 
already beset with a myri-
ad of worry.

Christensen’s biggest 
concern is the war re-
flects “the reversal in the 
trends of global checks 
and balances that has 
largely kept the peace 
over the past several de-

cades.  This can unleash 
all sorts of uncertainty, 
including the ratcheting 
up of tensions between 
China and Taiwan.”  

While many European 
allocators are increasing 
their weighting to the US, 
it’s not without significant 
risk.  While he agrees 
America is less exposed 
to energy supply shocks, 
Generali’s Hempell an-
ticipates the slowdown 
in US manufacturing 
spilling over to the rest of 
the American economy. 
“US 2023 growth rate 
may also come in below 
1% as the risk of a reces-
sion nears 50%,” says 
Hempell. 

Outlook
In spite of the summer 
rally, it’s hard to make 
an argument that we’re 
closer to the end than the 
beginning of this period of 
economic and geopoliti-
cal distress. 

Cedric Dingens, head 
of alternatives at the NS 
Partners with CHF10.5 
billion under manage-
ment, thinks the recent 
equity rebound could be 
just a bear market rally. 
He’s taking advantage of 
the recent surge in prices 
by “gradually taking some 
profits from his direction-
al equity funds.”

He’s becoming increas-
ingly more defensive, 

2022 SURVEY OF THE TOP 50 HEDGE FUNDS: MID-YEAR UPDATE

“I think the selloff was a very normal correction after years of a bull 

market.  What we’re seeing is the battle between those that buy on the 

dips and more cautious investors who are far from certain we’ve seen the 

worst of what all the current geopolitical and macroeconomic problems 

are throwing at us.  I can see stocks falling again from here.”
- Ken Tropin 

Graham Capital Management
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combining significant 
macro exposure with 
multistrategy funds and 
higher cash levels to help 
counter a market correc-
tion.  At the same time, 
he’s holding onto his eq-
uity long/short managers 
to exploit idiosyncratic 
opportunities that evolve 
during especially volatile 
markets.

After benefitting from 
trend followers’ very good 
first half, he cautions that, 
“it’s usually not the best 
time to allocate to CTAs 
and Quants after they just 
had a fantastic run.”

Ken Tropin believes tradi-
tional assets will remain 
vulnerable as “the Fed 
will no longer provide a 
tailwind for beta strate-

gies, and bonds also look 
unattractive given high 
inflation and the prospect 
for higher rates.”  

Despite the first-half 
decline, Tropin doesn’t 
think a recession is priced 
into the market, especial-
ly given the subsequent 
rally. “I think the selloff 
was a very normal cor-
rection after years of a 
bull market,” says Tropin. 
“What we’re seeing is the 
battle between those that 
buy on the dips and more 
cautious investors who 
are far from certain we’ve 
seen the worst of what 
all the current geopoliti-
cal and macroeconomic 
problems are throwing 
at us.  I can see stocks 
falling again from here.”

He thinks US overnight 
rates will end the year be-
tween 3.50% and 3.75%, 
with 10-Year Treasury 
yields hovering around 
the same levels.  Trailing 
12-month inflation will 
decline to 6.5% to 7.5%.  
He estimates the green-
back will continue to rally 
with euro-dollar poten-
tially reaching $0.90 and 
dollar-yen hitting ¥140.

Tropin expects the 
mid-summer risk-on 
sentiment to fade with the 
S&P ending the year 5% 
to 10% lower than where 
it was in mid-August.  And 
he expects the recent rise 
in the US High-Yield Cor-
porate Bond index to be 
short lived, turning south 
by about the same degree 
as stocks. (See graph on 
p. xiv.)

All of this reinforces 
Tropin’s belief that we’re 
in among the most com-
pelling macro investing 
environments he’s seen in 
a while. 

Graham’s Proprietary 
Matrix fund, which com-
bines quantitative and 
discretionary macro 
trading strategies, was 
up 26.49% during the 
first half of the year.  Key 
profit drivers, according 
to Tropin, included long 
energy positions, short 
positions in the short-end 
of US and European fixed 

income markets as well 
as in the long-end of U.S. 
fixed income.  The fund 
also gained from being 
long the U.S. dollar versus 
a variety of G10 curren-
cies as well as being short 
European, U.S., and Asian 
equity indices.

