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FIRST HALF UPDATE: 2024 SURVEY OF THE TOP 50 HEDGE FUNDS

The Top 50 gained 6.3% during the first half of 2024, led by credit and fixed income, equity and
macro, well behind the market’s remarkable start. Ten funds delivered double-digit returns. But
the strategy that continued to surprise was emerging markets with six EM funds having out-

paced all other strategies. And one EM credit fund outperformed the market during the first six

months of the year.

by Eric Uhlfelder
21 August 2024

PLUS CA CHANGE, PLUS
C'EST LA MEME CHOSE'

Several key themes that emerged from 2024 global hedge fund
survey remain front and center.

Tech shares continued to
drive the market, helping it to
outpace hedge funds. S&P
500 gained 15.3% through
June. BarclayHedge Index
was up 5.4% while the Top
50 rose 6.3%.

Emerging market funds
continued to thrive. It was
the best performing strategy
within the Top 50, having
gained 9.5% on the back of
strong credit returns. (See
sidebar on p.iii to see how
various strategies have done
so far.)

Geopolitical risks not only
have remained significant
but have risen, with Ukraine
having invaded Russia and
Israel having assassinated a
Hamas leader in Iran, not to
mention the outcome of the
US presidential election now

ahorse race, whose implica-
tions will be discussed later
in this update.

And market sentiment
continued to be driven by
the prospect of rate cuts.
Because itis, rather than
what the broader outlook
|ment

portends, market se
continues to sp
As we saw in Ma
in August, small provoca—
tions can create lots of
noise, keeping investors and
analysts wondering what’s
ahead. And this uncertainty
will continue to feed market
volatility.

In early August, The Econo-
mist put it well:

“‘How quickly the mood turns.
Barely a fortnight ago stock
markets were on a seemingly

unstoppable bull run, after
months of hitting (consec-
utive) new all-time h|ghs

Now they are in f e fal
panic is swe
markets. Wal

gauge”, the VIX mdex w

mea e xvola
“ aders
rotect themselves

rom |t has rocketed to its
highest since America’s
regional-banking crisis last
year.”

Listening to some analysts
and pundits about the recent
brief sell-off reminds me of
Claude Rains in Casablan-
ca, who was shocked when
he learned gambling was
going onin Rick’s Café as he
accepted his winnings.

Rising rates are supposed
to slow the economy to help

ratchet back inflation. Per-
haps it surprised some folks
that the economy didn’t miss
much of a beat for more than
ayear after the Fed boosted
rates.

It certainly felt the US was
continuing its exceptional-
ism, thriving when all other
major economies were trying
to avoid contrac:tlon

But it ta
tr|II|on

my GD
S|OWI

nsumer
ation just broke
below 3%.

Not bad for a bunch of
central bankers who many
had thought couldn’t shoot
straight.

Still, investors were clam-
oring about how the Fed,
in holding back rate cuts,
continues to be behind the
curve and will be forced to
play catch up, again.

Well, maybe not.

The Financial Times saw
the recent market whipsaw
as, “saying more about the

1This somewhat familiar expression felt appropriate: “The more things change, the more they stay the same.”

psychology and structure of
modern markets than they
do about any fundamental
shift in the economic or
financial outlook.”

Unwinding of a good chunk
of the Yen carry trade, which
was adding fuel to US tech
shares, shouldn’'t have
surprised given how weak
the Japanese currency had
become and how it would in-
duce much needed inflation.

The real surprise was how a
mere 15 basis point rate rise,
which pushed the overnight
rate to just 25 bps, strength—
ened the Yen by 5%

Si
me.t %

d signaled it
m at nascent inflation
W|th rate hikes.

“The sharp moves that
followed,” explains Young,
“were more about crowded
short yen positioning, ex-
tremely cheap valuation, and
the narrowing of expected
future real interest rates be-
tween the BOJ and the Fed.”

As US growth softens with
falling rates and Japan
nudging rates incrementally
higher, Young expects the
Yen will continue to rally.

Words Matter

Popular diction also hasn’t
helped investors navigate
the turbulence.

Despite claims of the US
being in a high-interest

rate environment, we're at

a historically average level.
We've just been conditioned
to expect money to be free,
which probably isn't a good
thing for all sorts of reasons.

The second misconcep-
tion involves the continued
discussion of soft or hard
landings.

Seems that we've passed
that glide slope related to
Covid, inflation, and rate
hikes where there has been
no landing at all and that
investors should be thinking
dfthe next phase

O percent, that
wouldn’'t necessarily be a
bad thing considering how
highly priced the market has
become, especially with the
steady decline in the risk-
free rate potentially fueling
equities.

A sell-off by itself wouldn’t
portend growing systemic
risks including recession.
Slowing earnings growth,
however, might.

But economist Ed Yardeni
just reported that, “Q2 S&P
500 operating earnings per
share rose 10.9% year over
year during the quarter to a
record high.” And he found
the consensus earnings es-
timate for next year is up 15%
from the 2024 estimate.

Still the recent bout of vola-
tility has revived recession
fears.

dwex ‘j{e”t’hﬂt
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CONSOLIDATED TOP 50 HEDGE FUND
PERFORMANCE BY STRATEGY

5-Year
No.of  Stateqy Washet  Anmualzed
thru2023
1 Equity 6.96 18.63
5 Macro 6.08 15.90
10 Multistrategy 5.24 12.69
2 Event Driven 2.67 12.58
6 Emerging Markets 9.51 12.49
2 Volatility Arbitrage 4.84 12.33
7 Credit and Fixed Income 715 10.26
2 Municipal Credit 3.81 9.28
Top 50 Averages 6.32 13.66
BarclayHedge Index 5.42 6.30
S&P 500 Total Return 15.29 15.69

* Five other funds in the Top 50 involved different strategies
Source: BarclayHedge and proprietary sources

US recessionin 2024 have
increased from 25% to 35%.

JP Morgan said that despite
solid gainsin the service
sector, sustained profit
margins, and limited credit
stress, the prospects of a

“Important elements of our
growth forecast are being
challenged,” says Bruce Kas-
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Top-Performing First-Half Strategies

Six emerging market funds in the Top 50, including four EM credit focused
funds, generated average gains of more than 9.5% during the first half of the
year. That was 3.5 percentage points higher than the BarclayHedge Emerg-
ing Market Index returns.

Key drivers of returns included sovereign debt restructuring, resurgence of
local currency bonds, and declining Euro and US interest rates.

This group was led by London-based Sandglass, which delivered the best
first-half returns in the survey, even topping the market. According to Barclay-
Hedge, the fund soared 18.4%. A significant contributor to the 33rd-ranked
fund’s gains was exposure to distressed sovereign credit positions in Argenti-
na, Ukraine, Egypt, and select African nations, along with corporate exposure
mostly in Latin America.

London-based Enko African Debt fund (18th) delivered the second-best
performance, climbing 15.4% as local currencies and related debt rallied with
rising oil prices along with debt restructuring.

Singapore-based FengHe equity fund (31st) rose 11.3%. PM Matt Hu explains
his “diversified returns were generated across almost all core markets both

on the long and short sides.” Shorting has been improved with stricter f troI a
on timing and execution, including the use of tighter stop-losses. Aﬂ o get bac

gross exposure to around 100% has improved control of downside v

Seven credit and fixed-income funds were the second-be ‘
strategy, gaining more than 7%, which was 5 ercent gﬂ

the BarclayHedge Credit and Fixed Inc

Magnetar Constellation (45th), based in nston, III|n0|s led the group,
having soared more than 11% followed by New York-based CRC Bond Trading
(42nd), which returned 9.5%. Kansas-based Palmer Square Opportunistic

Credit (35th) delivered gains of 7.9%.

