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Over the past five years
through 2022, this
year’s Top 50 hedge
funds collectively out-
paced the market by
more than 3 percentage
points a year. They did
so with significantly less
risk and limited market
correlation.

More than two-thirds
of this year’s funds
made last year’s Top 50,

Kramatorsk
Kostiantyn & Vlada Liberov

which had remarkably
outpaced the market in
2022 by 24 percentage
points.

This year’s top perform-
ing strategies: macro,
hedged equity, and
multistrategy. They ac-
counted for nearly half
of the Top 50 funds.

by Eric Uhlfelder
28 June 2023

Hedge Fund Investing |
During a Time of
Uncertainty

Many recent global challenges have significantly ease

the pandemic, supply chain chokeholds, and runaway i ]

arapidrise in interest rates and increasing geopoliti
continue to fuel turbulence, risks, and ppo‘nlt

Nearly a half century ago,
professor John Kenneth Gal-
braith made economics more
accessible and relevant. We
don’t hear much about him
anymore. But what he ob-
served at that time in the US
and abroad resonates today.

Galbraith called that period
an Age of Uncertainty. His
book by that title became
required reading in many col-
lege Economics 101 courses
(mineincluded) and its text

was the basis of tele-
vision series, which further
boosted Galbraith’s celebrity
status.

The 2020s aren’t the 1970s.

But some things haven't
changed. A colorful exam-
ple: Galbraith’s recalling

way too much time wasted
testifying in front of congres-
sional committees.

As if he had been peering
into today’s chambers, he

| tenf

observed, “without thought,
| can divide its members into
those you might persuade,
those that could be mean
and even damaging, and
those that you can safely
ignore. But there is merit
even in the mentally retarded
legislator. He asks the ques-
tions that everyone is afraid
to ask for fearing of seeming
simple.”

It's hard to discern the merit
of some questions posed to-
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omas Hempell,

men Bu G
of the se e head of macro and

omics Profes-

s‘ ! arry Eichengreen, were

comparable to what we're
seeing today.

“The United States was con-
fronting slowing growth and
acceleratinginflation, or stag-
flation, a novel problem that
raised questions about policy-
makers’ competence and the
adequacy of their economic
models. The golden age of
stability and predictability that
was the third quarter of the
twentieth century seemed

to have abruptly drawnto a
close, to be succeeded by a
period of greatly heightened
uncertainty.”

market research at Gener-
ali Investments (pp. 17-18) a
very large global allocator,
echoed similar sentiments.
Seeing fiscal and monetary
policy largely tapped out,
he’s concerned about evolv-
ing risks due to the sharp
rise ininterest rates. Cracks
are already showing in the
financial system. Hempell
suggests we may be more
at the mercy of markets now
than perhaps we've been for
quite some time.

This sense of losing control
is also evident in the largest
war Europe has seen since

Berlin fellin 1945. Western

allies are now ratcheting
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up military aid in the form of
tanks and fighter jets. But
how Russiaresponds re-
mains a big unknown. Putin’s
decision to move tactical
nuclear weapons into Belar-
usis probably worth noting.
Busting a major dam could
portend things to come. Yet,
blowback from the war isn’t
registering on most inves-
tors’ radars.

During the first half of 2023,
we're seeing a Dickensian
divide: a market appreciating
while the most consistently
performing hedge funds
have been flat; equity indices
rising while investors are
exiting equity funds; banks
struggling at a time when
rising rates normally portend
higher net income; strug-
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Consolidated Fund Performance

Top 50 By Strategy
5-Year Ann.
41 of 50 FUND PERFORMANCE * Returns thru 2022
2 versified Commodities/Macro 20.99
Q“bal Macro 20.21
Equity Long/Short 17.33
2 Statistical Arbitrage 15.46
3 Emerging Markets 13.37
10 Multistrategies 11.83
6 Credit 9.15
3 Merger Arbitrage 8.91
2 Convertible Arbitrage 8.75
Top 50 Average Return 12.53
S&P 500 Total Return 9.43

*Nine other funds in the Top 50 involve different strategies
Source: BarclayHedge, Preqin, and proprietary sources

About This Year's Survey

Global Investment Report’s 20th annual hedge fund survey is a
comprehensive independent review of the industry’s most con-
sistently performing funds. It’s co-published with BarclayHedge.
The Financial Times, Barron’s, The Wall Street Journal, and SALT
commissioned the previous 17 editions.

This survey tracks various data points over the trailing five years
and since inception. Data includes worst drawdown, standard
deviation, Sharpe ratio, and market correlation, which together
provide a nuanced understanding of performance. Diversified
commodity funds and proven lower-risk levered funds are now
being considered.

Combining extensive statistical study with commentary from
leading industry participants explains the source of consistent
long-term performance that only a handful of hedge funds have
been able to deliver.
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What we’ve seen so far in 2023 is

multiples expanding while earnings

have been contracting. That sug-

gests to us that there’s a risk this is

a bear-market recovery rather than

the start to a new bull market, es-

. . . « )
pecially if a recession sets in.

initially 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 industry, country, or
specialized exposure.

Universe Expansion

This year, l included two
types of funds which had not
been previously considered

- Anthony Novara, Fiducient Advisors because the argument for

gling banks are pulling back
on lending while high-yield
bond markets rally; and we're
seeing arobust jobs market
and rebounding consumer
sentiment while corporate
earnings have falleninto
recession.

Arecent front-page story

in The Wall Street Journal
addressed the conundrum:
“More than a year after the
Federal Reserve began rap-
idly raising interest rates to
tame inflation, the hallmarks
of awidely expected reces-
sionremain elusive.”

At the same time, Morgan
Stanley’s chief market
strategist and CIO, Michael
Wilson, urges caution, seeing
valuations still too high and

a narrow breadth of stocks
driving the market.

Sois it different this time?

Can the market continue to
rally on the back side of a
sharpriseininterestrates
that will probably continue,

further credit tightening, a
protracted highly inverted
yield curve, persistent infla-
tion, and a central bank that
can't afford to capitulate?

Maybe.

We'll try to decipher what all
this may mean later in the
report and the role that prov-
en active management can
play in navigating this time of
uncertainty.

But I'm reminded of what Sir
John Templeto
“The four most
words in investin
different this time.”

METHODOLOGY

This survey identifies the
limited number of funds that
have delivered consistently
compelling performance to
reveal the industry’s promise.

re, ‘It's

The initial search, per tradi-
tion, starts in early February
with various databases
casting a wide net across
thousands of funds. They

eot

their inclusion is compelling.

The first are diversified long/
short commodity funds that
include a global macro com-
ponent. They must contend
with volatile markets, along
with financial, geopolitical,
supply chain and transport
forces. They are far more
complex and diversified in-
vestments than they appe
onthe surfa
the Top 50, s
to generate st
returns
ning

y abs

r manyxrs r

he s ond new group is
exogenously levered funds.
A manager that seeks to
enhance performance of a
flagship product by ratchet-
ing up leverage seems like a
cheat, using leverage to juice
performance that the under-
lying fund couldn’t deliver
without taking on greater risk
to capital. But a deeper dive
into this space revealed two
funds whose risk metrics
were well contained while
delivering consistent abso-
lute returns.

Data Verification

Requiring funds to manage
at least $300 million helps
ensure reliability of data.
When funds reach that size,
they’re more likely to hire
top-tier service providers
— administrators, prime
brokers, accountants, and
lawyers — whose involve-
ment may help deliver best-
in-class practice, reporting
accuracy, and greater insti-
tutional investor interest and
oversight.

The survey provides another
layer of data verification by
contacting each manager to
confirm their numbers. While
each fund feeds data directly
into databases, mistakes can
still happen. Data may be
from a founders’ class with

low fees, numbers
I -
\@Eﬁtlon of

may bew

é-y asing number of
hedge funds are also ex-

panding their investor base
by issuing UCITS-compli-
ant versions of their funds.
It's essential to distinguish
performance between the
hedge fund and lower cost
and less actively managed
UCITS version.

There are always a handful
of managers who refuse to
verify their numbers. This
does not mean their datais
unreliable. But it further rein-
forces the need for prospec-
tive investors to always con-
duct their own due diligence.
The numbers provided here

are only a starting point.

Performance Hurdles

The survey’s most distin-
guishing filter is performance
hurdles set for each of the
last five years. These hur-
dles are not substantial,

but they ensure minimum
absolute returns. This en-
hances the survey’s value
as a source of consistently
performing managers re-
gardless of what the market
is doing.

The use of hurdles excludes
many venerable funds that
had previously made the cut,
including Renaissance, Tiger
Global, Element Capital, a&d
Alphadyne.

Fefo)

d for The Wal treem

r G iirough 2018. Because

ve-year pe-

2018 was the first yearina
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
— or to paraphrase War-

ren Buffett, to reveal those
managers who had trunks on
when the tide went out.

Since then, this specific
hurdle was maintained 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 hun-
dred basis points of returns
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above the risk-free interest
rate seems modest for any
fund collecting management
and performance fees. At the
same time, it addresses the
reality that not all strategies
benefit from aroaring stock
market.

Last year posed a conun-
drum. Therisk-free rate
rose substantially across the
year, implying a hurdle of at
least +5%. But with equity
and debt markets having
suffered their worst year

in quite some time, which

most hedge funds couldn’t
sidestep, the 2022 hurdle
was set at -5%. This number
still represents significant
outperformance.

Remarkably, 44 of this year’s
Top 50 funds made money
last year and three of the six
funds that were in the red
lost less than -2%.

Requiring funds to strad-
dle hurdles over each of
the past five years while
generating the best trailing
five-year returns helps this
survey highlight managers
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that are running among the
most consistent absolute
return funds while containing
downside risk.

Minimum performance
standards also impose a
certain discipline on funds
to make thelist, e.g., period-
ically taking some profits off
the table and successfully
reallocating them, rather
than betting dramatic stock
gains beget more gains. The
latter can fuel complacency
and enhance risk.

This is most evident in the

HEDGE FUND STRATEGY PERFORMANCE THRU DECEMBER 2022

ngzs 2022 3-Year Net 5-Year Net 10-Year Net

Ra By 2022 Returns

XY putis

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

Top 50 Averages

Backstop BarclayHedge Index
S&P 500 Total Return Index
JPMorgan Global Gov't Bond Index

Source: Backstop BarclayHedge

Net Returns Net Annualized Annualized Annualized
Returns Returns (%)  Returns (%) Returns (%)
thru 2022 thru 2022 thru 2022
-1.93 713 5.86 3.85 2.30
0.24 6.51 8.44 5.40 4.36
1.61 3.43 5.93 4.39 5.06
0.95 2.97 1.43 2.88
-0.01 0.95 5.88 4.84 4.81
1.30 -0.08 4.54 517
1.38 -0.38 3.37 7.97
0.73 -1.35 6.88 5.75 4.57
0.69 -1.69 3.1 2.43 3.84
0.64 -2.98 3.60 2.16 3.69
0.20 -3.40 6.20 1.95 1.86
1.05 -6.25 -1.32 0.47 2.61
0.97 -6.39 5.32 4.1 4.75
1.71 -6.62 -0.67 0.52 1.72
-1.54 -6.64 8.33 5.45 511
1.48 -7.33 1.58 2.72 10.45
1.57 -7.96 -1.29 0.25 2.32
115 -11.38 -2.84 -0.83 1.70
3.83 -13.61 5.57 4.34 6.25
2.24 -13.86 117 0.78 2.88
-0.16 9.14 15.22 12.53 NA
2.29 -8.22 3.98 3.35 4.67
7.50 -18.14 7.65 9.43 12.56
2.84 -13.01 -3.64 -0.84 0.90
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DLD CONVERTIBLE ARBITRAGE STRATEGY

Upside of Controlling Downside

Convertible arbitrage funds
known as top performers. Like most
arbitrage strategies, it looks to eke out
gains by nibbling away on the edge of
equity markets, collecting dividends,
and containing the downside.

aren’t something rare in investment manage-
ment. It made money every month
of 2020 turning in a gain of 25.8%,
which outpaced the market by more

than 7 percentage points.