Given the steady sell-
off in high-yield across 
the first half of the year, 
Jeff Growney, partner at 
Millstreet Credit (No. 8) 
was a bit surprised by the 
sudden rebound in junk 
bonds.  “We currently 
don’t think economic data 
support this shift in senti-
ment,” he explains.  

The sub-investment 
grade debt fund main-
tained its low net ex-
posure of 58% through 
June.  Its sustained focus 
on first-lien debt support-
ed by hard assets, receiv-
ables, short duration, and 
avoidance of covenant- 
lite paper helped Mill-
street end the first half up 
nearly 3%.

The Fed is faced with a 
tough balancing act, says 
Growney. With the cen-
tral bank forced to play 
catchup, he believes, “this 
will likely cause material 
volatility for near-term as-
set prices. The chances 
of a miscalculation remain 
elevated, and we could 
end up with stagflation or 
a material recession as 

this plays out.” 

Patrick Ghali, head of 
the hedge fund consul-
tancy Sussex Partners 
agrees.  He says, “we’re 
not in a good place right 
now,” and expects rising 
inflation, interest rates, 
and growing geopolitical 
turmoil will be around 
for another 18 months.  
He further cautions, “we 
haven’t yet seen serious 
cracks in real estate, and 
if that were to occur, it 
would alter the entire 
economic landscape.”

Accordingly, he believes 
it’s prudent to be defen-
sive and diversified with 
low net exposure.  That 
includes reliance on 
macro, market neutral, 
convertible arbitrage, and 
multistrategy funds.  Yet, 
he’s also intrigued by the 

KEY 12-MONTH MARKET FORECASTS TO JULY 2023

Source: Generali Investments

differentiated opportuni-
ties evolving across China 
and Japan.

But to Lars Christensen, 
China is his largest con-
cern.  He thinks rising 
tensions over Taiwan is 
meant to distract from 
the country lumbering 
into stagnant growth in 
the coming years.  He 
believes Beijing’s policies 
may push China’s econ-
omy “into a full-blown 
financial crisis, which will 
come with political and 
social fallout.”

Matt Hu, chief investment 
officer of the 16th-ranked 
FengHe Asia fund, which 
was down -6.7% during 
the first half of the year, is 
struggling to see oppor-
tunities.  “We have been 
in a cautious state for the 
past (several) months 

given the developing 
uncertainties around us,” 
Hu explains.  But he does 
say the “current global re-
cession fears and volatile 
market sentiment will pro-
vide precious contrarian 
investment opportunities 
for us in Taiwan, Japan 
and Korea.”

Back in the states, with 
equity valuations still 
above historical levels, 
Night Owl (No. 5) PM 
John Kim believes “high-
er-than-expected rate 
hikes could cause valua-
tion multiples to decrease 
even further.”  In the sec-
ond quarter alone, S&P 
500 PE multiples fell 18%.  
In spite of having turned 
half the book into cash, 
his fund lost -18.6% during 
the first half of the year.

With the Fed maintaining 

xxiii xxiv
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its hawkish monetary 
stance, Kim believes this 
is “decreasing the risk 
inflation spirals out of 
control.” He’s not certain 
about a potential reces-
sion or its severity.  But he 
admits the central bank 
hasn’t ever engineered 
a soft landing following 
high levels of inflation. 
But in seeing significant 
consumer savings and 
strong corporate bal-
ance sheets, he believes 
“there’s a chance the Fed 
may thread the needle.”

With earnings expec-
tations still high, he is 
maintaining the fund’s 
substantial cash levels, 
needing to see a great-
er decline in earnings 
projections or valuation 
multiples before rede-

ploying cash. ■

Sources: European Network of Transmission System Operators for Gas; Gas  
Transmission System Operator of Ukraine; and IMF staff calculations.