Hedged equity was the third-best performing strategy, rising nearly 7%. That
was only marginally better than the BH Equity Long-Short Index which was
up 6.4%. BH Equity Long Bias climbed 9.4%

Leading the group was Miami-based quant fund Citadel Tactical, the 7th-
ranked fund, which gained 13.7%. It was followed by the survey’s top-ranked
fund, Peconic Grenadier, which rallied 11.8%. Fourth-ranked Cooper Creek
Partners, based in New York, added more than 11%.

man, the bank’s chief global
economist, “with sharp-
er-than-expected weakening
inlabor demand and early
signs of labor shedding. The
latest business surveys also
suggest aloss of momentum
in global manufacturing.”
Thisis especially true in the
Euro area where economic
sluggishness continues.

He adds that easing labor
market conditions suggests
the Fed’s current policy
stance is restrictive.

Accordingly, Kassman thinks
the Fed should jettison its
penchant for gradual moves
and cut at least 100 basis
points by year’s end.

David Kelly, the firm’s chief
global strategist, agrees ar-
guing the Fed should initially

Moynihan of Bank of Amer-
ica sees norecessionin
2024, believing the Fed will
continue to tap downon
inflation while keeping the
economy afloat.

“We see two rate cuts this
year and four next year,”
says Moynihan, “with rates
normalizing between 3% to
3.5%.”

He worries if the Fed doesn't,
“start bringing down rates
soon, you could dispirit the
American consumer. And
once the consumer starts
turning very negative, then
it's hard to get them back.”

But that trend hasn’'t shown
up yet. The Census Bure@

reported aini perceg‘
mists
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Quarterly change in real gross domestic product, by category

Consumer spending

Business investment

Government spending

24 21 22 '23 24

ation

cut rates by 50 basis poi d fore ts of 3%
in Septembe“ﬁ Iar@st i

e s the Fed'’s belated
response to inflation was
overdone, with inflation
having peaked in June 2022
when rates were still under
2%. Kelly thinks overnight
rates should be brought
down to 3.5% to 4% as soon
as possible.

“If the Fed makes a bold
move in September,” cau-
tions Kelly, “it must not be
perceived as panicking.
That will scare people and
delay investment decisions
by those who may decide
to wait until rates drop even
further before acting.”

On the other side, Brian

nd we er

at does all this mean to
hedge fund allocators?

Not much, despite the switch
in focus from inflation to
growth concerns, the slow
rise in Japanese rates, and
the resurgence of the dem-
ocratic party that may augur
well for Vice President Harris
this fall.

November and Beyond

The presidential race has
tightened. But many still be-
lieveit's Trump’s to lose.

Eurasia Group’s CEO Maziar
Minovi believes that while
President Biden's departure
from the race has stabilized
Democratic prospects down
ballot, he still gives Trump
the edge.

Note: Data is the seasonally adjusted annual rate, adjusted for inflation.
By Andrew Park, NY Times

Economic Analysis

He explains, “what happens
at the top of the ticket will
have significant repercus-
sions for investors.” Ina
recent Q&A, which appeared
in the annual survey in June,
Minovi argued the most un-
der-appreciated geopolitical
risk is a second Trump pres-
idency. (See full interview on
pp.17-18.)

At the same time, he thinks,
“divided government would
provide the most stable
outlook for investors as
compromise will be needed

to pass legislation, especially
on fiscal matters.”

Anthony Novara, partner

and research director at

the $309 billion Fiducient
Advisors, sees inflation likely
remaining a sticky problem
regardless of who occupies
the White House. He believes
discretionary government
spending is unlikely to be
slowed significantly by either
party.

(Note: Many believe US in-
flation surged due to Biden'’s
large spending programs.

Source: Bureau of

But that doesn’t square with
inflation having been a global
phenomenon and that US
CPl has dropped sharply
nearing the Fed’s target rate
even as the administration’s
big-ticket CHIPs, infrastruc-
ture and clean energy pro-
grams are just ramping up.)

Either way, Novara believes
this will limit interest rate
cuts, likely leaving overnight
rates between 3% to 4%.

This may boost the pros-
pect of distressed man-
agers, thinks Novara, as
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Inflation Is Moving Toward the Fed's 2% Target

Powell will probably stress progress made without declaring victory
/" US PCE price index (12-month change) . Excluding food and energy

made any significant invest-
ment changes in the light of
recent volatility.

“We leaned into reinsurance

historically uncorrelated

during periods of dislocation,

including geographically and
stylistically diverse global
macro and fixed income

policies, even though it
celebrated the president’s
accomplishments.

Still, if she’s elected, Harris
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“Many believe US inflation surged

due to Biden’s large spending pro-

g%, | lastyear and are making sure ) . - is expected to closely track rams But that doesn’t square
all of our strategies have a involving relative valueand  gigen's domestic and inter- & q
6 | clear passthrough of cash directional trades. national policies. Shewould ~ with inflation having been a global
rates (less true for things In spite of recent volatility not likely renew the 2017 tax
4 | likedistressed debt),” noted thatshockedthe Yenand ~ cuts for highincome earners.  phenomenon and that US CPI has
Young. “Outside of Japan, Japanese equities, he says It's unclear how much suc- . 5
2 the valuation moves in our his firm remains very pro-Ja- oo Harris can realize from dropped sharply nearmg the Fed S
book have been modest and pan as a source of alpha adivided Con . . e
gress. Butif _
0 haven't been large enough to drivenreturns. she delivers on an aggres- target rate cven as the admlnlStra
2 Ici:(a;u:se us to shift our portfo- “Therise in Japaneseinfla-  sive fiscal agenda, thiscould  tion’s big—ticket CHIPS, infrastruc-

2016

208

2020

Source: US Bureau of Economic Analysis

2022

2024

CIO of London-based Sus-
sex Partners, Jim Neumann,
sees the return of volatility
as a good thing, reflecting

tion, interest, and exchange
rate volatility has refocused
attention on the country,”
explains Neumann. But

he sees, “its equity market

affect the pace in which the
Fedloosens interest rates.

Trump 2.0 would likely scale
back a number of Biden's
initiatives and reduce reg-

ture and clean energy programs are

. . )»
just ramping up.

a retfurnl Lo r|1c:crr|nalcy. Tthis :argely ulndegll?r:/estiﬁ and Ia“‘us may help - Global Investment Report
. . can fuel helpful corrections ess ana zedthano er
US Consumer Sentiment Falls to Eight-Month Low P iy Y (inesses. But
and create opportunities. major financi I -
High prices weighed on current and future views in July . ) ODOSG C
B University of Michigan sentiment Since Covid struck and t‘* Corporate Americais relies evenlesson non-partl-
L syn . .
100 government fiscal spigots d szort mves ‘ ore mflatlon increasingly planning for san experts guiding him than
This inward tilt, however, greater climate-related he had during his first term.

His governance, policies,
and penchant for chaos may
bring greater unpredictabil-
ity, which institutional inves-

disruptions which will likely
only get worse and grow
more costly, especially if
Trump continues to dismiss

reflects a potential threat to
multilateral trade and military
alliances critical to making a
global marketplace efficient.

ticte a
hts Before the

EIectlon

were turned %
‘Sra % sn t bee
ained vola
hlnks

It's likely that interest rates

W Current conditions MFuture expectations

% _-'-F--_f-'-d\\_\-“\"'\-\.\_

g Fors

[oAa7

Eﬁé

| hit low volatility
and h|gh leverage strategies,
including relative value and
some multistrategy trades,
which he recommends
avoiding.

will remain a key driver of
markets for the rest of the
year. And with Jay Powell
remaining at the helm of the
Fed, its cautious monetary
policies are not likely to

It would introduce more divi-
sion amongst our allies.

the issue.