With rising interest rates and uncer-
tainty, 2022 promised tobea good year
for convertible arbitrage. “Convertible
issuances normally increase when the
central bank is tightening monetary
policy as companies look for less ex-
pensive ways to raise capital,” explains
Friedman. “But that didnt happen in
part because the Fed moved very quick-
ly.” Combined with falling stock prices,
the environment dampened market dy-
namics and most convertible arbitrage
managers struggled. In particular, the
firm’s balanced trades were hit by ris-

During the fund’s first five years in
business, it appears CIO Mark Fried-
man may have achieved the best of

both worlds.
Launched in January 2018, DLD’s

5-year net annualized return through
2022 was 8.70% — not much less than
S&P 500’ performance. But DLD
achieved these returns with one quarter
of the market’s volatility.

The fund’s worst drawdown was less
than —5%; the markets was nearly
-24%. And DLD’s performance wasn't
correlated to the market over that
time. This meant Friedman’s fund, so far, has generated higher
risk-adjusted returns than the market.

ClO Mark Friedman

-4.7%.

He has delivered this consistency by focusing on two basic in-

oints, bu
vestment approaches--balanced trades that seek to profit from  This hasn’t mu !an’ lief in t m
price appreciation and yield, and put/carry trades that target ;oted in a fundamental s Wnte the fi-
“deep in the money” convertibles while actively trading the un- 5 & 20 , “about one third of
derlying equity. convi létheld y long-only investors for income
When opportunity presents itself, the fund occasionall t appreciation, with the bulk of issuances being traded by

0 hedge funds along with bank proprietary trading desks
that specialized in the strategy.”

cutes short-term volatility trades to exploit tem
ing and event-driven trades that portend a shift in v

Regardless of what kind of trades it makes, DLD is focused on
controlling downside. “Doing this well,” explains Friedman,
“is the most effective way to deliver consistent returns.” In
addition to effectively managing sufficient shorts of the under-
lying equity, DLD will also buy credit default swaps and short

the lower end of a firm’s capital structure.

t1ons.

That ratio has flipped since the enactment of Dodd-Frank, ex-
plains Friedman, with about two-thirds of all convertibles be-
ing held by traditional investors as hybrid income and equity
positions. The manager says their actions move the market.
Friedman believes the smaller number of alternative managers
in the space are largely responding to the actions of long-only

A . . : , Investors.
Effectiveness of this approach was evident during the fund’s

first year in business. Stocks and hedge fund managers were
enjoying a very decent 2018. But things quickly went south
in the fourth quarter with the market and the industry having
lost money for the year. Though it had just come out of the gate
managing a small amount out, DLD delivered full year returns
of more than 13%.

Then two years later, when the pandemic struck, DLD did

To Friedman, this suggests two basic advantages: there is less
competition to arbitrage gains; and two, investment opportu-
nities are driven not so much by speculation but by actual mar-
ket behavior to which arbitrageurs respond.

As for the rest of the year, Friedman believes the Fed’s support
of higher interest rates along with market uncertainty should
collectively fuel volatility, potentially benefiting the strategy.

ing interest rates and widening cred-
it spreads within the sub-i

grade space. DLD still outperforme

14 percentage b ‘d‘ ear, down
e

e
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(4
I believe there needs to be a great-

er sense of urgency for doing as

much as we can do now to ensure

Russia does not prevail in Ukraine.

And for those who want to pull

back on American assistance to

Ukraine, it’s cheaper to provide it

i i 3]
now than to deal with Russia later.

- Ambassador Michael McFaul

rotation of the survey’s lead-
ing funds. Hurdles canknock
off.the'previously high-
est-ranked fundsthat are
most'exposed when market
conditions change.

Last year'stop seven funds
had trailing 5-year annual-

ized returns through 2021 of
28% —an'extraordinary rate
of return that's hard to sus-
tainSix of those funds—all
hedged equity—didn't make
this year's survey. Theylost
an average of 32.5% last
year.

The one fund that did cross
over into this year’s survey,
macro shop Haidar-Jupi-
ter, soared 193% last year.
Through the first quarter of
2023, it was off by more than
-44%.

SURVEY RESULTS

The Top 50 funds collectivey
generated five-year annual-
ized gains through 2022 of
12.5%. That was more than
three percentage points
greater than the S&P 500
and more than three times
greater than the average
hedge fund returns of 3.4%.

These select funds outper-
formedth@market by being
minimally correlated to the
S&P500. The Top50's
five-year market correlation
was just 018. The average
hedge fund correlation of
0.91 suggests most hedge
funds have equity and sector

FRED - UNIVERSITY OF MICHIGAN: CONSUMER SENTIMENT

110

100

90

=100

80

70

Index 1966:Q1

60

50

40
Jul 2018

Jan 2019

Jul 2019 Jan 2020

Jul 2020

Jan 2021 Jul 2021

Jan 2022

GLOBAL INVESTMENT REPORT

performance that’s similar to
that of the S&P 500.

This outperformance wasn't
duetojust a fortunate
stretch of consistent returns.
With an average age of 14
years, the Top 50 funds have
been delivering nearly the
same returns since their
inception—12.4%.

Making these two sets of
returns even more remark-
able: volatility experienced
by the Top 50 over these two
periods actually decreased.
Five-year standard deviation
was 10.9%; since inception,

it fell to 9.5%. (While both
figures were lower than the
markets, the average hedge
fund had even lower volatility
over both periods.)

These numbers contributed
to an impressive risk-return
profile of the Top 50. For

five years through 2022, its

Jul 2022 Jan 2023

Source: University of Michigan

fred.stlouisfed.org
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Annualized
Standard
Deviation

since
Inception
thru 2022

5-Year
Sharpe
Ratio
thru
2022

5-YearFund
Ratio Correlation
since  versus S&P

Inception 500 TR thru

thru 2022 2022

5-Year
Annualized
Standard
Deviation
thru 2022

Worst Draw Sharpe
Down (%)
since
Inception

thru 2022

3-Year 5-Year Annualized

Annualized Annualized | Net Returns
Net Returns Net Returns | (%) since
(%) thru (%) thru inception
2022 2022 thru 2022

Worst Draw
Down (%)
Last 5 Yrs
thru 2022

2021 Net

Returns

(Hurdle:
4.5%)

2022 Net
Returns
(Hurdle

(-5%)

2018 Net

Returns

(Hurdle:
5%)

2019 Net 2020 Net

Returns Returns

(Hurdle: (Hurdle:
5%) 4.5%)

HISTORICAL RANKINGS t
18 19 '20 ‘21 '22

1Q23
Net
Returns

Fund / Firm
Assets
($ Million)

Strategy

Fund Name

Haidar Jupiter Composite

21 19 7 3 1 (o Nov-99  GlobalMacro 3,270/ 3,270 8.09 31.29 27.11 69.66 19278  -44.01 84.83 55.04 24.77 -3214 -3214 44.52 25.01 1.21 0.93 -0.30

NA NA NA NA 2 RCMA/MerchantCommodity , .,  Diversified 376 /376 11.29 615 19.20 73.90 4517 -2.09 42.11 27.68 17.20 -21.83 -36.93 26.60 22.60 115 0.67 0.21
Fund (London) Commodity Macro

15 12 19 13 3 Citadel Wellington (Miami)*  Nov-90  Multistrategy 4::;37%%/ 0.03 19.32 24.51 26.58 3822 419 20.63 23.02 19.73 N/A N/A N/A 2.99 2.48 N/A -0.08

Hedged Equity
3 4 12 11 4 MAKCapital (New York) Sep-04 and Opportunistic 1,093 /1137 51.40 5.00 13.20 2110 2780  -3.70 20.50 22.70 15.50 1577 17.88 17.68 19.45 1.00 1.01 012
Distressed

27 49 26 10 5 ?%sr‘;:tlg;’eStme"tSMaSter Jul-07 Equity Long/Short 938 /1.468 19.28 1010 44.52 45.50 7.58 5.36 2811 2253 15.26 -6.51 18.68 1.97 10.58 178 1.38 0.27

NA NA 38 20 6 DrookAbsoluteReturnFocus ;. 16 EquityLong/Short 1,004 /4,500 11.78 12.27 51.03 6.84 26.46 2.51 26.83 20.67 13.60 -22.85 -22.85 31.42 28.36 0.70 0.54 0.35
Fund USD C (London)

NA NA NA NA 7 LeibnizEMOTION Jan-14 gratisticl 750 / 900 8.62 9.43 51.03 22.73 11.67 1.40 27.46 19.74 17.57 -5.85 -5.85 7.86 7.24 2.34 2.31 -0.07
(Lucern, Switz.) Arbitrage

NA NA NA 9 8 VossValueLP (Houston)***  Oct-l1 Loﬁgfétgort 416 /503 14.46 2117 23.70 3913 1.09 2037 “ -21 21 ‘0“ 16.62 0.84 1.04 0.73
. . T\ Quantitative e h

NA NA 23 19 9 Citadel Tactical (Miami) Jan-08 i 1,600/53,700  8.88 20.30 20.24 21. 55 09 /A N/A 177 2.60 N/A -0.04
Waha MENA Equity Fund SP Emerging D

115 22 15 10 0 bt UAE) Jan-1a oI ENA 73471300 6.6 19.70 e 1280 ‘a 9.62 16.90 16.00 14.25 14.25 10.40 9.80 1.70 1.70 0.20
ZEIEEY R NA “| 10.64 e -8.22 3.35 7.60 -11.90 -24.09 812 716 0.25 0.79 0.91
Fund Index
S&P 500

NA 18.40 28.72 1814 7.50 7.65 0.43 11.48 -23.89 -50.95 18.53 15.29 0.44 0.49 1.00

Total Return Index

1 Ranked by trailing 5-year net annualized returns thru 20
Tough Times for Hedge Funds, These are the Ones that S
fund and firm assets are as of 1 January 2023.

Sharpe ratiowas 1.47. The
market’s was 0.44, and the

average hedge fund was 0.25.

The risk metric that in-
creased over time was the
worst drawdown. The Top
50’s five-year number was
-10.6%. Since inception, it
dropped to -14.7%. A factor
that likely contributed to that
higher number was that 40%
of the funds were around for

the 2008 financial crisis.
So what is all this telling us?

Past performance doesn’t
assure anything. But long-
term consistency canbe a
pretty good indicator of an
effective and repeatable in-
vestment process. And when
that process has delivered
attractive gains regardless
of what the market is doing,
then maybe that’s something

N%

rnaﬁs

worth looking for.