DECLINING FLOW OF RUSSIAN PIPELINE  
GAS TO THE EU
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Two years ago, the pan-
demic was an immediate 
stress test for this survey’s 
Top 50 broad strategy man-
agers who had delivered 

the leading 5-year annual-
ized returns through 2019.  
Inclusion of first quarter 
2020 returns revealed 
these select managers 
preserved capital far better 
than the market when 
stocks declined sharply.  
And for the rest of 2020, 
they kept pace with the 
subsequent rally, delivering 
returns in line with the S&P 
500 but with much less risk. 

This year’s findings are 
again challenged, this time 
by the horrific Russian 
invasion of Ukraine, which 
is propelling inflation even 
higher and ensuring inter-

est rates will rise signifi-
cantly.  Nevertheless, the 
top-performing 50 funds, 
based on the past five 
years through 2021, have 
outperformed the market 
in the first quarter of 2022 
by more than 7 percentage 
points. 

While the war no longer 
dominates attention as it 
once did, its duration and 
outcome are very much 
unclear.  JP Morgan CEO 
Jamie Dimon calls the Rus-
sian invasion “a huge global 
issue and like all wars its 
course is unpredictable.” 

Hedge Fund Investing 
During a Time of War
Like the 2020 edition, release of this year’s survey collides with a 
seismic event — a geopolitical shock wrapped around soaring in-
flation and rising interest rates.  Economic and market turbulence 
is again generating a whole swath of  new risks and opportunities.

And it begs at least partial 
reference to a previous war 
that tore across the conti-
nent.  

Invasion of Ukraine

“Ten thousand lay dead, and 
more than fifty thousand 
were injured.  Buildings were 
reduced to charred skele-
tons; vast craters were left 
in the city streets.  And night 
after night as the lights were 
extinguished across the 
city, some took to makeshift 
bomb shelters in under-
ground stations . . . Once 
day broke, weary citizens 
would stumble out from their 
subterranean world and 

gaze anew at another round 
of devastation.”

This reporting could’ve 
been from any number 
of Ukrainian cities.  But it 
wasn’t.  

Historian Jay Winik was 
describing London nearly 
80 years ago in his book  
1944: FDR and the Year 
That Changed History.  It’s a 
haunting reminder that only 
when allies join militarily 
will atrocities cease.  And 
it's also a reminder of the 
threat posed by authoritar-
ianism.

The Russian invasion of 
Ukraine isn’t unique.  We’ve 

seen horrific carnage 
in Cambodia, Rwanda, 
Chechnya, Bosnia, and 
Aleppo. 

But this conflict is a de facto 
world war with a unified 
West pursuing the most 
comprehensive interven-
tion without troops ever 
pursued against a major 
power.  

The combination of mas-
sive sanctions levied 
against Russia and the 
remarkable decision by 
governments and industries 
to stop doing business with 
Putin is part of the second 
systemic shock to hit global 

markets in three years.

“The Russian invasion of 
Ukraine,” says Fiona Hill, 
the former senior director 
for European and Russian 
Affairs in President Trump’s 
National Security Coun-
cil, “is one of these huge 
ruptures in political and 
security affairs with global 
implications.”  And they 
will likely reverberate for 

Over the past five years 
through 2021, the Top 50 
hedge funds collectively 
generated net annual-
ized returns that trailed 
a red-hot S&P 500 by 
just several percentage 
points, but did so with 
significantly less risk.  
The group’s largely un-

correlated returns pro-
duced a 5-year Sharpe 
Ratio 60 bps higher 
than the market.  Equity, 
multistrategy, and credit 
funds led the way with 23 
of the Top 50 managing 
less than $1 billion.

by Eric Uhlfelder 
June 2022
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years across economies 
and markets worldwide, 
exaggerating dispersion, 
creating a whole host of 
likely and unpredictable 
risks and opportunities.

Danish economist Lars 
Christensen sums up the 
larger picture.  “We’re 
seeing the collision of 
events, each a major 
issue in its own right.  The 

About This Year's Survey
This is my 19th annual global hedge fund report.  It's the second 
consecutive year in which I’ve published it under my own banner: 
Global Investment Report.   The Financial Times, Barron’s, The Wall 
Street Journal, and SALT had commissioned the 17 previous edi-
tions. Like recent surveys, a major theme runs through this review.