This will happen if Trump

Recession Indicator?
It's 21 years since ISM Employment was this low outside recessions

tors and markets are not
supposed tolike. =

—_— — — — _— — In this environment, he sees change. / ISM Manufacturing Employment ~ Recessions 6
: Bloombe “ i
Source: University of Michigan mberg B sle\r:erel elmcerglng sources of But the much greater uncer-
a .pha:j,.mc: u, ng economdles tainty is handicapping the
. ) . . . . . W't diverging post-pandem- impact on the economy and
huge refinancing demands arbitrage. He believes, “re- a slowing economy while ic stimuli, central banks on markets of a Democratic 50
ramp up over the next two financing high-cash burn of capturing some of the upside  the move (and making mis- versus a Republican win in
years. Companies that are tech and health-care com- from companies that contin-  takes), liquidity challenges in November and how much
struggling will see their debt  panies may fuel arise in the ue to thrive. even the most liquid markets support either leader will O | D A 0T L' B e | 40
reprlced and may become issuance of eonvertlbles to _ MEMCO’s Young (who was (U.S T.reasgrles), and asset have from Congress.
attractive restructuring keep borrowing costs down. the former director of in- price inflation.”
. . - The Democratic National
plays. Novara also thinks equity vestments of the $40 billion Accordingly, Sussex Part- Convention explicitly avoid- 30
This also feeds into Novara’'s  market neutral funds ma South Carolina Retirement ners continues to favor ) . ' l . ' .
4 ed saying Kamala Harris 1990 2000 010 204{} 2024

penchant for convertible

help reduce risks related to

System), says he hasn't

strategies that have been

would continue Biden’s

Source: Bloomberg
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A booming tech-driven market has
outpaced the Top 50 Hedge Funds by
about 2 percentage points annually
over the trailing five years. But during
that time, the 50 generated far supe-
rior risk-adjusted returns, nearly dou-
bling the market’s Sharpe ratio and
tripling that of the average hedge
fund.

Equity, macro, and multistrategy

2024 SURVEY OF THE TOP 50 HEDGE FUNDS: 21ST ANNUAL EDITION

funds, representing more than half
the Top 50, delivered the strongest
returns.

Emerging market funds were the big
surprise. Six made the list with 5-year
annualized returns averaging 12.5%.

And with 2018’s 5% hurdle rate no
longer holding back inclusion, a
half-dozen big name managers finally
made this year’s survey.

by Eric Uhlfelder
25 June 2024

Hedge Fund Investing
During a Time of
Cognitive Dissonance

Rising geopolitical risks--including the outcome of the November

elections--persistent inflation, and higher for longer interest rate
are still very much front and center. But markets don’t sﬂ

so long as the Fed cuts rates this year.

I recently learned that
Professor Leon Festinger
coined the term cognitive
dissonance.

He conceived the idea just
after the end of World War |
while teaching at the Univer-
sity of Minnesota. Legend
has it that it came to him
when having heard about a
cult that claimed extrater-
restrials were messaging the
end of days was near.

Somewhat doubtful, he won-
dered how such believers
would react when life indeed
continued.

Festinger postulated that

the only way to deal with this
reality (and the trati
being so wrong)
lievers to changepart of their
thinking to reduce the disso-
nance, add more believers

to counter their disproven
reality, or as British psychol-
ogy lecturer and author Dr.
Saul McLeod recently wrote,
“to re-interpret the evidence
to show they were right all
along."

Sounds like he might've been
referencing those still con-
testing the 2020 US pres-
idential election or anyone
trying to discern the market’s
direction these days.

Eenor of thisyear’s

%rvey in early spring, | felt

for the first time it would be
positive.

For those who have been
following my survey since |
adopted the current format
for The Wall Street Journal
in May 2019, my title themes
begged caution. We saw the
rapid collapse of the market
at the end of 2018, followed
by two years dominated by
the pandemic. Then came
war and inflation, followed by
sharply rising interest rates
and the likely prospect of

t c ﬁ my concern about risk
ing

In Extremis: Hamas’ brutally insane attack of Israel (left and righ i

widespread destruction of Gaza (center image) is leavi

and unstable society of millions on Israel’s bord¥5

recession.

t, Hed

GInvest/ng w
enly tanked

returned.

This shiftin sentiment wasn’t
due to declining fundamen-
tals. The prospect for both
the US economy and corpo-
rate profits remains decent.
Yet, investors were fretting
over mild but persistent
inflation that would keep the
Fed from returning us to the
days of cheap money. The
prospect of five or six rate
cuts had beenreplaced by a
possible rate increase.

Then in early May, sentiment
turned positive on a single
data point that could indicate
slowing job growth. This

n, which then

G izurther boost when

jobless claims ticked up.

So, while I'm not expecting

to be hampered by outer
worldly-inspired prophecies,
making sense of the current
state of investing (as well as
much of the reality around
us) may be a matter of seeing
past such cognitive disso-
nance.

Turns out there are a number
of folks feeling the same way.

AQR’s Cliff Asness recently
penned a note by that title.

In May economist David
Rosenberg wrote: “Do we
believe in Walmart’s numbers
showing expenditures per
trip declining for the first time
in over two years? Or do we
believe in Toll Brothers and

upgraded guidance? Do

we believe in the consum-
er resilience narrative, or
the disappointing forecast
published by Home Depot?
Do we buy into a 30% boom
inindustrial construction or
a flat trajectory for industrial
production?”

Rosenberg offered plenty
more conflicting examples,
leading him to exclaim, “I
have beenin the business
nearly 40 years and have
never before witnessed so
many crosscurrents occur-
ring at the same time.”

Further confusing matters,
several leading industry
voices are reconsidering a
discarded notion that rising
interest rates, from virtually
nil to 5%, could in fact be
stimulative.

ages) and the IDF’ s

ﬁ‘\poverlshed
V h®%o/TsafrirdAbayo! t‘
d again mad ﬂl‘ iggbuster sales and
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Consolidated Top 50 Hedge Fund
Performance By Strategy

5-Year Ann. 5-Year-
No. of Returns Sharpe
rategy* thru 2023 Ratio

dm 18.63 1.29
Macro 15.90 115
Multistrategy 12.69 213
2 Event Driven 12.58 0.70
6 Emerging Markets 12.49 1.16
2 Volatility Arbitrage 12.33 0.57
7 Credit and Fixed Income 10.26 1.00
2 Municipal Credit 9.28 1.90
Top 50 Averages 13.66 143
BarclayHedge Index 6.30 0.53
S&P 500 Total Return 15.69 0.75

* Five other funds in the Top 50 involved different strategies
Source: BarclayHedge and proprietary sources

About This Year's Survey

Global Investment Report's 21st annual hedge fund survey is a
comprehensive independent review of the industry’s most consis-
tently performing funds.

The Financial Times, Barron's, The Wall Street Journal, and SALT
commissioned the first 17 editions.

This survey tracks various data over the trailing five years and
since inception. In addition to reporting absolute and risk-adjust-
ed returns, the report also tracks worst drawdown, volatility, and
market correlation. Collectively, these figures provide a nuanced
understanding of performance.

By combining extensive statistical study with interviews of leading
managers, allocators, and independent analysts, this report ex-
plains the sources of consistent long-term performance that only
a handful of hedge funds have been able to deliver.
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FINANCIAL CONDITIONS HAVE EASED TO
LEVELS LAST SEEN IN 2022

National Financial Conditions Index

J

2020 2021 2022
Lower numbers indicate looser conditions

Source: Chicago Federal Reserve
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0.2

-0.2

-0.4

-0.6

2023 2024
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May’s Chicago Fed’s National Financial Conditions index — which measures
how easy it is for companies to borrow money — reached its loosest level in

over two years.