This was the conclusion of a
white paper | wrote with Ben
Crawford, head of research
at BarclayHedge, entitled
Challenging Convention.

Size
Another key finding of this
survey is steady consistent

performance comesin all
fund sizes. It’s not the exclu-

SALT commissioned the 2019 Survey of the Top 50 funds.

he 2018 ranking of the Top 60 funds: Eric Uhlfelder, "In

* All Citadel

sive realm of the industry’s
largest and best-known man-
agers.

In fact, only a handful of that
uber group actually made
the survey. The reason: once
funds reach a certain size
and celebrity, they can more
easily attract investors. They
are proven entities and pro-
vide allocators headline risk
protection. And this helps

** Brook Absolute Return Focus Fund includes $866M that are run separately as a UCITS with more than 90% of the same holdings as the hedge fund
but with different weightings. *** Voss has $416M strategy assets with $216M in the co-mingled fund. NA = Performance data was not available or

fund did not qualify for inclusion.

them sustain their investor
base during times of volatility
and lackluster performance.

That said, the survey in-
cludes large, venerable,
consistently profitable funds.
These include Citadel, D.E.
Shaw, Millennium, Hudson
Bay, Schonfeld, and Draw-
bridge. Their average fund
size: $18.7 billion.

However, nearly half the

fundsin this year’s survey
(23) were managing $1 billion
or less as of December
2022. Their size was not re-
lated to their relative youth-
fulness. Remember all funds
need to be at least five years
old to be considered for
inclusion. More than half of
this subset—14—have been
around for at least a decade.

More than one-quarter of the

Top 50, or 14, were managing
$750 million or less. And half
of this number were also 10
years of age or older.

Smaller funds have been
regularly well representedin
this survey. After many years
interviewing such managers
(three of whom are profiled
in this year’s survey), I've
found one common driver

of consistency: they enjoy a

greater range of investment
opportunities.

Unlike larger funds that need
sizable investments to move
their performance needles,
smaller managers can target
less well-known and under-
sized securities. “Because
we're a smaller shop running
several hundred million dol-
lars,” explains Shikha Gupta,
portfolio manager of Astra


https://www.backstopsolutions.com/hubfs/Allocators_Dilemma.pdf
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Net Returns Net Returns (%) since
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DE Shaw Composite

NA 24 30 23 1 CUN Mar-01  Multistrategy ~ 23400/68000  11.21 10.33 19.14 18.35 23.99 1.30 20.47 16.49 16.49 -2.80 -2.80 4.01 4.01 3.79 3.79 010
8 18 40 29 12 JohnStreetCapital Jul-13  Systematic Macro  3512/3,814 13.30 1316 5.64 23.77 26.89  -3.37 17.87 16.28 13.67 -9.37 19.54 14.42 14.96 1.04 0.86 -0.02
(Vantage)(London)
16 6 4 8 13 Millstreet Credit (Boston) Jun-10 CreditLong/Short 1,683 /1,683 15.79 15.86 21.38 20.42 4.84 3.40 15.29 15.50 1.82 -4.39 -33.26 5.22 8.24 2.72 1.36 0.43
NA NA NA NA 14 DE ShawOculus (New York) Mar-00  Global Macro 998 / 68000 6.07 11.56 25.02 1519 20.30  -5.42 2010 15.44 NA -4.95 NA 6.63 NA 213 NA 0.05
NA NA NA 17 15 Dynamic AlphaL.P.(Seattle) May-16 Volatility Arbitrage 540 / 595 10.68 18.31 17.28 15.62 12.53 5.33 1512 14.85 16.68 -27.96 -27.96 26.80 23.26 0.51 0.67 0.00
51 40 32 34 16 fh:ltiaa‘;":')?'°ba”:“‘°d'"°°m° Aug-12 Mal‘r’]’:;;':"d 3,000/53700  6.74 5.49 17.53 12.97 3315 177 20.91 1476 1214 N/A N/A N/A 1.84 2.08 N/A 016
Diversity
NA NA NA NA 17 Millburn Commodity Program Feb-05  Commodity 473/ 9,500 23.39 5.41 14.50 10.55 18.50  -4.81 14.47 14.30 897 7.72 -30.96 1.04 11.88 117 0.65 -0.25
Systematic Macro w
African Macro/ ‘
NA NA NA 18 18 Enko AfricaDebtB (London) Oct-16  Fixed-Income 535 /640 8.54 25.07 25.24 9.42 1.03 3.67 11,45 13.45 13.40 2321 123.21 10.90 9.82 113 1.25 0.32
Relative Value
=1
37 NA 36 28 19 Millennium USALP (New York) Jan-90  Multistrategy ~ 17,730/44,591  5.75 9.73 25.28 13.43 12.47 0.51 16.92 >‘1s 13.74 -3.59 -7.01 3.98 4.23 2.98 2.66 0.4
NA NA NA NA 20 CaptionPartnersiiLP Jun-16 Volatility Arbitrage 370/ 370 33.37 5.74 13.39 9.37 574 1.71 9.46 13.09 10.80 13.44 14.85 12.39 12.51 0.95 0.77 -0.10
(Oklahoma City, OK)
gaEiankisdos NA -528 10.64 1114 10.22 -8.22 2.29 3.98 3.35 7.60 11.90 -24.09 812 716 0.25 0.79 0.91
Fund Index
S&P 500
NA -4.38 31.51 18.40 28.72 1814 7.50 7.65 9.43 11.48 -23.89 -50.95 18.53 15.29 0.44 0.49 1.00
Total Return Index
1 Ranked by trailing 5-year net annualized returns thru 20 2280aelVallS tFee (d8lirnal published the 2018 ranking of the Top 60 funds: Eric Uhlfelder, "In * All Citadel fund and firm assets are as of 1 January 2023. NA = Performance data was not available or fund did not qualify for inclusion.

Tough Times for Hedge Funds, These are the Ones that Stang Outy' 5 May 2019. SALT commissioned the 2019 Survey of the Top 50 funds.

ASTRA SPECIALIST CREDIT INVESTMENTS

Finding Value in European Credit

With annualized gains of nearly 12%
since its launch more than a decade ago,
Astra Specialist Credit (No. 48) is the
only European-focused credit fund to
have made the Top 50.

This kind of performance is especially

noteworthy given the persistence of low

interest rates and tight credit spreads
during most of that time. And portfolio
manager Shika Gupta delivered such
uncorrelated gains with single-digit
volatility and a maximum drawdown of
around -12%. This occurred when the
pandemic first struck in March 2020.

Astra still ended the year up 7.5%.

In 2022, when interest rates cycled
north and the JP Morgan Global Gov-
ernment Bond Index lost -13%, Astra
limited losses to just -1.6%.

A key to the fund’s success is its size.

“Because we're a smaller shop run-
ning several hundred million dollars,”
explains Gupta “we're often looking
for under-researched and misvalued
asset-backed securities and structured
corporate credits. And because some
may not be rated, they tend to be more
thinly traded and mispriced.”

This doesn’t mean the firm is investing
in riskier sub-investment grade securi-
ties. To the contrary, relying on its own
due diligence, the fund searches out

quality across various levels of the capi-
tal structure without taking on material
leverage.

Keeping duration and maturities short
and limiting leverage are also keys to
minimizing volatility.

Diversity and high-conviction themes
have helped propel performance. Such
exposure currently defines half of
Astra’s long book, which targets mort-

(continued on the following page)

PM Shikha Gupta
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HISTORICAL RANKINGS 1

18 19 '20 '21 ‘22 Fund Name

Twin Tree Capital Master

- (Dallas)

18 41 44 21

NA 43 20 24 22 HGCLP (Toronto)

NA NA NA 27 23 GemcorplLtd (London)

Picton Mahoney Arbitrage

B Plus — F (Toronto) *

NA NA NA 24

Schonfeld Strategic Partners

oL (New York)

NA NA 25

Mudrick Distressed Opp.

28 LP B (New York)

32 11 25 26

Blue Diamond Non-Directional

17 25 43 46 27

(Pfaffikon, Switz.)

Whitehaven Credit Opportu-
nites Master (New York)

FengHe Asia Fund Ltd
(Singapore)

Boothbay Absolute Return
Strategies (New York)

NA NA NA 26 28

NA NA 28 16 29

NA 29 25 22 30

Barclay Hedge
Fund Index

S&P 500
Total Return Index

2023 SURVEY OF THE MOST CONSISTENT PERFORMING HEDGE FUNDS

Fund / Firm
Assets
($ Million)

Strategy

Jan-13  Volatility Trading 1,800/ 1,800
Jun-13 Event Driven 710/ 710
Emerging Market
Sep14 (creditLong/Short 8457806
Feb-17 Merger Arbitrage 926 /9,300
Jan-16 Multistrategy 9,800/ 14,300
Jul-09 Event Driven 855/2,600
Statistical
Oct-11 Arbitrage 1,770 /1,770
Dec-og MunicipalCredit /0,4 543
Opportunities
Asian Emerging
Dec-12 Markets 2,505/ 3,376
Jul-14 Multistrategy 1,380/ 2,007
NA
NA

2021 Net

Returns

(Hurdle:
4.5%)

2018 Net

Returns

(Hurdle:
5%)

2019 Net 2020 Net

Returns Returns

(Hurdle: (Hurdle:
5%) 4.5%)

1146 5.50 16.85 7.79
7.55 9.02 38.04 8.32
5.00 1.64 16.06 12.95
6.69 6.56 3742 10.64
15.98 14.05 9.93 13.82
16.59 22.30 11.28 794
17.27 5.09 1.78 16.37
5.35 9.28 28.15 7.40
10.38 6.47 1911 27.21
6.07 11.80 25.24 11.38
_-5:3_ _10.;54 114 . ;2; >
-4;3 _31.; . _1-84_{-) 28.72

1 Ranked by trailing 5-year net annualized returns thru 2022a HeNWVallFStrec tournal piiblished the 2018 ranking of the Top 60 funds: Eric Uhlfelder, "In
Tough Times for Hedge Funds, These are the Ones that StaANOEL " 'SMay 201S. SALT commissioned the 2019 Survey of the Top 50 funds. ™ Picton
strategy assets include C$190M in the comingled fund and '€$7361n a UCITS fund which holds 95% of the same positions as the hedge fund. Perfor-

gage-backed securities, bank bonds,
and collateralized loan obligations.

The manager often finds attractive long
opportunities during stressed envi-
ronments when higher capital costs,
ratings downgrades, and default fears
can lead to mispricing,

At the same time, when liquidity dries
up, forced selling can happen, and
this can lead to technical dislocation

of certain securities whose underlying

fundamentals remain sound. On such
occasions, Astra may team up with an
external partner to own a majority stake
of such an issuance. To do so, Gupta
currently has one third of her book in
unencumbered cash. If not deployed,
this cash now adds several percentage
points of risk-free returns.

Astra’s short book, currently 13%, is

mainly financial credit default swaps
that largely hedge the fund’s bank bond

€xXposure.

Being active in subordinated bank debt
(including Additional Tier-One bonds)
and seeing past the current turbulence,
Astra believes the banking sector re-
mains resilient. Management thinks it
will benefit from the strong tailwinds of
higher interest rates.