The survey continues improvements in methodology and report-
ing initiated in the 2019 Wall Street Journal version.  This includes 
rankings based on the trailing 5-year returns. It also tracks worst 
drawdown, standard deviation, Sharpe Ratio, and market correla-
tion over the same period to gain a more complete understanding 
of performance.  

With the exception of market correlation, the survey also tracks 
these metrics since inception of each fund, which dates back an av-
erage of 13.5 years. This reveals remarkable long-term consistency. 

To better understand how managers have excelled, the survey 
includes extensive profiles of six funds.  These include two Top 10 
equity funds, two consistent arbitrage managers (one focused on 
volatility and the other on mergers), an emerging market manager 
that has ranked highly over each of the past four surveys, and a 
frontier market manager that's been thriving in unusual places. 

The report concludes with thoughts provided by major hedge fund 
allocators, including Generali, Amundi, and EFG International, to 
better understand the industry and what the rest of 2022 may bring.   

“After the first five 
weeks of war notable 
for the heroic success 
of the Ukrainian defend-
ers against the Russian 
invaders, I still cannot 
quite rid myself of the 
uneasy feeling that this 
is merely the opening 
act of a much larger 
tragedy.” 

- Niall Ferguson
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pandemic, soaring inflation, 
central banks way behind 
the curve, China’s wide-
spread Covid lockdowns, 
and the Russian invasion of 
Ukraine have collectively 
given rise to geopolitical 
tensions and economic 
uncertainty we haven’t seen 
since Hitler was Chancellor 
of Germany.”

Due to the war and sanc-
tions, the Financial Times 
reports Sweden’s Volvo 
Trucks expects to suffer 
losses of more than $400 
million.  US bank J.P. Mor-
gan estimates it will likely 
take a $1 billion hit.  And 
Britain’s Shell Oil expects to 
lose $5 billion.

The war scuttled a major 
European bank merger: the 
potential tie-up of Italy’s 
UniCredit and Germany’s 
Commerzbank, valued at 
€785 billion, which may 

have jump-started the long 
anticipated wave of new 
cross-border European 
bank consolidation need-
ed to better rationalize the 
industry.

The International Mone-
tary Fund believes, “Global 
economic prospects have 
been severely set back 
largely because of Russia’s 
invasion of Ukraine.”   The 
World Bank agrees, saying, 
“It’s triggering global ripple 
effects through multiple 
channels, including com-
modity markets, trade, 
financial flows, displaced 
people, and market con-
fidence.  Disruptions to 
regional supply chains and 
financial networks, as well 
as heightened investor risk 
perceptions, will weaken 
regional growth.”

Famine, destabilization of 
nations, and mass migra-

tion are increasingly likely 
given Russia’s continued 
blockage of Ukrainian ports, 
according to David Beasley, 
executive director of the 
UN’s World Food Program.  
“In preventing the export 
of millions of tons of grain,” 
says Beasley, Russia is de-
claring war on global food 
security, “sending the world 
hurtling toward hunger-in-
duced chaos.”

For more than a decade, 
markets perennially 

brushed off all kinds of 
huge events, with faith in 
the Fed put to keep equities 
righted.   This time, not so 
much.  The benchmark S&P 
500 is down more than 16% 
for the year through May 10.  
The MSCI EAFE and World 
Indices are both down more 
than 17% in dollar terms.  
And in the world’s second 
largest economy, Chinese 
shares are down 24% in 
local currency terms.  

The ongoing realignment of 
alliances and business ac-
tivity triggered by Russia's 
invasion of Ukraine is likely 
to prove an even greater 
game-changing event than 
Covid.  The pandemic and 
war together may redefine 
the economic constellation 
around which globalization 
and investing have been 
configured, which also kept 
inflation in check.

Since his dire warning five 
weeks into the war, econ-
omist Niall Ferguson has 
turned a bit more sanguine.  
In late May, Niall said, 

“perhaps Joe Biden will 
get his wish, and Putin will 
be removed from power.”  
But he cautions we cannot 
overlook the devastating 
options Putin still retains. 
“Until I am certain they will 
not happen, I shall remain 
uneasy.”