The author of this notion,
according to arecent
Bloomberg article, was econ-
omist Warren Mosler. David
Einhorn (whose fund Green-
light Capital ranked 10th in
this year’s survey) is now
preaching the same thought,
believing the explosion of
higher yielding US Treasury
debt is filling the pockets of
investors with new-found
cash which they’re spending.

But veteran distressed inves-
tor Jason Mudrick (whose
eponymous distressed

fund earned a 34th ranking)
shares the long-held major-
ity view that sharply higher
financing costs more than
offset greater income inves-
tors are receiving on their
bond investments.

Looking beyond markets,
Maziar Minovi, CEO of the
global geopolitical advisory
Eurasia Group, sees a great
deal of dissonance beyond
financial affairs. (See Mi-
novi's interview on pp 17-18.)

“Inthe US, we saw well-es-
tablished support for Ukraine
and the argument for Rus-
sian containment questioned
by a few that delayed critical
support for Ukraine by six
months,” said Minovi. “At the
same time, we saw a critical
long awaited bi-partisan
southern border bill not

even make it to avotein the
House.”

A robust economy and a

incumbentis ret
office. The current bout of
inflation can complicate
matters. But Maziar says,
“we believe Trump is favored
to win,” despite having been
impeached twice, now a con-
victed felon, and facing three
more trials.

EG based that call on the US
Supreme Court’s unexpect-
ed decision to consider the
argument against unlimited
presidential immunity. “In
doing so, the court likely de-
layed the most serious cases

Asu
surging stock marke F i
likely ensure a p ay year while economic
d market conditions were
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against Trump until after the
November elections, and
thisis what tilted the group’s
calculusin favor of Trump,”
explains Minovi.

Then there’'s Hamas' rep-
rehensible attack on Israel,
which the Palestinians knew
would result in a bloody and
destructive war in Gaza. But
history may also judge the
Israeli response comparable
to Russia's bombardment of
Chechnya and Syria.

Minovi believes Israel’s
response could also hurt
Biden’s chances of winning
in November. And though
inspired to make the country
more secure, the IDF’s ac-
tions are not likely to make Is-
rael safer; a broken shattered
society on Israel's border will
be dangerously unstable for
years to come.

Back in the hedge fund wo

| recently report
Top 50’s unchara ﬁ
large underp ancei
2023. (See 402023 Up
of p

st their

turning brighter.

As aresult, ten solid per-
formers that have made my
survey for years didn’t qualify
for the 2024 list because
their returns couldn’t reach
the 5% hurdle for 2023.
None of my previous surveys
ever saw this level of exodus
of well-established funds.

This list included large vener-
able macro managers Tudor
and John Street Capital,
Schonfeld’s multistrategy
and equity funds, and Asian

multistrategy Segantii —
which had enjoyed a rapid

One prescient example he
cited: the creation of new
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While each fund feeds data
directly into databases from

at least $300 million may
help ensure reliability of

The second group is exoge-
nously levered funds. A fund

technologies without being

is one of gr
we'll Wu -
) m vey, thoroughly
df

growth in assets, peaking
around $6 billion, before
stumbling last year.

(It's pure coincidence that
after being bounced off this
year’s list due to losing mon-
ey in 2023, Segantii's PM
was charged by Hong Kong'’s
Securities and Futures Com-
mission with insider trading,
which has led two of its
prime brokers — JP Morgan
and Nomura — to pare back
operational support. Then

in late May, the fund an-
nounced it was closing down
and returning all assets.)

Despite a solid first-quar-
ter start by most funds on
the list (up an average of
4.2%) and decent economic
indicators, perhaps all these
divergent S|gnals s

e O
e

ul that by the time I'm
finished writing it, sentiment
will no doubt have changed
several times over.

And a coda from Profes-

sor Festinger... in1968

he joined the progressive
faculty at The New School
for Social Researchin New
York. Several years later, he
finished his last significant
thesis before his passingin
1989. Entitled “The Human
Legacy,” his research ad-
dressed mankind’s tendency
to unwittingly create prob-
lems that are sometimes
worse than what it was trying
to solve.

strategy funds. Th
e nage ,
G tently delivered

fully able to foresee their
long-term consequences,
which these days seems to
be a topic on nearly every-
one’s mind.

METHODOLOGY

The value of any survey is
rooted in its methodology.
That’s why this section of the
report is placed up front.

Below is an explanation of
how this survey identifies the
limited number of funds that
have delivered consistently
compelling performance to
reveal the industry’s promise.

°

initi

«Q

ins with low to moderate
volatility without the support
or headwind associated with
specific industry or country
exposure.

Universe Expansion

Starting with last year’s
survey, | consider two types
of funds | had previously
excluded.

The firstis 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 appear
to be on the surface.

The initial search starts if™
arly F ruarE ‘o
foro

that seeks to enhance per-
formance of a flagship prod-
uct by ratcheting up leverage
beyond what’s embedded in
specific investments feels
like a cheat tojuice returns at
the risk of greater volatility.
But a deeper dive into this
space reveals funds that
have contained risk while
delivering consistent abso-
lute returns.

Data Verification

Requiring funds to manage

data. When funds reach that
size, they may more likely
hire top-tier service provid-
ers — 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 applies another
layer of data verification by
contacting each manager
to confirm their numbers.

which this report sources
half its findings, mistakes
can still happen. Submitted
data may be from a founders’
class with low fees, numbers
may have been revised, or
strategy classification of a
fund may be wrong. UCITS
and ‘40 Act funds do slip into
databases.

The latter can happen as
an increasing number of
hedge funds expand their
investor base by issuing
exchange-traded and

HEDGE FUND STRATEGY PERFORMANCE THRU DECEMBER 2023

-{ 2023 Returns

“t‘ QQ 2023 3-Year Net 5-Year Net 10-Year Net

Net Returns Net Annualized Annualized Annualized

{v ‘b (%) Returns Returns (%)  Returns (%) Returns (%)

thru 2023 thru 2023 thru 2023
quity Long Bias 9.36 14.47 5.00 9.19 5.62
Collateralized Debt Obligations 8.97 13.57 5.74 3.70 7.44
Asset-Backed Securities 6.74 9.73 6.18 4.30 6.81
Event Driven 2.23 9.18 4.70 6.53 4.60
Emerging Markets 5.85 8.58 -0.90 4.84 3.46
Fixed-Income Arbitrage 6.23 8.45 2.49 4.02 3.81
Credit Long/Short 1.57 7.25 0.41 1.97 1.98
Fixed-Income Diversified 2.52 714 -0.52 1.98 2.46
Mortgage-Backed Securities 3.54 6.87 1.52 1.49 2.89
Equity Long/Short 6.39 6.62 5.64 6.55 4.48
Credit Long-Only 1.51 6.04 -1.99 0.86 2.04
Volatility Trading 2.95 6.01 3.10 4.83 2.46
Equity Market Neutral 712 5.69 5.55 2.91 2.60
Asset-Backed Loans 3.99 5.50 4.96 5.59 5.56
Global Macro 5.01 4.86 6.71 7.58 4.36
Convertible Arbitrage 3.65 4.74 3.44 6.74 4.25
Merger Arbitrage 2.09 4.57 4.37 5.72 4.88
Multistrategy 2.95 3.45 3.34 3.89 3.10
Distressed Securities 5.39 214 4.68 5.84 3.70
Commodity Trading Advisors 4.28 -0.44 3.86 4.43 2.40
Top 50 Averages 6.32 12.47 12.25 13.66 NA
Backstop BarclayHedge Index 5.42 9.27 3.40 6.30 4.50
S&P 500 Total Return Index 15.29 26.29 9.99 15.69 12.03
JPMorgan Global Gov't Bond Index -1.52 4.25 -4.03 -0.21 1.37

Source: Backstop BarclayHedge and Global Investment Report


https://www.globalinvestmentreport.net/wp-content/uploads/2024/03/GIR-Article-2023-4Q-Final-Copy.pdf
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2024 SURVEY OF THE TOP 50 HEDGE FUNDS: 21ST ANNUAL EDITION

MUDRICK DISTRESSED OPPORTUNITIES

A Rare Glimpse Inside Consistency

Since the current selection methodology for
the Top 50 was established 6 years ago for 7he
Wall Street Journal (published in May 2019),
the Mudrick Distressed Opportunity Fund
(ranked No. 34) is one of only 10 funds that
have made this exclusive list that year and ev-
ery year since.