The complete write-down of Credit Su-
isse’s AT1 debt, however, has triggered
uncertainty and volatility. Gupta was

2022 Net
Returns
(Hurdle

(-5%)

21.76

1.39

15.05

163

464

0.84

5.99

5.52

-4.82

3-Year 5-Year
1Q23
Net

Returns

Net Returns Net Returns
(%) thru (%) thru
2022 2022

-147 15.32 12.51 12.08 -5.63 -6.59 6.37 6.23 1.76 1.81 -0.20
1.31 14.88 12.20 12.73 -5.45 -5.45 919 7.27 118 1.64 0.25
0.37 14.68 12.07 12.46 -13.12 -13.12 10.35 8.88 1.04 1.29 012
0.01 15.40 11.81 10.71 -5.53 -5.53 9.05 8.49 116 11 0.31
0.00 9.40 1.61 12.33 -16.20 -16.20 9.97 8.98 1.03 1.24 0.40
0.97 6.60 11.55 10.05 -19.50 -31.31 17.41 13.13 0.59 0.72 0.13
3.41 11.30 piis NA NA NA NA NA NA NA

213 13.69 5 40 10.75 -1.75 -1.75 3.74 3.67 2.53 2.58 0.07
513 12.98 ,"5 13.46 -11.52 -11.52 9.60 10.74 1.02 118 0.49
1.43 12.21 10.87 10.04 -2.41 -2.41 4.73 419 2.02 218 0.36
2.29 3.98 3.35 7.60 -11.90 -24.09 8.12 7.16 0.25 0.79 0.91

7.50 7.65 9.43 11.48 -23.89 -50.95 18.53 15.29 0.44 0.49 1.00

mance numbers are for the hedge fund vehicle. Picton Mahoney Arbitrage Plus is a levered version of its flagship fund. Normally, levered versions of

Annualized
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thru 2022
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thru
2022
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since
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thru 2022

funds are excluded from this survey due to excessive volatility. This fund is included because it delivered limited volatility and maximum drawdown

since its inception. NA = Performance data was not available or fund did not qualify for inclusion.

surprised by the Swiss banking author-
ities’ decision to permit this to happen.
But she believes this has created tem-
porary buying opportunities by not
painting this specialized asset with a

broad brushstroke.

The fund’s broad bias toward European
exposure, currently 84% of her long
book, is in part due to regulatory re-
quirements. But it’s also the product of
the continent’s sound banking system

and greater profitability brought about
by higher spreads and interest rates.
Only 16% of the fund’s book is based
in the US.

For the rest of 2023, Gupta’s biggest
concern is liquidity. “The US regional
banking crisis reminded us how quickly
liquidity can dry up,” she says. Though
not expecting it to turn into a systemic
event, she wouldn’t be surprised to see
more banks getting into trouble.

Such disruption, however, isn’t likely to
be caused by further monetary tighten-
ing. The manager believes we're toward
the end of the rising interest rate cycle,
but doesn’t anticipate a pivot by the Fed
or ECB any time soon.

Assuming no external shocks, Gupta
thinks rate stability may reduce market
volatility for the rest of the year. But she
won't be surprise to see bumps on the

way along with buying opportunities.
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18 19 '20 '21 '22 Fund Name

Strategy

Tudor BVI Macro

NA NA NA 49 31 oo D Nov-86  GlobalMacro  5,500/14,000  10.28 11 15.53 4.54 1010 018 9.97 10.26 10.26 -3.29 -3.29 4.47 4.47 2.00 2.00 -0.06
]
31 10 31 35 32 KrygerEvent (London) Sep-13  EventDriven 763 /763 14.64 1115 9.19 9.27 4.07 0.98 7.48 9.61 9.46 1512 1512 1015 8.69 0.82 0.99 0.33
NA NA NA 33 33 ochonfeld Fundamental May-16 Equity Long/Short 4,500 /14,300  8.49 15.40 14.21 714 3.22 010 8.09 9.60 8.06 513 -5.62 5.31 5.84 1.56 118 0.23
Equity (New York)
52 NA 50 47 34 Ef’;f:;"‘; (ESQComposite) o 69 gystematic Macro  1750/2,069  13.82 14.47 4.50 7.05 7.86 -2.20 6.46 9.47 5.62 -6.96 9.95 8.96 8.00 0.91 063 0.03
NA NA 45 36 35 '("N”::‘;’;?ka,"'"t‘""at'°"a' Jun-06  Multistrategy 12,554 /18,000  5.94 8.02 16.31 13.50 3.22 1.33 10.86 9.29 8.82 1.41 -6.09 3.79 4.40 211 1.77 019
60 44 33 38 3e olverineFlagship Fund Sep-01  Multistrategy 3,814 /3,814 4.44 10.58 13.89 10.74 5.75 1.96 10.07 9.02 7.95 10.84 2596 6.99 6.73 1m 0.94 0.55
Trading Ltd (Chicago)
Relative Value/
NA NA NA NA 37 Deep Currents (New York) Mar-09  Convertible 1,000/1,000  10.78 6.38 1612 8.50 2.61 3.24 8.94 8.79 14.30 -5.90 -7.40 5.30 8.30 1.38 1.59 016
Arbitrage
NA NA NA NA 3g DLDConvertible Arbitrage Janig  convertible 602 /1,075 1315 717 25.79 4.53 471 016 7.80 " 8.70 478 478 413 413 1.79 179 0.00
Strategy (New York) Arbitrage
NA 31 44 43 g9 Ninepoint TEC Private Jan-qz _Psset-Backed/ . ,5 0000  10.58 8.57 5.68 10.43 8.28 0.66 8.11 5 9 NA NA NA NA NA NA NA NA
Credit F (Toronto) Enterprise Loans -
NA NA 34 40 4o AristeiaPartnersLP (UR) Aug-g7  Multistrateay/ o0, 5764 6.82 615 21.93 8.17 093 2.60 10.01 s 10.68 -4.28 -29.22 5.08 7.59 1.43 116 0.31
(New York) Credit Rel. Value
Haichviisdas NA 5,28 10.64 1114 10.22 =8.22 2.29 3.98 3.35 7.60 11.90 -24.09 812 716 0.25 0.79 0.91
Fund Index
S&P 500
NA -4.38 31.51 18.40 28.72 1814 7.50 7.65 9.43 11.48 -23.89 -50.95 18.53 15.29 0.44 0.49 1.00

Total Return Index

including being up 513% in 2018. Accordingly, Wolverine was kept in this survey. ~*"* Prior to July 2016 when the TEC Private Credit Fund Series F
was created, performance and risk data were based on the Trust vehicle that was launched in Jan 2012 which ran pari passu with the present fund.
Performance data are in Canadian dollars. NA = Performance data was not available or fund did not qualify for inclusion.

1 Ranked by trailing 5-year net annualized returns thru 202&., TAEWVaillStkectdournalpliblished the 2018 ranking of the Top 60 funds: Eric Uhlfelder, "In
Tough Times for Hedge Funds, These are the Ones that Stand@ut, "Si\Viay 2019: SALT commissioned the 2019 Survey of the Top 50 funds.

~“* Wolverine has restated its past annual performances in aggofdance with new SEC marketing regulations that require funds with multiple classes

to cite performance of the class with the highest fees. In previous surveys, Wolverine Flagship Fund Trading Ltd had met all performance hurdles,

Specialist Credit (No. 48 and
profiled on pp. 9-12), “we'’re
often looking for under-re-
searched and misvalued
asset-backed securities

and structured corporate
credits. And because some
may not be rated, they tend
to be more thinly traded and
mispriced.”

At the same time, smaller
managers can also partake in

the success of large proven
companies.

Leaders

The top 10 funds in this
year's survey are a diverse
group of strategies. Tak-

ing the top spot was Said
Haidar’s global macro fund
Haidar Jupiter, which had an
insane 2022, having soared
193%. Regularly ranked in

the top half of this survey, the
fund'’s performance last year
pushed its trailing five-year
annualized returns above
55%, far outdistancing the
rest of the pack.

Douglas King's diversified
Merchant Commodity Fund
(No. 2) also enjoyed a strong
2022, riding the coattails of
last year's commodity rally to
a 45% gain. This propelled

the discretionarily managed
fund's five-year returns to
27.7%. (See MCF's profile on
pp. 27-28.)

Citadel Wellington (No. 3),
Ken Griffin's flagship mult-
istrategy fund, a perennial
top performer, returned more
than 38% last year. This
venerable fund registered
five-year annualized returns
of 23%.

Despite the challenging
year most hedged equity
funds faced in 2022 with the
average manager having
lost money, six of this year's
top ten funds were equity
focused.

Michael Kaufman's MAK
Capital (No. 4), which had
ranked 12" or higher over the
past five years, rallied nearly
28%in 2022. This pushed

his five-year annualized
returns to 22.7%. Kaufman'’s
consistently strong returns
are more remarkable consid-
ering the manager’s pessi-
mism rooted in the country’s
over-indebtedness and
monetary and fiscal policy
missteps. (See MAK's profile
onpp.23-24.)

Abu-Dhabi-based Waha
MENA (No. 10), an equity

long/short fund, has qualified
for the survey five years run-
ning. Being one of only three
emerging market managers
in this year’s survey, port-
folio manager Mohamed El
Jamal has sustained strong
performance with five-year
trailing returns of nearly

17%. Drivers include growing
global awareness of oppor-
tunities in the Middle East/

North African region that go
beyond commodities and the
removal of Russia from equi-
ty indices that's redirecting
capital into the region.

Reflective of the survey’s
overall composition, half the
top ten funds are managing
less than $950 million.

One common trait—and
caveat—of this survey is the
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HISTORICAL RANKINGS 1

18 19 '20 '21 ‘22 Fund Name

Strategy

CRC Bond Opportunity

NA NA NA 82 a1 ot York) Oct-16 CreditLong/Short 805 /7,500 5.87 13.63 1.37 10.40
. . . Fixed-Income
NA NA 37 42 42 MarinerAtlantic Multi- Nov-95  Relative Value 2,017/ 5,472 9.42 10.30 9.94 715
Strategy Ltd (New York) :
Multistrategy
Segantii Asia-Pacific Equity 8
4 13 48 45 43 N ey (HongKong)  Dec07  Multistrategy  5955/5955 1134 5.52 7.87 9.80
NA 28 21 30 44 |IntrinsicEdgeCapturelP Jan-07 Equity Long-Bias 459 /1,021 7.04 5.77 1410 12.55
(Chicago)
NA NA NA 39 4s Drawbridge Special Jul-02 CreditLong/Short 6,270 /45750  6.77 11.01 6.34 15.43
Opportunities LP (New York) 9 * ' ) : - -
NA NA NA NA 46 |IGArbitrage Enhanced Feb-12 Merger Arbitrage 814/ 8,350 11.86 512 9.72 8.75
(New York) <
NA NA NA 50 47 hamiusMergerStrategy Jan-13  Merger Arbitrage 240 /14,500 1.97 7.89 6.07 1.04
(New York) <<
NA NA NA NA 4g AstraSpecialist Credit Nov-12 CreditLong/Short 304 /424 14.59 6.68 7.50 71
Investments Ltd (London) >
Arena Special Opportunities Special
NA NA 49 41 49 'L ERCSE Oct1s o o mities 134073451 8.00 814 5.75 9.56
ChapelGate Credit Credit
NA 39 39 48 50 Opportunity Ltd—B Dec-05 . 961/8,100 518 12.56 8.41 542
: Multistrategy
(Singapore)
Top 50 Averages 14 years 3,581/ 1,512 11.50 10.75 17.51 14.97
BRriny Hedge NA -5.28 10.64 114 10.22
Fund Index
S&P 500
b N NA -4.38 31.51 18.40 28.72
AL NA 1.02 6.05 5.55 -2.54

Global Gov't Bond Index

1 Ranked by trailing 5-year net annualized returns thru 2022. The Wall Street Journal published the 2018 ranking of the Top 60 funds: Eric Uhlfelder, "In
Tough Times for Hedge Funds, These are the Ones that Stand Out," 5 May 2019. SALT commissioned the 2019 Survey of the Top 50 funds.