One thing is clear.  Ukraine 
will not end the war before 
its access to the Black Sea 
is secured.  This collides 
with current Russian mili-
tary plans, likely ensuring 
war will continue for some 
time.  

Further, there’s the po-
tential the West may be 
forced to confront Rus-
sia to reopen shipping of 
Ukrainian grain and prevent 
widespread famine.  Death 
tolls due to starvation might 
quickly exceed those of the 
war, which in turn could trig-
ger political turmoil around 
many poorer parts of the 
world.

At the beginning of the year, 
most institutional investors 
and allocators dismissed 
the likelihood of a Russian 
invasion of Ukraine, ex-
pressing faith that an inter-
dependent global economy 
would endure.  Now the 
core question they face 
is how to respond to this 
challenge to the status quo.  
That’s what this report will 
explore within the context 
of the annual survey.

METHODOLOGY
The purpose of this survey 
is to identify the limited 
number of funds that deliv-
er consistently compelling 
performance to reveal the 
industry’s promise.  

Like previous surveys, 
the initial search starts in 
early February with vari-
ous databases, including 
BarclayHedge and Preqin, 
casting a wide net across 
thousands of funds.  They 
screen for only broad 

strategy funds.  The reason: 
to seek out managers who 
consistently deliver gains 
with low to moderate vola-
tility without the support or 
headwinds that come from 
specific sector, country, 
or specialized exposure, 
such as commodities, 
interest rates, and foreign 
exchange.  Broad strategy 
funds whose performance 
is enhanced by exogenous 
leverage (e.g., 2X or “Ultra” 
funds) are deleted.  

Requiring funds to manage 
at least $300 million is key 
to help ensure reliability of 
data.  When funds reach 
that size, they frequently 
tap top-tier service provid-
ers — administrators, prime 
brokers, accountants, and 
lawyers — whose involve-
ment may help deliver 
best-in-class practice and 
reporting accuracy.

The survey provides anoth-
er layer of data verification 
by contacting each manag-

Strategy
2022 Net 
Returns

2021 Net 
Returns 

3-Year Net 
Annualized 

Returns (%)*

5-Year Net 
Annualized 

Returns (%)*

10-Year Net 
Annualized 

Returns (%)*

Distressed Securities -6.74 20.30 11.67 7.78 7.06

Equity Long-Bias -13.65 17.08 16.22 10.29 8.79

Collateralized Debt Obligations 1.65 16.25 4.93 7.54 13.99

Asset-Backed Securities -0.28 13.06 5.95 6.62 10.48

Event Driven -6.21 12.30 10.32 7.15 6.31

Equity Long/Short 0.06 10.65 8.82 6.25 5.82

Multistrategy -3.06 9.94 6.44 3.95 4.60

Global Macro 6.70 8.79 8.87 4.89 3.97

Asset-Backed Loans 3.49 8.38 7.30 6.52 6.55

Equity Market Neutral 3.24 8.05 1.98 1.42 2.77

Merger Arbitrage 0.89 7.69 7.75 5.67 5.10

Convertible Arbitrage -1.09 7.12 10.28 6.57 5.60

Volatility Trading -3.40 7.01 7.33 2.88 2.48

Commodity Trading Advisers 7.15 5.03 5.21 2.57 1.43

Emerging Markets -14.30 4.07 10.64 7.45 5.45

Mortgage-Backed Securities -6.51 3.37 3.36 3.96 5.66

Credit Long/Short -6.64 1.38 4.78 3.41 4.06

Fixed Income Arbitrage -1.65 0.97 4.53 3.59 4.94

Credit Long-Only -11.39 0.49 4.11 2.84 4.18

Fixed Income Diversified -7.83 0.26 3.78 2.69 3.55

Top 50 Averages 5.28 16.74 17.37 15.46 NA

Backstop BarclayHedge HF Index -8.20 10.22 10.64 7.23 6.41

S&P 500 Total Return Index -18.14 28.72 26.08 18.48 16.56

JPMorgan Global Gov't Bond Index -13.01 -2.54 2.95 2.23 2.73

Note: Strategies are ranked by 2021 net returns

*Data thru 2021.  Source: Backstop BarclayHedge

HISTORICAL HEDGE FUND STRATEGY PERFORMANCE: JAN 2012 - DEC 2022
2022 strategy returns revealed a reversal of fortunes from their 2021 performance 

Source: Amundi institute forecasts as of 24 March 2022 vs 14 February 2022 forecasts.