That puts this New York-based manager--who
doesn’t give many interviews--in rarefied space
alongside the likes of Citadel and D.E. Shaw.
Delivering 10%+ annualized returns since its
mid-2009 inception is especially compelling
given the fund’s focus on distressed invest-
ments during a iargeiy bullish market.

A lawyer by training, Jason cut his teeth in the
space at one of the ieading distressed shops

Jason Mudrick

ated 4.5 times more gains than whart its losers
have lost."

The fund, however, recently took a hit in
the first quarter of 2024 when a two-year
post-bankruptcy deal saw a portion of its prof-
its erode, expiains Jason, after a third—party
which bought the company refused to honor
Mudrick’s existing warrants. He had negotiat-
ed these obiigations when he had been on the
company’s board. The case is being litigated.

The PM learned a key lesson in 2015 when the
fund tanked 26% due to collapsing oil pric-
es. “We had about a third of our holdings in
what we thought were uncorrelated energy
concerns, such as fracking, oil expioration, and
off-shore rigs,” Jason remembers. “But they all
fell in lockstep with crude prices.”

Contrarian Capital. His time there was book-
ended by tWo extraordinary bankruptcies:
Enron, when he came on board at the end of 2001, and Lehman
Brothers, when he departed 7 years later to set up his own fund.

Mudrick Distressed did very well right out of the gate, racking up
doubie-digit gains in four of his first six years. Eariy on, the fund’s
small size enabled it to participate in a range of under-the-radar op-
portunities.

The PM now sees his multi-billion-dollar shop providing greater ad-
vantage. “We can hire more anaiysts to scour and uncover the most
compeiiing opportunities across the $5.5 trillion universe of non-in-
vestment grade credit,” explains Mudrick. The fund can also provide a
ready source of capitai on its own terms.

Mudrick currently has 20% of its investments in the UK and EU.
But its primary target is US middle-market companieswith enterpfise
values between $1 and $5 billion. These are established firms invoiving
deals cach large enough to move fund performance while still being
small enough to uncover value.

Basic tenets: The fund doesnt use leverage. It limits maturities and
duration risk to within three years. Two-thirds of investments are first-
lien positions and targeted IRR is around 20%. To help achieve this
outcome, the fund often engages in constructive activism. “Managing
over $3 billion,” says Mudrick, “enables us to often gain a prominent
piace in financial negotiations, which heips us achieve our goais.”

Mudrick has had just two down years out of 14 due to a discipiined
investment process that limits downside risk. He eked out a small gain
in 2022 when rates soared and valuations fell by cashing out of a siz-
able post-reorg equity position that was acquired.

The fund makes money on two-thirds of its investments. “More im-
portantly,” says Mudrick, “of the 230 or so investments we've made,
we have only lost more than 1% of the fund’s assets on 10 investments,
and oniy one loss exceeded 6%. Since inception, winners have gener-

Since then, Mudrick has capped sector expo-
sure around 10% with current hoidings across many different spaces,
ranging from media and entertainment, consumer services, capitai
goods, and telecommunications.

Over the years, Jason also realized that he wasn't very good at timing
macro risks, whether in estabiishing hedges or deciding how much
cash to hold. Instead, the firmyfocuses itstattention exclusively on
uncovering undesvalied idiosyncratic situations based soieiy on their
own merits.

The fund’s management and performance has heiped it to establish a
sticky institutional investment base, with nearly two-thirds of assets
beionging to pensions, endowments, and foundarions.

Currentlyimost of Mudrick’s exposure has largely been focused on
stressed situations and iiabiiity management transactions where he
can collect an attractive yieid and capitai appreciation over a 1-3-year
period.

But that exposure is reguiariy shifting based on opportunities that

meet the fund’s thresholds.

Prior to 2022, Mudrick says most of his investments were involved
with bankruptcies, when cheapiy acquired distressed debt turned into
more valuable post-reorg equity.

Does he expect a return to such opportunities after the rapid rise in
interest rates?

Not over the near term as the economy has remained iiquid and re-
silient.

But he believes there will be a reckoning in the medium term given
the vast majority of $5.5 trillion of extant junk—rated debt was raised
when rates were very low. “The Fed will not likely cut rates substan-
tially unless there’s an economic contraction,” posits Mudrick, “which
means we'll likely see a rise in corporate failures (and a rise in dis-
tressed opportunities) before cheaper refinancing is available.”

UCITS-compliant versions
of their funds. It's essential
to distinguish performance
between hedge funds and

their lower cost more liquid
versions.

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

Performance Hurdles

The survey’s most distin-
guishing filter is application
of performance hurdles set
for each of the last fiveyyears.
They appearon the top of
eachyearly data'eolumn.on
pp. 7-16. For.2023, the hurdle
was 5.75%.

Collectively, they ensure
minimum absolute returns.
This enhances the survey
as a source of consistently
performing managers re-
gardless of what the market
is doing.

Hurdles have excluded many
venerable funds that had
previously made the cut,
including Renaissance, Tiger
Global, Element Capital, and
Alphadyne.

The hurdle was initiated in
the 2019 survey | prepared
for The Wall Street Journal,
which tracked performance
over a trailing 5-year period
through 2018. Because 2018
was the first year in adecade
when the market had lost
money, requiring minimum
net returns of 5% for that

year was an objective way
to see which funds delivered
some form of alpha — orto
paraphrase Warren Buffett,
to reveal those managers
who had trunks on when the
tide went out.

That same hurdle was also
instituted for the year ending
in 2019. For 2020 and 2021, it
was lowered to 4.5%, reflect-
ing the decline in risk-free
interest rates. The reasoning:
funds should generate at
least a modest amount above
that rate.

While this hurdle rate was
low for equity managers, it
addresses the reality that not
all strategies benefit froma
roaring stock market. And
then'came 2022.

The risk=free rate rose
substantially that year while
stocks and bonds declined
sharply. That posed a co-
nundrum in determining a
reasonable hurdle rate.

The hurdle rate for 2022 was
-5%, which represented sig-
nificant outperformance for
any strategy. Still, 44 of last
year’s Top 50 funds made
money. Only three lost more
than -2%.

Besides highlighting the
most consistently perform-
ing managers, hurdle rates
control downside risk.

Minimum performance
standards impose a certain
discipline on funds to make
the list. This could involve
periodically taking profits off
the table and successfully
redeploying assets, rather
than betting dramatic gains
beget more gains. The latter
can fuel complacency and
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The main reason: 2023
proved very hard for many
managers (regardless of
strategy) to get a confident
read on markets. Caution
wasn't rewarded. While vir-
tually every prognosticator
was expecting recession,
markets kept onrallying as
the macro news grew more
positive.

enhancerisk.

This has been evident in the
annual rotation of the sur-
vey's leading funds.

Hurdles have knocked off
highly ranked funds that are
most at risk when market
conditions change. Five of
last year's top 7 funds didn't
make this year’s cut.

KEY TRAILING 5-YEAR FINDINGS

« The S&P 500 TR outperformed the Top 50 by 2 percent-
age points.

« But the Top 50 generated superior risk-adjusted returns
vs the S&P 500. (Seetableonp. 2)

« Average market correlation was 0.31.

+ Equity.managers (the largest strategy by count with 11
funds) delivered the highest gains, outpacing the market
by 3full percentage points.