< TIG Arbitrage Enhanced is a levered version of its flagship fund. Normally, levered versions of funds are excluded from this survey due to excessive
volatility. This fund is included because it delivered 11 years of limited volatility and maximum drawdown. << Ramius qualified for inclusion in the 2022

top-ranked funds that have
generated returns well above
the mean frequently fall hard
during bouts of extreme
market selling. Concentra-
tion andleverage are often
key factors driving sharp
rises and falls. As previously

noted, this was again evident
last year.

Six of 2022's top seven
funds were hedged equity
with an average five-year
annualized return through
20210f 30%. But last year,
they were collectively down

an average of 30%. And this
year's top-performing fund —
Haidar Jupiter—which was
the only fund from last year’s
top seven to make this year’s
survey, declined -44% during
the first three months of 2023.

Merchant Commodity Fund

was off just -2.1% for the year
through March and MAK
Capital was down -3.7%. But
the other seven of the top
ten funds were all positive so
farin 2023. The best returns
were generated by hedged
equity funds, led by quantita-
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1Q23
Net
Returns

-8.49 7.58 8.42 9.35 -6.43 -6.43 NA 5.94 NA NA NA

3.56 7.05 816 6.80 -3.21 -8.92 3.65 3.52 1.86 171 015
-0.68 7.99 815 12.72 -3.28 -10.16 5.32 819 1.24 143 -0.08
0.07 9.07 8.00 11.58 -12.58 -16.36 1.79 12.55 0.55 0.83 0.56
0.66 7.31 7.93 NA -17.30 NA 9.07 NA 0.73 NA 0.51
0.25 6.85 7.53 6.74 -7.46 -7.46 6.57 5.94 0.97 1.02 013
1.54 5.56 7.28 6.96 -15.67 -15.67 11.86 10.07 0.51 0.61 0.53

o

-0.67 4.25 5‘0 11.85 -12.41 1211 7.60 7.60 0.67 143 044
-2.56 4.38 -85 6.49 -11.86 -11.86 9.23 10.49 115 1.39 0.21
4.53 2.81 !? NA NA NA NA NA NA NA NA

-014 15.21 12.53 12.39 -10.60 -14.73 10.86 9.54 1.47 1.36 o018
2.29 3.98 3.35 7.60 -11.90 -24.09 812 716 0.25 0.79 091
7.50 7.65 9.43 11.48 -23.89 -50.95 18.53 15.29 044 0.49 1.00
2.84 -3.64 -0.84 6.15 -15.64 -15.64 4.39 5.88 -0.49 0.53 019

survey with strategy assets in excee of $300M. But despite solid performance in 2022, which exceeded the market by more than 18 percentage
points, its strategy assets fell below the minimum AUM threshold of $300M. It was given an asset exemption to be included in the 2023 survey. >
Astra has $304M of SMAs. Actively managed SMAs are run pari passu with the comingled fund. NA = Performance data was not available or fund did
not qualify for inclusion.

tively managed Citadel Tac-

from hedged equity and

Hedge's Ben Crawford, “they

mance that reached beyond
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Generali Investments Head of Macro and Market Research

Thomas Hempell Fears Markets are Missing Very Clear Risks

What dominant themes characterize
today’s environment?

First, markets are too sanguine about
growth and inflation. We foresee more
damage from the credit crunch which

will likely help trigger arecession. We

see inflation persisting despite slowing
growth and earnings. Markets are a bit
too optimistic regarding a potential pivot
by the Fed and the ECB. The Fed may cut
in the first quarter of next year; ECB, no
earlier than summer next year. Second,
we see tangible risks in Ukraine, financial
industry, commercial real estate, and Iran.
Chinarepresents a triple risk: helping
Russia militarily would likely push the West
toimpose sanctions, the conflict over
Taiwan, and tech issues between the US
and China are far from resolved.

Soyou believe if there’s proof of China

supplying Russia with weap-
ons, the West will respond with
sanctions?

Hard to say for sure. But there
would be strong US pressure

on Western allies todo so. And

| think China knows this and will
proceed cautiously with Russia
over directly involving itself in the
war.

Unlike the great recession and
the pandemic when govern-
ments could turn on monetary
and fiscal spigots, it seems
we're now facing a period
where governments are largely
out of policy options, whichis
intensifying uncertainty.
Absolutely. Then there are
doubts about the financial system trig-
gered by a series of bank failures. Recov-
ery can no longer rely on massive policy
support, and recognizing this may test
the current resilience of the risk market.
In addition to.slewing econoemic growth,
there isconcern about the impact huge
commercial office vacancies willhave on
the financial system.

We can also add the Ukrainian War to the
list of major issues lacking a clear path
toward resolution.

Yes. The war is further beyond the control
of the West. Even after extensive sanc-
tions and massive military support and
capital transfers, the West sees limits to
what it can force Russia to do. Still, 'm
pleasantly surprised to see how much
support the West has shown for Ukraine.
Going forward, President Biden will have

more difficulties maintaining the current
level of the support with a divided Con-
gress. And | don't see Europe stepping up
significantly to take the lead in supporting
Ukraine if there’s a pullback of US support
or leadership. The Ukrainian counterof-
fensive brings both hope and uncertainty.
Yet, markets don't seem overly concerned
by this escalationin the war.

Back to the Fed, what happens to mar-
kets if investors realize an interest-rate
pivotis not likely over the near term?
That'’s exactly what concerns us and why
we think equity levels look fragile. We think
the laws of gravity will assert themselves,
and we would not be surprised by a near-
term correction.

Do you think earnings are going to wors-
en overthe rest 0of 20237

Yes. Q1was a pleasant surprise supported
by pent-up demand for many goods and
services, including cars. But we don’t
believe this resilience is sustainable as
interest rate rises filter through the econo-
my, enhancing a credit crunch and further
reducing growth and earnings. We think
recession in the USiis likely during the
second half of the year.

Which sectors are more likely to be hurt
and which may thrive during the rest of
20237

Real Estate and cyclical stocks are vulner-
able. US Regional banks may continue to
suffer from liquidity and duration concerns
as the current negative sentiment plays
out along with deteriorating commercial
real estate exposure. We prefer defensive
sectors, such as consumer staples and
health care.

Where do you think inflation will be by
the end 2023 in the US and Europe?

We think US core PCE will be above 3.5%.
The main reason the Fed would cut rates is
fear of recession which we're anticipating
will hit the US later this year. For Europe,
core inflation will still be above 4%, mostly
driven by wage growth, which is not likely
to ease over the near term. We expect Eu-
ropean growth will be subdued because
of amore protracted slowdown, but don't
anticipate a Europeanrecession this year.

Does this mean central banks will have
to give up on their 2% inflation targets if
recession arrives over the next year?

If recession hitsthe US, the Fed could
argue that headline inflation will' have likely
fallen to sueh levels therefore enabling it
toease rates. But we've argued for some
time that markets were much too optimis-
tic pricing in a pivot over summer. The Fed
must defend its tarnished inflation-fighting
credentials. The ECB’s mandate is primar-
ily focused on inflation. So policy rates are
not likely to fall in Europe before the middle
of next year.

What are your major concerns for the
rest of 20237

The main one is financial stability of the
regional banking system as well as the
shadow banking system, whose health
and stability are much harder to discern.
My second concern is the commercial real
estate market. If defaults begin to mate-
rially rise, the big concern will be how will
they impact the banking system as well

as the shadow banking system. My third
concern: persistent inflation, which seems
to be stickier than most would've believed.

And then there are the geopolitical risks
surrounding the war in Ukraine which

has turned much hotter, and uncertainty
about what China will do regarding Russia,
Taiwan, and western technology.

European banking seemstobe ona
more stable footing than US banking (be-
yond Credit Suisse and Deutsche Bank).
Europe has adopted more stringent
regulations, capital ratios, and stress
testing, inclusive of smaller regional
banks, that distinguishes them from their
US counterparts. Is this correct?

| think so. Andit'simportant not to forget
that the size of interest rates and related
shocks have been more muted in Europe
thanin the US.

If SVB had been aregional European
bank, might it nothave collapsed?

The bank would've been subjected to
stress tests, and that would've triggered
anearlier response to underlying issues.

Have we seen the worst of the US bank-
ing crisis?

| think we're seeing a smoldering crisis. |
don't think we're going to see escalation
to a Lehman moment. Existing regulation
and oversight are likely sufficient to pre-
vent this. Nevertheless, there’s still risk of
more small- and medium-sized accidents.

You're suggesting the possibility of a
flare up. May we need to apply more
extreme measures discussed in 2008,
such asrestricting shorting of banks
that are fundamentally sound to prevent
speculator-driven losses?

This is tricky. | believe forbidding or
intervening in capital markets is not a good
solution because money ultimately finds
its way to its intended target. | don't think
regulators can directly prevent short-term
market panic in such ways.

Besides addressing duration risk, what
are additional fundamental issues that
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might need to be addressed to dampen
concerns about regional banks?

I'm not sure there are near-term reforms
that can materially help. These sorts of
improvements take time to formulate
and put into place. This is why | think the
smoldering condition will continue for a
while —which takes us back to our initial
discussion that we're in a time when gov-
ernment is facing stresses with little it can
do to mitigate impacts.

You still believe full-year returns for both
the S&P 500 and the MSCI EMU will
largely be flat?

Yes, that remains our sentiment, with near-
term risk tilted to the downside. When
there’s arate pivot clearly on the horizon,
then we may see the possibility of amore
positive equity environment.

Few observers seem deeply concerned
by the narrowing spreads in the corpo-
rate high-yield market reflecting investor
confidence. Should we be worried?

Yes. High-yield spreads in the US and
Europe are still relatively tight so we don't
like high-yield, preferring higher quality
corporates and government credit. We like
short-dated southern European sovereign
and German bunds most at the peak of the
yield curve. And we like US Treasurys as
good hedges in case risk sentiments turn
south.
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Ambassador Michael Mcfaul
on the Price of Losing Ukraine

Growing factions in the West are seeking to weaken NATO’s
commitment to Ukraine. | asked Ambassador McFaul what the
impacts might be if Russia occupied all of Ukraine.

Professor Michael McFaul
Source: michaelmcfaul.com

If Russia were to succeed in
Ukraine, what might follow?

I think that would be a disastrous

outcome for Ukraine, Europe, Asia and
world order and that would be a costly,
deadly world that’s not in our interests.