D OW N S H I F T I N G 2 02 2 G D P G R OW T H FO R ECASTS

“The Russian invasion of Ukraine is 
one of these huge ruptures in polit-
ical and security affairs with global 
implications.”

- Fiona Hill
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The 5th top-performing fund over the past 5 years through 
2021 was Night Owl Composite, which generated net an-
nualized returns of more than 27%.  That topped the gains 
of the S&P 500 over the same period by nearly 9 percent-
age points a year.  
The strategy has done more than ride the coattails 
of a long bull market since its launch in 1994; it 
outperformed every year the market lost money by 
uniquely managing risk without use of shorts and 
hedges.  
When the S&P 500 was stung by the Tech Wreck 
during the first three years of the new millennium 
when it lost nearly -38%, Night Owl collectively 
gained 19.5%.  When the Financial Crisis struck 
in 2008 causing stocks to crater, the strategy lost 
only one-third of what the market gave up.  And 
when the market suddenly gave back its 2018 gains 
and then some in the fourth quarter to end the year 
down more than -4%, Night Owl was up 9.6%.
The $691 million strategy’s ability to preserve and 
enhance value is also seen by looking at quarterly 
performance.  During positive market moves, Night Owl 
reports capturing nearly 90% of its gains.  And when the 
S&P 500 falls, the strategy loses half of what the market 
gives up.

Night Owl’s 0.82 correlation with the market over the past 
five years through 2021 masks the fund’s more consistent 
performance.  Its worst drawdown (-13.5%) is 6 percent-
age points better than the market’s and its 5-year Sharpe 
Ratio of 1.35 tops the market’s by 21 bps.
CIO and PM John Kim has created a fund that reflects his 
own multidisciplinary and contrarian thinking that rues 
complacency, pushing his team to constantly refine the way 
it thinks.  He believes following algorithms and strict rules 
“end up acting as blinders.” Instead, Night Owl relies on a 
discretionary, bottom-up approach that focuses on growth.  
And it forgoes shorting for one simple reason: “We only 
focus on a few things we can do well,” explains Kim.  And 
he doesn’t use leverage.
The fund outperforms by first focusing on a narrow uni-
verse of 100 compelling stocks.  Its portfolio is a short list 

of no more than 25 names, with initial position size no more 
than 10% of book.  Effectiveness of this high conviction in-
vestment approach is evident not only in performance but also 
with an annualized turnover of less than 15% since inception.
Outperformance is also achieved by avoiding sharp hits.  Kim 
does this by selling when he sees systemic risks building.  In 
the second half of 2007, he sensed how vulnerable the econ-
omy and market were becoming due to overvalued housing 
prices driven by popular sentiment that they could only go 
higher. So Kim started selling.  By the end of the year, 80% of 
his book was cash.

During the summer of 2021, the team was worried about the 
government’s dispersal of trillions of dollars in Covid relief 

when there hadn’t been a corresponding destruction of wealth 
as was evident during the Great Recession.  Kim thought this 
spending was going to create inflation that would be more 
than transitory.  Moreover, soaring equity valuations, re-
cord-high household balance sheets as a percent of GDP, and 
spiraling wage inflation were signs of deeper problems.  
So Kim again started selling, ending May 2022 with nearly 
49% of his book in cash.
This domestically focused fund has several foreign invest-
ments.  It’s tracking a company with operations in Ukraine 
that’s providing insight into the effects of the Russian inva-
sion. “While the war is having knock-on effects that are fur-
ther pushing up energy and commodity prices and worsening 
supply chain issues,” explains Kim, “it’s not significantly af-
fecting most of our investment decisions.” 
Looking ahead, the manager believes, “Fed policy, seeking to 
reduce demand, will bring down earnings and multiples that 
were way too high.”  When he sees better risk-return rewards 
and less lofty earnings expectations, he will start redeploying 
cash into both previously held positions and new opportunities.