« Five macro managers generated returns that matched
the market.

« Biggest surprise: six emerging market managers made
the survey generating annualized returns of 12.5%; five
were credit focused.

« Average age of the Top 50 (15.2 years) jumped by more
than1year fromthe 2023 survey.

« This was due to the 5-year ranking period no longer in-
cluding 2018. That year's 5% minimum return hurdle ex-
cluded many familiar managers who now qualified for this
year's survey.

« These new members include AQR, Greenlight Capital,
Point 72, GoldenTree and Magnetar.

« Their inclusion pushed down the number of funds that
jumped from last year's list to thisyear's list from 30 to 25.

« This shift also pushed up the average fund size to $3.7 bil-
lion from last year’s average of $3.6 billion.

« Butthe Top 50 still had a tilt towards smaller funds. Medi-
an average fund size was $1.5 billion with 19 funds manag-
ing less than $1 billion. This subgroup’s average age was
more than 10 years, which indicates greater management
focus on performance than asset gathering.

« More than one quarter of the Top 50 funds were manag-
ing less than $750 million.

« Five-year minimum performance threshold for inclusion

jumped by more than two full percentage points from last
year, from 517% to 7.26%.
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HISTORICAL RANKINGS
19 '20 ‘21 '22 ‘23

Fund Name

Strategy

2019 Net

Returns

(Hurdle:
5%)

Fund / Firm
Assets
($ Million)

NA NA NA NA 1 Peconic Grenadier (New York) Jul-86 Equity 1,066 /1,470 18.59
Long-Short
. . Equity
NA NA NA NA 2 Engine Capital LP (New York) Jul-13 . 386 /901 51.93
Long-Bias
12 19 13 3 3 Citadel Wellington (Miami) * Nov-90 Multistrategy 458é%%%/ 19.32
Cooper Creek Partners Equity
NA NA NA NA 4 (New York) " Nov-08 Long-Short 715 /1,970 22.04
49 26 10 5 5 AnsoninvestmentsMaster ., o7 Equity 1114/1750  10.08
(Toronto) Long Short
Waha MENA Equity Fund SP Emerging Markets
15 22 15 10 6 (A) (Abu Dhabsi, UAE) Jan-14 - MENA 966 /2,400 19.70
NA 23 19 9 7 Citadel Tactical (Miami) * Jan-08 Q“;';tl'j‘if;"’e 1,840/58,000  20.30
Voss Capital Value Master LP Equity
NA NA 9 8 8 (Houston) Oct-11 Long/Short 313/889 2117
AQR Helix -- Alt. Trends Quantitative
NA NA NA NA 9 Composite (Greenwich, CT) Jan-18 Macro 1,232/ 99,000 14.52
NA NA NA NA 10 Greenlight Capital (New York) May-96 Equity 3,100/ 3,100
9 P Y Long-Short Value
BarclayHedge Hedge NA p
Fund Index
S&P 500

Total Return Index

T Ranked by trailing 5-year net annualized returns thrN

The Top 50 funds collective-
ly generated 5-year annual-
ized gains through 2023 of
more than 13.7%. That was 2
percentage points less than
the S&P 500. But it was more
than double the return of the
average hedge fund reported
by BarclayHedge.

But when looking at risk-ad-
justed returns (Sharpe ratio)
over the same period, the
50 generated vastly supe-

rior numbers. The market’s
was 0.75 with the Top 50’s
nearly twice that number and
almost three times that of the
average hedge fund.

Digging deeper reveals the
source of these superior
numbers.

The market’s standard de-
viation over the trailing five
years averaged over 18%; the
Top 50’s was 9.9%. The aver-
age hedge fund was 8.2%.

ot For-

itadel fund AUMs are estimates.

The market’s worst draw-
down over this time was
nearly -24% when the pan-
demic initially hit. But the Top
50’s worst drawdown during
that time was -10.5%. The
average hedge fund’s was
nearly -12%.

Limited correlation to the
market — 0.31 — further
confirms this dispersion.
BarclayHedge reported the
average hedge fund correla-

Returns
(Hurdle:
4.5%)

43.69

25.77

24.51

21.16

44.52

14.07

20.24

23.84

20.75

18.40

tion to the market was 0.91.

2020 Net 2021 Net

Returns
(Hurdle:
4.5%)

34.21

32.58

26.58

21.80

45.50

32.80

21.55

39.13

6.91

. e“aen

28.72

2022 Net
Returns
(Hurdle:

-5%)

19.56

6.58

38.22

42.43

7.58

12.80

25.75

11

ced ¥ ¢

om = 22 9.27 5.42 3.40

-18.14

Looking back across the

15-year average life of Top

2023 Net
Returns
(Hurdle:
5.75%)

23.54

15.48

15.30

14.98

18.21

24.34

14.80

19.20

26.29

50 funds tells the same story
of superior risk-adjusted

returns.

Past performance doesn’t
assure anything. But when

management teams and

strategy don’t change, long-
term consistency canbe a
pretty good indicator of an

2024 SURVEY OF THE MOST CONSISTENT PERFORMING HEDGE FUNDS?

3-Year 5-Year
1H24
Net
Returns (%)

thru 2023

(%)

Annualized Annualized | Net Returns
Net Returns Net Returns

thru 2023
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Annualized
Standard
Deviation

since
Inception
thru 2023

5-YearFund
Ratio Correlation
since versus

Inception S&P 500 TR

thru 2023 thru 2023

5-Year Sharpe

Annualized
Standard
Deviation

thru 2023

Worst Draw
Down (%)
since
Inception
thru 2023

Annualized 5-Year

Sharpe
Ratio
thru 2023

Worst Draw
Down (%)
Last 5 Yrs
thru 2023

(C K1)
inception
thru 2023

11.80 25.62 27.56 11.22 -20.64 -47.64 21.08 18.91 1.22 0.46 0.44
3.51 17.73 25.54 14.96 18.96 19.28 15.40 13.44 153 1.02 0.76
810 26.35 24.55 NA NA NA NA NA NA NA NA
11.09 25.88 2415 1.22 -9.01 2212 12.48 1.35 183 0.90 0.06

10.60 2277 2411 15.43 -4.46 18.68 1.47 10.51 1.91 1.23 0.21
-3.73 23.06 20.56 16.80 13.40 13.40 9.60 9.20 194 170 0.19
13.70 20.61 20.48 “A- NA NA NA NA
17 r sL 18169 bo“tlo 23.47 17.36 0.78 0.98 0.74

€r s o4xh
22.0 ‘5 11.09 15.41 13.43 13.06 1.36 1.01 -0.28
17.44 NA NA NA NA NA NA NA NA
6.30 7.66 11.90 -24.09 8.23 713 0.53 0.79 0.91
15.29 9.99 15.69 11.79 -23.89 -50.95 18.37 15.28 0.75 0.51 1.00

" Cooper Creek fund AUM is of June 2023. NA = Performance data was not available or fund did not qualify for inclusion.

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
worth looking for.

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

We're seeing a less interest-rate sensitive economy
being driven by services and technology companies
that tend to have higher margins and cash flow and
less debt than goods-producing companies, so they’re
not as affected by rising interest rates and tightening

. . e b))
credit conditions.