First, a dictatorship will have destroyed
a democracy and have created a for-
ward operating base for threatening
the rest of Europe. That would mean
not only Ukraine will have been lost,
but it would threaten our NATO allies
and we would hear from our allies
that we need more American resources
and American soldiers. That’s not an
outcome that’s in America’s national
interests, deploying more resources

and soldiers in Europe at a time we're
thinking about deploying assets to deal
with the China challenge.

Second, it would send a horrible
message to Xi Jinping if Putin got
away with it. It increases the proba-
bility of conflict in Asia. That really
doesn’t serve our national interests. I
worry more about being dragged into
a fight over Taiwan. A West victory in
Ukraine would have a deterrent effect;
a loss would have the exact opposite
effect.

Third, loss of Ukraine would have
negative consequences for a lot of
American bilateral relationships around
the world. The good news is th

five countries including Russia v
support the war. But there were

that abstained, and as the w.

there’s a lot of in ffere
in o e side 11
Asia.

ose countries may start
leamng more towards the democratic
world. But defeat may lead them to

increasingly hedge their bets towards
Russia and China.

Fourth, Putin illegally invad-

ed Ukraine—with no threat from
Ukraine—and then he annexed ter-
ritory in Europe. Let’s remember we
fought World War II in large part

over wars of annexation, and in large
measure what drove the creation of the
United Nations was to prevent wars

of annexation in the future. There are
pockets of annexation that had been

ras

happening during the Cold War and
today, but nothing like what's being at-
tempted in Ukraine today. If Putin gets
away with annexation and recoloniza-
tion (another principle that the United
Nations was designed to prevent, to
get rid of empires), then that sends a
terrible signal that other countries may
want to start to redraw borders that
they think were illegitimately drawn

at an earlier time. And that’s a world
of anarchy and war that’s against US
interests.

What would happen within
Ukraine?

Ukrainians will never stop fighting,
with or without weapons, with or
without sanctions, with or without
economic assistance from the West. I
see no conditions in which they submit
to Russian occupation. There will be
a permanent counterinsurgency, there
will be terrorist attacks, and people

die for years and years
this
‘ ere needs
sense of ur enm
orrr e uture

ho want to pull back
on Amerrcan assistance to Ukraine, its
cheaper to provide it now than to deal
later with the scenario just described.

Michael McFaul is a leading expert
on Russia, American foreign pol-
icy, and democratic development
around the world. A former U.S. am-
bassador to Russia, McFaul is cur-
rently a professor of political sci-
ence at Stanford University. McFaul

served for five years in the Obama
administration as Special Assistant
to the President and Senior Director
for Russian and Eurasian Affairs at
the National Security Council at the
White House.
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Qx tegiesin 2022.
r th strategies do well when
asset classes are trending.
CTAs, which had been to-
ward the bottom of the pack
in 2021, soared to the top,
returning on average 7.1%.
Global macro managers
climbed up from the middle

of the pack to the second
spotin 2022, gaining 6.5%.

Asset-backed loans (ABLs),
which had been just below
global macroin 2021, rose
to the third spotin 2022
with average returns of
3.4%. Reasons behind ABLs
decent year, according to
Andre Hakkak, CEO of White
Oak Global Advisors, is that
these lower duration loans
are inherently less sensitive

to changing economic con-

@ rS|f|ed

o strategles remained
near the bottom of the list.
The worst performing de-
veloped market strategy in
2022 was equity long-bias. It
saw the largest performance
reversal of all strategies. It
rallied 171% in 2021;in 2022,
it lost -13.6%.

Multistrategies

The largest number of man-
agers that made this year’s
list were running multistrat-
egy funds. This popular
strategy continues to prove
its worth with ten multibillion
funds regularly making this
survey. The group’s average
five-year annualized return
was 11.8%. Industrywide,
multistrategy funds regis-
tered modest gains of just
2.2% over the same period.

lrents are asking us, ‘why
we take any risk, when one

can receive an attractive ShOl‘t term

risk-free rate over the next 6-9

months, which reflects an inverted

yield-curve that speaks of recession

and not a soft landing?”

- Patrick Ghali, Sussex Partners

Third-ranked Citadel Wel-
lington, the $42 billion
behemoth, soared by more
than 38% last year, helping
it to achieve 23% annualized
returns over the past five
years.

D.E. Shaw Composite (No. 11)
climbed 24% last year. This

helped send the $23.4 billion
fund’s five-year trailing return

t0 16.5%. And $17.7 billion
Millennium (No. 19) delivered
12.5% gains last year, which
dropped its five-year annual-
ized returns to 13.2%.

Hedged Equities

The second-largest fund
count inthe survey was
hedged equity. Seven funds
collectively delivered five-
year annualized returns of
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A looming credit crunch, lower

earnings and rising defaults will
take their toll . . . and the laws of

gravity still apply.”

- Thomas Hempell, Generali Investments

17.3%. This exceeded the
survey's multistrategy fund
performance by 6.5 percent-
age points.

Michael Kaufman's MAK
Capital topped this group
with five-year annualized
returns of 22.7%. Last year,
Kaufman's fund rallied nearly
28%, having outpaced the
market by 46 percentage
points. His fund profited
from energy and commodity
investments, a major position
in the info-tech consulting
firm Agilysis, and its bet on
rising interest rates.
Toronto-based Anson Invest-

ments, managed by Moez
Kassam, also outperformed

the market in 2022 by return-
ing 7.6%. But Kassam's 45%
annual returnsin 2020 and
2021 boosted the fund to No.
5 with five-year trailing gains
of 22.5%.

London-based Brook Ab-
solute Return Focus fund
gained 26.5% last year. But
2022 was aroughride. It
started ominously when
managers James Hanbury
and James Grimston wrote
down the entire value of four
Russian equity positions
soon after Putin invaded
Ukraine.

The fund's short book then
helped staunch the bleeding.

But it was an opportunistic

outside-the-box move into
UK inflation-indexed gov-
ernment bonds along with a
fourth-quarter rally that pro-
pelled the fund's fortunes to
No. 6, up fromits 20th place
in last year's survey.

Brook started 2023 up 2.5%
in the first quarter. But an-
other externality hit the fund.

Its parent company, Odey
Asset Management, dis-
missed founder Crispin Odey
on allegations of inappropri-
ate behavior. Odey’s custo-
dians and prime brokers then
announced they would stop
servicing all the firm's funds
that had a collective value of
$4.4 billion.

While Brook Absolute Return
operates independent of
Crispin Odey and is notim-
plicated in any wrong-doing,
it's also losing key service
providers.

According tointernal sourc-
es, the fund has not gated
and there have beerno un-
usual redemptionrequests.
But the managers have taken

HISTORICAL EPISODES OF CONTRARIAN SIGNALS
PROVIDED BY THE AAIl SURVEY

Date  Sintiment Semtiment Spread  S&P Performance

Nov 11, 21 48% 24% 24% -12% after 6 mo, -18% after 1yr

Feb11,16 19.2% 48.7% -29.5% +8% after 3 mo, +13% after 6mo, +19% after 1yr
Apri1,13 19.3% 54.5% -35.2% +4% after 3 mo, +8% after 6 mo, +19% after1yr
Jul 8,10 20.9% 57% -361% +9% after 3 mo, +19% after 6mo, +25% after1yr
Early Mar'09 18.9% 70% -511% +34% after 3 mo, +41% after 6mo, +58% after 1yr
Oct 11,07 54.6% 25.8% 28.8% -10% after 3 mo, -13% after 6mo, -42% after 1yr

Source: Benzinger

the extraordinary step of
drastically ratcheting down
exposure to minimize risk
that could come about from
any temporary interference
with trade execution. This
short-term interruption will
impact fund performance—
likely restraining returns if
the market rallies or sustain-
ing value if there's a selloff.

The managers do know the
fund's future will require a dif-
ferent home. Twoimmediate
options: finding a place onan
existing European multi-fund
platform or settingup an
independent shop.

Global Macro

Six global macro funds made
up the third most represent-
ed strategy within the Top
50. They collectively deliv=
ered averagefive-yearannus
alized returns of more than
20%, or nearly 15 percentage
points moreithan the average
maero fund return.

New York-based Haid-
ar-Jupiter, managing $3.3
billion, generated annualized
returns of 55% over this
period to claim the survey’s
top spot. Lastyear's tre-
mendous gains of 193%
were driven by concentrated
bets onrising interest rates
in the US, UK, and other G7
economies, according to
Bloomberg. Haidar sensed
inflation was sticker than
most believed and that cen-
tral banks would need to sus-
tain their aggressive posture
into 2023. This positioning
helped the manager outpace
other macro managers who
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pivoted away from this bet in
the middle of last year.

But Haidar’s high-wire act
began losing altitude in the
fourth quarter of 2022 when
the fund's third-quarter gains
of 274% retreated by 82
percentage points. This was
then followed by a first-quar-
ter 2023 decline of 44%.

Haidar-Jupiter has been are-
markably consistent fund for
many years running. Back

in 2020, when the fund was
ranked 19th in the survey,

it did so based on five-year
trailing returns of 10.8%
through 2019. At that time,
its historical performance
sinceits launch in January
2002 was 15.5%.

Since then, itappearedthe
manager started tofunda-
mentally ratchet uprisk tak-
ingwhenitgeneratedreturns
of 70%in'2021 followed by
its triple-digit gains in 2022.
Haidar transformed the fund
from one that had targeted
sustainable consistency to
one driven by high-stakes in-
vestments which are difficult
to manage beyond the short
term.

The $3.5 billion John Street
Capital was the second-most
profitable macro manager
in the survey, with trailing
five-year returns of 16.3%.
While the 12th-ranked Lon-
don-based manager also
outperformed its long-term
recordin 2021and 2022
with gains of 24% and 27 %,
respectively, John Street
continued to control down-
siderisk over the five years

Why Good Funds Didn’t Make the List

Hedge funds don't qualify for this survey because of inconsistent or lackluster
returns. But some very good funds have been excluded because they didn't meet
all the thresholds for inclusion. Here are several examples | had to pass on. But
they merit attention.

I've been tracking Wexford Credit Opportunities for many years and for good rea-
son. Since its launch more than 20 years ago, it has delivered annualized returns
of nearly 13% by targeting high-yield and distressed debt, mortgages, and special
situations.

It has had only three down years over that time. lts worst drawdown collided with
the onset of the pandemicin 2020, -15.5%. The fund still ended the year up 24.4%.
Annual volatility has been running at 9.7%, producing a solid Sharpe ratio.

So what kept Wexford off my list? Fund assets were just $121 million as of the end
of 2022. A $300 million minimum is in place to ensure funds can afford top-tier
'a providers. It didn't seem p icularly fair to apply this standard to this

Ats manageme ore than $2 billion with more than half that
amou-t enabllng Wexford Credit to indeed have high-qual-
|n place.

'ﬁham Quant ACAR is a $1.2 billion diversified commaodity trading advisor

systematically managed to deliver absolute returns. During the fund’s nearly six
years in business, it has done just that. It has generated annualized gains of 19.5%.
Annualized volatility is 13.2%, and the fund’s worst drawdown was just -12.1%.

Even more impressive: the management company'’s pedigree and investor base.
Launchedin 2005 by some of the industry’s leading practitioners, Gresham now
manages nearly $6.9 billion for public and corporate pension funds, endowments,
corporations, health systems, insurance companies, and sovereign wealth funds
based in the Americas, Europe, Asia, and the Middle East.