 N I G H T  OW L

A Long-Only 
Way Ahead

CIO AND PM John Kim

top-performing fund over 
the past two surveys, Sosin 
Partners, didn’t make the 
cut this year.  

SURVEY RESULTS
BarclayHedge reported 
that over the past 5 years 
through 2021, the average 
hedge fund produced net 
annualized gains of 7.2% 
with a Sharpe Ratio of 0.86 
and market correlation of 
0.90.

The Top 50 funds collec-
tively returned annualized 
gains (15.5%) that were 
more than twice the indus-
try’s average over the past 
5 years, having trailed a 
raging bull market by just 
3 percentage points.  In 

er to confirm their numbers.  
While each fund feeds data 
directly into each database, 
mistakes can still happen.  
Data may be from a found-
ers’ class with low fees, 
numbers may have been re-
vised since submission, and 
classification of the fund 
may be wrong. UCITS and 
‘40 Act funds can slip in.

There are always a handful 
of managers who refuse to 
verify their numbers.  This 
does not mean their data is 
unreliable.  But it reinforces 
the need for prospective 
investors to do their own 
due diligence.  The num-
bers provided here are only 
a starting point.

The survey’s most distin-
guishing filters are perfor-
mance hurdles set for each 
of the last four years.  While 
they are not substantial, 
they ensure minimum ab-
solute returns.  This en-
hances the survey’s value 
as a source of consistently 
performing managers re-
gardless of what the market 
is doing.

The hurdle was initiated in 
the 2019 survey I prepared 
for The Wall Street Journal, 
which tracked performance 
over a trailing five-year peri-
od through 2018. 1  Because 
2018 was the first year in a 
decade when the market 
had lost money, requiring 
minimum net returns of 5% 

for that year was an objec-
tive way to see which funds 
delivered some form of 
alpha — and to paraphrase 
Warren Buffett, to reveal 
those managers who had 
shorts on when the tide 
went out.

That specific hurdle was 
again maintained in this 
year’s survey for 2018 and 
2019.  For 2020 and 2021, 
it was lowered to 4.5%, 
reflecting the decline in 
risk-free interest rates.  The 
reasoning: requiring funds 
to generate only several 
hundred basis points of 
returns above the risk-free 
interest rate seems modest 
for any fund collecting man-
agement and performance 
fees.  At the same time, it 
addresses the reality that 
not all strategies benefit 
from a roaring stock mar-
ket.

The 2021 hurdle had a 
substantial impact on this 
year’s survey as it eliminat-
ed a number of venerable, 
highly ranked funds that 
had perennially made the 
list.  They include hedged 
equity shops Cadian, Tiger 
Global, and tiger cub Wood-
son, and macro investors 
Element Capital and Alph-
adyne.  

Requiring funds to straddle 
hurdles over the last four 
years while generating 
the best trailing five-year 

returns helps this survey 
highlight managers that are 
running among the most 
consistent absolute return 
funds that also contain 
downside risk.  Further, 
hurdles eliminate very 
profitable but highly volatile 
funds that may bounce in 
and out of the red.   

Minimum performance 
standards also impose a 
certain discipline on funds 
to make the list, e.g., taking 

some profits off the table 
and successfully reallo-
cating them, rather than 
betting dramatic stock 
gains begets more gains.  
The latter fuels complacen-
cy and enhances risk.  This 
was one reason why the 

1 Eric Uhlfelder, “In Tough Times for Hedge Funds, These Are the Ones That Stand Out,” The Wall Street Journal, 5 May 2019.

     S&P 500 Index (left)        10Y US Treasury Yield (right)

Source: BarclayHedge.   St. Louis Fed through 6/3/22

1 0 Y T R E AS U RY Y I E L D S & EQ U I T I ES  
D EC O U P L I N G?
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