- Ed Yardeni, Economist



https://www.barclayhedge.com/hubfs/Allocators_Dilemma.pdf
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HISTORICAL RANKINGS

19 '20 '21 '22 '23

Fund Name

Beryl Capital Partners

Launch
Date

Strategy

2019 Net

Returns

(Hurdle:
5%)

Fund / Firm
Assets
(% Million)

NA NA NA NA 11 IRedoraBsachiEn) Jan-17 Event Driven 506 /543 13.72
NA NA NA NA 12 StarboardValue Sep-02 Activist 3,440 /NA 16.07
(New York)
DE Shaw Composite . 23,900/
24 30 23 11 13 (New York) * Mar-01 Multistrategy 68,000 10.33
NA NA 17 15 14 Dynamic AlphaL.P. (Seattle) May-16 Volatility Arbitrage 685 /755 18.31
" 10,600 /
NA NA NA 14 15 DE Shaw Oculus (New York) Mar-00 Global Macro 68.000 11.56
40 32 34 16 16 Clt_ade_l (jlobal Fixed Income Aug-12 Macro/Fixed 3,300/ 58,000 5.49
(Miami) Income
6 4 8 13 17 Millstreet Credit (Boston) Jun-10 Credit Long/Short 2,276/ 2,764 15.86
. African Macro/
NA NA 18 18 18 Enko Africa Debt B (London) Oct-16 . 607 /729 25.07
Fixed-Income RV
NA 36 28 19 19 Millennium USALP (New York) Jan-g0  Mullistrateay/ g 075, 63500 073
Credit Rel. Value
EDL Global Opportunities
NA NA NA NA 20 (Pfaffikon,Switz.) Sep-15 Global Macro 943 /1,275 6.32
BarclayHedge Hedge NA NA / NA 1084
Fund Index
S&P 500 NA NA FNR 31.51

Total Return Index

2020 Net

2021 Net

Returns

(Hurdle:
4.5%)

2022 Net

Returns

(Hurdle:
-5%)

Returns
(Hurdle:
4.5%)

20.40 35.77 142
18.20 20.60 5.08
19.14 18.35 23.99
17.28 15.62 12.53
25.02 1519 20.30
17.53 12.97 33.15
21.38 20.42 4.84
25.24 9.42 1.03
25.28 13.43 12.47
23.48 15.90 14.81
W D oz a2
18.40 28.72 -18.14

~ All Citadel fund AUMs are estimates. """ Starboard Value AUM dates back to June 2021. * Point 72 and DE Shaw Composite and Oculus
"since inception” data points are through March 2024.

Size

Another key finding of this
survey is that steady con-
sistent performance comes
in all fund sizes. It's not the
exclusive realm of the indus-
try's largest and best-known
managers.

Only 10 funds that made the
survey were running more
than $5 billion. They include

venerable names, such as
Citadel, D.E. Shaw, Point 72,
Millennium, GoldenTree,
Hudson Bay, and Draw-
bridge.

But nearly twice as many (19)
were managing less than $1
billion and 14 of these were
managing $750 million or
less. The average age of this
subgroup was more than

10 years, which suggests

managements’ greater focus
on performance rather than
asset gathering.

Unless you're a regular
reader of this survey, few of
these smaller funds would be
familiar names. But they've
beenregularly well repre-
sented. 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 pur-
sue afull range of opportu-
nities, from undersized and
under-researched securities
to the largest multinationals.

2023 Net
Returns
(Hurdle:
5.75%)

15.32

22.75

9.60

16.51

7.80

10.90

14.24

16:37

10.03

10.42

9.27

26.29

3-Year 5-Year
1H24
Net
Returns (%)

thru 2023

(%)

Annualized Annualized Net Returns
Net Returns Net Returns

thru 2023

2024 SURVEY OF THE MOST CONSISTENT PERFORMING HEDGE FUNDS

Annualized Worst Draw

Down (%)
Last 5 Yrs
thru 2023

(%) since
inception
thru 2023

Worst Draw
Down (%)
since
Inception
thru 2023

Annualized
Standard
Deviation

since
Inception
thru 2023

5-Year
Annualized
Standard
Deviation
thru 2023

7.42 16.66 16.81 13.87 -26.00 -26.00 25.03 21.27
0.46 15.87 16.37 13.52 -9.06 TK TK TK
6.80 17.16 16.15 12.48 NA -17.38 NA 541
7.30 14.87 16.03 16.66 -27.89 -27.89 26.51 21.72
15.70 14.31 15.81 13.06 NA -9.70 NA 8.23
2.20 18.60 15.64 NA NA NA NA NA

7.7 13.00 .zc 12.00 -4.39 -33.26 5.20 8.00
15.43 8.76 515.04 13:81 -21.19 -2119 12.84 10.75

)

6.91 11.96 ‘)s 13.63 -0.64 -7.01 3.53 419
-0.22 13.69 14.04 11.35 -11.20 -11.20 13.23 11.56
5.42 3.40 6.30 7.66 -11.90 -24.09 8.23 713
15.29 9.99 15.69 1.79 -23.89 -50.95 18.37 15.28

NA = Performance data was not available or fund did not qualify for inclusion.
Leaders back to when Ronald Reagan avyear.

Of the top ten funds with the
highest 5-year annualized
returns through 2023, eight
were equity strategies. And
four were managing less
than $1billion.

The top-performing fund is
the oldest fundin the survey.

The roots of New York-based
Peconic Grenadier date

was president, having been
launched in July 1986 by
Forstmann-Leff Associates.
It was then spunoutas a
stand-alone entity in 2004
led by William Harnisch who
remains the fund's CIO.

It has generated annualized
returns of 27.6% since 2019.
Since inception, the fund
has been up more than 11%

The $11 billion hedge fund
quietly goes about its busi-
ness without much celebrity.
It feels like an old-school
hedged equity shop that
relies on asmallteam to suss
out the most compelling
growth and value opportu-
nities primarily in the US. It
then transforms its research
into a short list of high-con-

thru 2023

GLOBAL INVESTMENT REPORT

5-YearFund
Ratio Correlation
since versus

Inception S&P 500 TR

thru2023 thru 2023

5-Year L

Sharpe
Ratio

0.60 0.54 0.33
0.92 TK TK
NA 2.01 NA
0.53 0.69 0.00
NA 1.40 NA
NA NA NA
2.50 1.40 0.21
1.04 113 0.28
3.43 2,64 0.04
0.92 0.86 0.12
0.53 0.79 0.91
0.75 0.51 1.00

viction long trades with risk
managed through selective
hedging.

This tends to leave its net
long position around +35%,
but it does flex from neutral
to +50%.

The fund didn't previously
qualify for the Top 50 be-
cause it lost money in 2018.

But since then, it has taken
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HISTORICAL RANKINGS 5-Year
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thru 2023

Worst Draw
Down (%)
Last5 Yrs
thru 2023

2019 Net

Returns
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5%)

2020 Net 2021 Net
Returns Returns
(Hurdle: (Hurdle:

4.5%) 4.5%)

2022 Net
Returns
(Hurdle:

-5%)

2023 Net
Returns
(Hurdle:
5.75%)

Fund / Firm
Assets
($ Million)

1H24
Net
Returns

Launch

= Date

Strategy

19 '20 '21 22 Fund Name

Context Partners Fund, LP Convertible

NA NA NA NA 21 o0 areenwich, CT) Jam-09  ar = e /RY 733/1,222 10.88 34.66 15.33 0.20 11.00 9.56 8.65 13.88 13.05 -7.29 .7.29 7.42 7.27 175 1.67 0.32

NA NA NA NA 22 MassarMacro Commodity Sep-13 Macro. 928 /1,450 23.57 26.39 4.56 5.83 10.31 3.95 6.87 13.77 9.71 -5.66 11.35 10.03 8.87 118 0.95 -0.02
(Stamford, CT) Commodity

NA NA NA NA 23 VeritionMultistrategy Mar-08  Multistrategy 8,300 /8,700 14.71 30.41 8.60 5.57 819 5.00 7.44 1316 12.86 -075 .7.89 3.64 5.65 3.08 212 0.19
Composite (Stamford, CT)