It didn't make this year’s survey because in 2019 the fund’s 1.5% return was below
the survey’s 5% hurdle.

Convertible arbitrage manager Context Partners has been around since Decem-
ber 2008 and has an attractive risk-return profile. Through 2022, its annualized
returns were more an 14% with volatility under 7.9%. lts worst drawdown was just
-7.3% registered during the first half of last year’s bear market. The fund still man-
aged to end the year slightly in the black with $849 million in assets.

In 2018 —the first year this survey instituted performance hurdles because of the
down year hedge funds and the market had experienced —Context did well, hav-
ing gained 3.4%. But it fell short of the year’'s 5% hurdle.

GLOBAL INVESTMENT REPORT
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through 2022 to less than
-9.4%. And through the first
quarter of 2023, the system-
atically managed fund was
down just -3.4%.

This was the first year the
survey had access to D.E.
Shaw's Oculus data, which
delivered the third-highest
macro returns of 15.4% over
the past five years. Like its
larger multistrategy sibling
D.E. Shaw Composite, Ocu-
lus has enjoyed a consistent
long-term track record since
its launch in March 2000.
The 14th-ranked New York-
based fund, which manages
nearly $1billion, has also
managed risk well. Its worst
drawdown over the past

five years was less than -5%
while its annual volatility was
amodest 6.6%.

Debt and Credit

Most debt and credit strat-
egies had atough 2022
asrisinginterest rates and
widening credit spreads hit
valuations. Four disparate
funds—one focused onUS
municipal bonds, another on
US sub-investment grade
debt, a third on emerging
markets, and a fourth on
frontier markets—all made
money last year.

New York-based Whitehaven
Credit Opportunities, a $1.3
billion fund (No. 28), relied on
relative value trades of mu-

nicipal debt to gain 5.5%. lis
annualized returns over the
past five years were 111%,
slightly above its historical
annualized returns since its
launch in 2009.

Perennially ranked Millstreet
Credit, a Boston-based
credit long/short specialist
who has a well-established
track record of finding value
in stressed and distressed
debt, rallied 4.8% in 2022.
The $1.7 billion fund came in
at No. 13 with annualized re-
turns of 15.5% over the past
five years. That's nearly four
percentage points above its
historic annualized returns
since it opened its doorsin
2010.

Emerging debt specialist
fund Gemcorp | delivered
the strongest returns of this
group, last year returning
more than 15%. The Lon-
don-based fund, managing
$645 million, delivered 12%
annualized returns over
the past five years to claim
the 23rd spotin this year's
survey.

And the frontier market
Enko Africa Debt, which was
profiled in last year’s survey
as among the most unique
sources of alpha, rallied
back from mid-year losses
of -23% to end 2022 up 1%.
With five-year trailing annu-
alized returns of 13.5%, the
$535 million London-based

fund maintained its last
year's ranking of No. 18.

RISKS AND
OPPORTUNITIES

There's a growing chasm
between what leading allo-
cators are thinking and what
the market is doing.

“What we've seensofarin
2023, explains Anthony
Novara, head of hedge fund
research at the $250 bil-
lion advisory Fiducient, “is
multiples expanding while
earnings have been con-
tracting. That suggests to
us that there's arisk thisisa
bear-market recovery rather
than the start to a new bull
market, especially.if areces-
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sionsetsin.”

Allianz’ chief economist
Ludovic Subran already
reports, “US earnings having
already fallen back for two
consecutive quarters” and
corporate guidance deterio-
rating for full-year 2023. He
thinks “a corporate recession
is looming.” (See bar chart on
p.26.)

“Last year's equity sell-off
helped adjust earnings multi-
ples to reflect the new slower
growth economy,” explains
Marc Sbeghen, co-founder
and co-portfolio manager of
the Swiss-based alternative
investment allocator lteram
Capital. But the former
executive at the venerable

Banque Privée Edmond de
Rothschild thinks the 2023
rally is disconnected from
the economy. “l don't think
we've seen the full impact of
higher rates and slowdown,”
and Sbeghen thinks, “the
recent banking crisis was a
warning of things to come.”

There's no denying rising
wages, a robust job market,
falling inflation and improving
401k returns have helped
turnaround consumer sen-
timent, which may have bot-
tomed last year. (See graph
onp.6.)

A year-long decline in volatil-
ity (graph on p. 25) has also
impreved market sentiment.
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Enhanced sentimentis also
evidentin the US junk bond
market, which has rallied
more than halfway back from
its 2022 lows. (See graph
onp.20)

The sum of these positive
reads may be seenin cur-
rent investor sentiment. As
of mid-June, the American
Association of Individual
Investors (AAll) reported
bullish sentiments outweigh-
ing bearish sentiment by a
2-to-1ratio, with more than
45% of surveyed investors
believing equity markets

will rise for the rest of 2023.
“This puts optimism above its
historical average of 37.5%
for the second consecutive

Over its first two decades in business,
Michael Kaufman’s MAK Capital may
be the best performing hedged equity
fund you've never heard of. It’s exem-
plary of what smaller consistently per-
forming funds that regularly qualify for

this survey can do.

MAK (No. 4) has generated annualized
gains of 15.5% through 2022. It has
been on a tear over the last five years,
with annualized gains of nearly 23% per
year, 13 percentage points better than
the market. The fund’s market correla-
tion over this time: just 0.12.

Kaufman generated a big performance
edge in 2022 when it carned nearly
28%.

But 2022 was hardly an outlier. MAK
has consistently excelled when the mar-
ket has stumbled. When the Financial
Crisis hit in 2008 and the S&P col-
lapsed by 37%, MAK was up 14.5%. In
2018 when the market turned south in
the 4th quarter and transformed a dou-

ble-digit gain into a -4.5% loss, MAK

soared by more than 51% for the year.

An additional tool in Kaufman’s book
that gives him an edge over traditional
long-short managers is his judicious usc
of distressed positions to exploit weak-
ness and propel returnsswhensmarkets
are struggling.

And yet, despite this remarkable track

record, assets only recently surpassed
the billion-dollar mark.

The fund doesn’t lack for institutional
bells and whistles, explains Kaufman,
including a team of talented analysts
and supporting statf. Kaufman has a
sizable stake in the fund, another qual-
ity institutional investors like to see.
But decision-making is concentrated in
Kaufman. He dances to his own tune,
often out of step with Wall Street.

Particularly curious about the fund: its
success has been driven by an extremely
pessimistic manager. That sort of senti-

MARONE
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ment usually doesn’t
fuel strong
term performance.
But it does when his
sentiment keeps the
fund from suffering

long-

significant  losses.
MAK’s worst draw-
down of -17.9%
occurred in 2014.
The market’s worst
drawdown
Kaufman’s been in
business: -51%.

since

Several ways the

manager  contains
losses:  he imple-
ments stop-losses to keep individual

stock declines from cascading; and when

Michael Kaufman

he’s truly convinced
about a stock, he
will maintain and
accumulate  expo-
sure and allow it
to run—so long as
fundamentals and
management re-

main sound.

Kaufman’s only
meaningful stumble
was between 2012
and 2013. The US
had come out of
the Great

sion, but economic

Reces-

growth  remained

sluggish and the Fed kept interest rates
near all-time lows.

Kaufman saw bear-

ish signals. But the market rallied 16%
in 2012 and then soared 32% in 2013.
Over those two years, MAK had a cu-

mulative loss of 10%.

Kaufman’s contemporancous concerns
about the country’s fiscal and monetary
policies and overly complacent investors
didn’t seem to affect the market. The
fund was hurt by its low net equity ex-
posure, which comprised deep value,
low-beta long positions that trailed a
rising market while the fund’s short po-
sitions lost money. And the fund’s de-
fensive investments in precious metals,

which had served the fund well for the

previous three years, also lost money.

Kaufman responded to this underperfor-
mance by restructuring his investment
team and revamping the fund’s analyti-
cal, investment, communications, and
reporting processes. He reduced risk
associated with his commodity options
strategies while refocusing its exposure
on equity research.

All of this laid the groundwork for eight

straight profitable years during which
time the fund returned 300%.

Looking at the rest of 2023, Kaufman is
concerned. His current net short posi-
tion collided with this year’s rally, with
the fund off -3.7% through the first

quartcr.

Kaufman’s bearishness is rooted in not
seeing inflation going away. Persistent
decline in major commodities reflects
weakening demand. A major war in Eu-
rope certainly doesn’t help. And while
the reopening of the Chinese economy
was good news, it may not be the growth
trigger many investors are predicting.

“The market is being driven by a hand-
ful of large-cap stocks with much of the
S&P in an carnings recession,” observes
Kaufman. With the Fed hard pressed
to cut rates if the economy continues to
slow, Kaufman believes it’s better to be
cautious while others may be throwing
it to the wind.
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week,” according to AAll, and
it notes, “bullish sentiment
was last higher on November
11,2021 (48.0%).”

Benzinga, a platform of
financial news and analysis,
considers this sentiment a
compelling contrarian indica-
tor. Itcites a series of times
when extreme bullish and
bearish sentiment portended
a market reversal. (See table
onp.21)

“The S&P is already above
the median year-end target
based on Bloomberg News
survey of 23 Wall Street
strategists,” says Aaron
Brown, the former chief risk
manager at AQR Capital
Management. The market's
Relative Strength Index is
around 77%. Brown says

VIX INDEX
14.50

y -18.45 (127.24%) year to date

readings above 70 indicate
an over-brought market. But
he cautions interpreting the
indicator is not that simple.
(See table to theright.)

The data is telling Brown
two things: “One, the market
is going up and will likely
continue to go up for some
time, and two, the RSI must
revert to 53% or so, which
will require either a crash or
a sustained period of mostly
negative daily returns.” He
qualifies this conclusion as
being “mathematics than
economics.”

Thomas Hempell, head of
macro and market research
at the global allocator Gen-
erali Insurance Asset Man-
agement, describes markets
climbing past banking wor-
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ries with the help of resilient
economic data and earnings,
Artificial Intelligence eupho-
ria, and abundant liquidity.

But he still projects markets
will end the year flat. The
reasons: “A looming cred-

it crunch, lower earnings
and rising defaults will take
their toll ... and the laws of
gravity still apply.” The war

in Ukraine and simmering
US-Sino tensions certainly
further complicates matters.
And seeing the VIX having
receded to pre-war levels,
he thinks:'it's detached from
economie sentiment,” and he
expects it torise as quantita-
tive tightening proceeds.”

The market rally that’s
closing out the first half of
the year is helping investors
put aside concerns that
Charlie Munger describes
as the brewing stormin the
US commercial property
market as the evolving post-
Covid work paradigm shifts
demand away from central
city office space. Increasing
loan stress will likely further
dampen regional bank lend-
ing and economic growth.

Apri5 May 1

T T T
May 15 Juni Jun 16

Arecent article in The New
York Times quantifies the
potential dimensions of this
problem. The paper report-
edvacant office spacein the
city could fill up more than
26 Empire State Buildings

or 76.5-million-square feet.
That number is only going
toincrease over the near
term as new development
brings more buildingsonline:
Iltwilbhave knock-oneffects
onothercentral business
district activitythat's depens
dent on higher flows of office
workers. And office vacancy
rates are even worsein Los
Angeles and Chicago.

But Shikha Gupta, portfolio
manager of the Astra Spe-
cialist Credit fund, has a bit
more sanguine outlook. She
compares the workplace
shift to what happened sev-
eral decades ago when retail
activity began shifting away
from brick-and-mortar shops
to online.

Gupta acknowledges an
approaching refinancing wall
(estimated to be $1.5 trillion
over the next several years)
that will reveal stress. But

she believes banks’improved
liquidity requirements and
reduced leverage since

the financial crisis will likely
enable most to manage in-
creasing problems related to
commercial property loans.

But she agrees regional
banks, where much of this
lending originates, will con-
tinue to ratchet back lending.
And coupled with higher
interest rates, she believes
this will further slow the
economy.

Preferred Strategies

It reflects a major shift in
investor sentiment when a
global allocator points not to
hedged equity or cryptocur-
rencies or SPACS, but'to the
benefits of carry. But that's
the current lead inlnvest-
corp-Tage's June Strategic
OutlooksWithrisk-free
yields over 5%, that’s under-
standable and raises the bar
in assessing what makes
other investments desirable.

That said, co-ClO Lionel
Erdely doesn't have a partic-
ularly dour outlook, seeing
global growth stabilizing,
inflation retreating but still
persistent, central bank
monetary tightening on
pause, and a US soft landing
still more likely than a hard
one. Buthedoesn'tseea
sustained market rally either
for the rest of this year.

“We are likely to continue to
experience range-bound and
choppy markets with abrupt
reversals,” says Erdely. So,
in addition to high-quality

2023 SURVEY OF THE TOP 50 HEDGE FUNDS: 20TH ANNIVERSARY EDITION

income and credit strate-
gies, in particular structured
credit, he also recommends
exposure to discretionary
macro. “We believe this
strategy offers “a rich oppor-
tunity set deriving from asyn-
chronous regional growth
dynamics, policy divergence,
geopolitical uncertainty and
increased asset class vola-
tility, particularly ininterest
rates.”

Investcorp-Tagesis over-
weight event driven expo-
sure with a particular focus
on merger arbitrage. The
firm is also overweight ‘Ja-
pan and emerging markets
relative to developed mar-
kets primarily on conducive
relative valuations.” It re-
mains neutralabout special
situations.

Above all else, posits Erdely,
“liquidity and avoidance of
excessive leverage is our
priority.”

Generali's Thomas Hempell
shares a portion of Erdely’s
preference, seeing value

in non-financial European
investment-grade credit and
select emerging market debt.
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He sees protectionin US
Treasuries not just in their
attractive coupons, which
are running higher than
European sovereign yields,
butin potential appreciation
if a projected recession hits
and the Fed starts to ratchet
back rates next year.

Seeing various asset class-
es telling different stories,
Iteram Capital is avoiding
directional bets. “We don't
want to be on the wrong side
of a large event,” explains
Marc Sbeghen. Accordingly,
Iteram intends to balance
risk by ramping up expo-
sure to equity long/short
and credit long/short funds
that rely on market neutral

strategies.

At the same time Iteram is
paring back its core global
macro and commaodity expo-
sure.

Independent investment
advisory Sussex Partners,
which focuses exclusively

on alternatives, remains risk
adverse. “Our clients are
asking us, ‘why should we
take any risk,’ " relays partner
Patrick Ghali, “when one can
receive an attractive short-
termrisk-free rate over the
next 6-9 months, which re-
flects aninverted yield-curve
that speaks of recession and
not a soft landing?”

The advisor sees anec-

(4

‘Banks’ improved liquidity requirements and reduced

leverage since the financial crisis will likely enable

most to manage increasing problems related to com-

: »
mercial property loans.

- Shikha Gupta, Astra Specialist Credit
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dotal evidence of stress

that supports this concern,
including rising credit card
and mortgage rates that will
cut into consumer spending.
He suspects loan problems
triggered by high commercial
office vacancies combined
with duration and liquidity
risks on many regional banks’
balance sheets will likely
further curtail lending.

Ghali's worst-case scenario:
cascading banking problems
colliding with weakening

economies and markets.

In considering hedge fund
allocations, Ghali needs
managers to clearly artic-
ulate how they can deliver
an attractive spread above
current risk-free rates.

He sees headwinds for CTAs
that are getting hurt from
trend reversals. Distressed
and high-yield strategies
don't yet reflect anticipated
levels of risk and may be
exposed to more downside

before becoming attractive.
And Ghali believes most
fundamental equity strate-
gies will remain buffeted by
market uncertainty as long
as markets continue to trade
on non-fundamental factors.

His safest ideas: a portfolio
of diversifying strategies,
including global macro that
incorporates a differentiated
approach (such as focusing
on Asia), relative value and
variable net equity manag-
ersin specific niches which

can clearly articulate why a
higher rate environment can
fuel returns.

While many advisors and
allocators have become

fans of multistrategy funds,
Ghali is increasingly cautious
about their growing populari-
ty. “I think they could runinto
trouble,” he explains, “due

to the amount of leverage
they use combined with the
higher interest rates, and
many have terms that aren’t
investor friendly.”

Iteram's Sberghen agrees,
citing deteriorating liquidity
in many multistategy funds
and skyrocketing pass-
through costs.

*

At the time this report was
published, the S&P 500 was
up more than 14% for the
year through June 22. Con-
sistently performing hedge
funds cannot keep pace with
a bull market. That's been the
takeaway from my 20 years
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of tracking hedge funds.

Only aggressive managers,
who run high volatility funds,
can excel in an environment
where the market is increas-
ingly running more on mo-
mentum and optimism rather
than earnings outlook.

This was evident by the Top
50’s flat first-quarter 2023
returns. And this perfor-
mance gap will likely widen
by the time the first-half
performance is tallied.

But as the historical data
reported in this survey
reveals, market selloffs—not
market rallies—are what fuel
the medium- to longer-term
outperformance of the most
consistently performing
funds.

“Trading momentum can
certainly haveits placeina
portfolio,” says Patrick Ghali,
“with some investors believ-
ing well-timed betais a form
of alpha.” Butin addition to
remaining cautious about
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the eventual impact of higher
interest rates and recession,
Ghali is concerned about the
narrowness of the rally and
investor participation. “Ulti-
mately, strong performance
relies on effectively navigat-
ing downside as well as up-
side volatility,” posits Ghali,
“which means sustaining a
balanced and disciplined
investment approach that
looks past any momentin
time.” =

MERCHANT COMMODITY FUND

other means to diversify our book and enhance returns.”

over this time. But most of this was upside volatility. The fund’s

The Russian invasion of Ukraine provides an example of how the
fund integrates macro themes and bottom-up commodity anal-
ysis. Toward the end of 2021, with economies having reopened
after the pandemic shutdown, stronger global oil demand was
drawing down inventories. At the same tlme, Russlan trogps
were massing along Ukraine’s borders, incre

The fund believed oil was nu;prlced zé

long position in Brem:

More Than Oil

This survey often uncovers remarkable long-term performance in
smaller funds that have been around for a while. The macro-ori-

ented Merchant Commodity Fund (MCF) is an extreme outlier.

MCF was launched 19 years ago and has generated annualized
returns of more than 17%. Few commodity teams have more
experience, with each of its three principals having traded com-
modities for three decades. But as of the end of 2022, the fund’s
AUM was just $376 million—with more than 50% being man-

agement capital.

Further, t 022 that
was prlced
shunning Russlan oil.

cru 11 all:er

1scoum: to Bren
rent- lmked
k our, the loss of Russian
thls commodity to a likely greater price shock.
exposure from oil to diesel. By the end of April
2022, the combined effects of this four-month trade helped pro-
pel the fund 27%.

MCEF secured a second-place ranking in this year’s survey by hav-
ing generated trailing five-year annualized returns through 2022
of 27.7% per annum. Although it incurred some rough patches
over this time, with a worst peak-to-trough drawdown of nearly
-17%, it made money every year, including an eye-popping 74%
in 2021 and another 45% in 2022.

This performance sent annualized standard deviation of 26.6

“Understanding supply and demand is naturally
investments,” explains manager Douglas Kin
fined understanding of how individual com
markets work.” But in contrast to systematic traders, King be-
lieves it’s also essential to have a discretionary macro awareness of
market dynamics to optimize performance.

The fund’s more comprehensive understanding of commodities
is reflected in its willingness to trade freight derivatives, which
at times has generated one quarter of the book’s annual profit.
“Transport--and the way it informs supply chains--is an integral
part of the commodities market,” explains King, “providing an-

d So why havent 1nvesl:ors ﬂocked into l:he fu.nd’ |

w strgﬂg perfor

=nvestors then started departing, despite the fund proceeding to

Sortino ratio of 3.41 tells a far more positive afid accurate reflec-
tion of risk and reward. MCF'’s Sharpe Ratio during this period
was 1.15, while its market correlation was just 0 2de

}‘tﬁed six stralght years of

&ﬁf@’d nearly 400% net returns.

at $2 bllllon just around the financial crisis.

soar 24% in 2008 and then adding another 5% in 2009. PM Douglas King

But then in 2011, the fund lost 29.9%.

In response to this uncharacteristic loss, management made sev-
eral improvements. It reduced investment concentration and
moved to a more balanced allocation of risk. It actively limited
drawdowns by enforcing tighter sop-losses on individual strat-
egies. The fund then replaced its chief risk officer with one of
its founding partners. These moves helped establish a sounder
relationship between risk exposure and leverage.

day, employing relative value trades and hedging opportunistic
long and short positions, and deploying more leverage to help
enhance performance.

Following its worst decline in 2011, the fund was up 8 out of the

next 11 years through 2022, having collectively appreciated by
nearly 300%.

Conor O’Malley, head of fund research and investor relations,
believes asset gathering has been limited by keeping its offering
simple, running what it believes to be the optimal level of volatil-
ity. “And maybe,” O’Malley quips, “we simply are more adept at

commodity trading than we are at marketing ourselves.”

When the fund runs a strong long directional book, as it did last
year, it will ratchet down embedded leverage. (MCF does not
add external leverage.) When outlook is uncertain and manage-
ment believes it's better to run a more cautious book, the fund
moves towards market neutral exposure. That's where it is to-

This independent study is not arecommendation to invest in any of the funds profiled, ranked, or mentioned in the survey. Read-
ers that invest in any hedge fund must conduct their own extensive due diligence before allocating. Special thanks to Marina D’An-

giolillo, research and professional services manager at Backstop BarclayHedge, for her extraordinary help for initially screening
through thousands of funds in the firm's database and performing specific fund analysis. Additional thanks to Preqin for providing
specialized fund research. And many thanks to my designer Coco Sallee.

All rights of this survey belong to Eric Uhlfelder and a licensing agreement must be secured with Mr. Uhlfelder for its commercial use.
Eric Uhlfelder has covered global capital markets from New York over the past 30 years for various major publications, including for
The Financial Times, The Wall Street Journal, Institutional Investor, Pensions & Investments, The New York Times, The International Herald
Tribune, and BusinessWeek. He wrote the first book on the advent of the euro post currency unification, “Investing in The New Europe,”
for Bloomberg Press. And he has earned a National Press Club Award. His website is www.globalinvestmentreport.net
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