NA NA NA NA 24 GlazerEnhancedOffshoreltd. , o ., Merger 1,714 /1,922 8.30 37.67 10.87 3.52 6.69 314 6.97 12.78 913 -9.01 -9.01 10.41 6.63 1.02 1.21 0.43
(New York) Arbitrage

NA NA NA NA 25 Point72 (Stamford,CT)* Feb-18  Multistrategy NA /32,300 15.02 17.55 919 10.29 10.53 8.70 10.00 12.47 117 NA .23.28 NA 8.04 NA 123 NA

NA NA NA NA 26 HawkRidge MasterlP Aug-07 Equity 2,831 /NA 21.51 19.37 9.54 1.29 11.54 2.52 7.37 12.42 11.97 13.66 -30.46 11.96 11.09 0.88 0.96 0.83
(Los Angeles) Long-Short

NA NA NA NA 27 GoldenTree Master Select Jul-oo  Fixed-ncome o, 55000 1013 11.35 21.66 1.62 15.00 5.80 12.44 .76 8.62 -7.60 £15.31 970 7.03 1.01 1.06 0.69
(New York) Relative Value o

25 43 46 27 28 DiueDiamondNon-Directional , , .4 Siatistical 2,020/2,020  5.09 1.78 16.36 5.09 1969 U5.69 13.86 L4 14.63 -4.95 .9.69 814 10.59 119 1.28 0.43
(Pfaffikon, Switz.) Arbitrage

w

NA NA 26 28 20 ‘whitehavenCreditOpportu- . g MunicipalCredit 4 69,1440 928 2815 7.40 5.52 688  4.05 6.60 15 10.05 144 175 3.68 3.51 2.49 246 0.09
nites Master (New York) Opportunities

20 25 22 30 30 DoothbayAbsolute Return Jul-ig  Multistrategy/ 50, 5 649 1.8 25.24 .38 1.27 6.56 3.35 6.33 10.97 9.67 1.80 -2.41 4.41 4.05 2.06 2.05 0.30
Strategies (New York) Credit Rel. Value
ES;‘;:?:::S” LD NA NA / NA 10l64 1114 10.22 -8.22 9.27 5.42 3.40 6.30 7.66 11.90 -24.09 8.23 713 0.53 0.79 0.91
S&P 500

NA NA ZNA 31.51 18.40 2872 1814 2629  15.29 0.99 15.69 11.79 -23.89 -50.95 18.37 15.28 0.75 0.51 1.00

Total Return Index

* Point 72 and DE Shaw Composite and Oculus "since iiGep®én" data points are through March 2024.

off having outpaced the
market by an annualized rate
0f 12%.

Even the outbreak of the
pandemic didn’t slow down
performance. After declining
just -12% when the market
went into free fall during the
early months of 2020, the
fund ended the year up 44%.

In 2022, when funds and
the market tanked, Peconic

gained 19.6%.

The fund’s worst draw-

down over the past 5 years,
-20.6%, occurred last year
between July and October
when industrials sold off and
the market corrected by -5%.
The fund still ended the year
up 23.5%.

Peconic's torrid performance
accounts for a good deal

of its volatility of 21%. But it
still was able to generate a

5-year Sharpe ratio of 1.22.
The fund’s correlation with
the market over this time was
just under 0.5.

The fund appears not to have
lost a step going into 2024,
having gained more than 9%
through March.

In April, Harnisch told inves-
tors that he saw the macro
environment continuing

as expected with slow but

steady growth. He believes a
strong labor market is help-
ing to keep inflation sticky.

“This has helped interest
rates to strengthen,” he
explains, “which influenced
our shift to short more of the
S&P 500 Index. We continue
to believe the market is fully
valued, but clearly, the April
correction lessens that risk.”

New York-based Engine
Capital (No. 2) is a special sit-

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

uations fund that often takes
an activist role to unlock
value in small- to mid-cap
companies.

Sinceits launch in 2013, it’s
been generating annualized
returns of nearly 15%. But it's
been running much hotter
over the past five years,
churning out gains of 25.5%.
Volatility over that time has
been running at 15.4, which
has produced an impressive

“The most significant geopolitical risk markets are
misjudging is a second Trump Administration, espe-
cially its likely trade policies. I get a lot of push back
on this call. But we believe these risks will affect a

- . »
wide range of investments.

- Maziar Minovi, CEO Eurasia Group
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2020 Net 2021 Net
Returns Returns
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4.5%) 4.5%)

2022 Net
Returns
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2023 Net
Returns
(Hurdle:
5.75%)

2019 Net

Returns

(Hurdle:
5%)

1H24
Net
Returns

Fund / Firm
Assets
($ Million)

19 '20 '21 '22 '23 Fund Name

Strategy

FengHe Asia Fund Ltd Asian Emerging

NA 28 16 29 31 .. Dec-12 3,012 /3,872 6.47 1910 27.20 -4.82 9.20 11.34 9.75 10.89 1312 11.50 A11.50 10.38 10.80 0.86 1.08 0.57
(Singapore) Markets

NA NA NA NA g2 DayPointCapitalPartnersll .,  Asset-Backed o5, 447 8.92 7.76 12.87 13.47 1095 484 12.43 10.77 10.61 -0.87 -0.87 1.53 1.45 5.77 5.95 0.25
LP (Atlanta) Loans

NA NA NA NA 33 >Sandglass Opportunity LP Feb-1g CmergingMarket 0, 10, 8.98 8.67 15.03 .2.45 24.35  18.40 1.75 10.57 8.20 -20.03 -20.03 13.89 1073 0.62 0.64 0.57
(London) Credit ex China
Mudrick Distressed Opp. B i .

32 11 25 26 34 OCt R Jul-09 Distressed Credit 1,700/3,200  22.23 11.28 7.94 0.84 11.43 0.86 6.56 10.46 10.03 119.50 -31.31 16.04 12.68 0.53 0.72 015
Palmer Square Opportunistic Opportunistic

NA NA NA NA 35 St O iscion Woods, Ks) May-12 pishels 636 / 29,485 7.75 10.69 14.53 2.01 16.65 7.86 10.87 10.20 916 23.37 27.39 12.25 10.26 0.70 0.80 0.47
Wolverine Flagship Fund .

25 43 46 27 36 : > Sep-01  Multistrategy 3,041/ 3,94 10.58 13.89 10.74 575 7.98 517 814 9.75 7.95 10.84 -25.96 6.74 6.41 116 1.02 0.54
Trading Ltd (Chicago)
Waha Emerging Markets Emerging Market

NA NA NA NA 37 000 5 A) (Abu Dhabi, UAE) Jan-12 Sradit 669 /2,400 15.50 14.90 7.20 1.80 9.50 1016 6.09 ‘.sc 9.70 15.80 45.80 5.40 4.50 1.44 1.80 0.23

NA 45 36 35 38 HudsonBayLP (New York) Jan-06  Multistrategy  5,412/18,831 7.73 15.75 13.23 3.33 6.09 4.39 7.47 5‘3 1019 4.21 L6.04 3.51 5.23 2.05 1.69 0.06

| |

NA NA NA NA 39 MarshallWace-MWTOPSA ., o5 FEuropeanBaulty ;,63,62300 612 1114 14.72 671 578 748 9.00 s 7.74 -5.77 -22.60 515 6.44 1.34 0.98 0.45
USD (London) Long/Short

NA 34 40 40 40 AristeiaPartnersLP (UR) Aug-o7  Mulistrategy/ ., 0, 4 463 6.15 21.93 817 0.93 7.56 1.59 5.50 8.73 10.56 -4.28 .20.22 4.97 7.45 1.37 115 0.30
(New York) Credit Rel. Value
ES;Z'?::::QG AEEED NA NA /NA 10l64 1114 10.22 -8.22 9.27 5.42 3.40 6.30 7.66 -11.90 -24.09 8.23 713 0.53 0.79 0.91
S&P 500

NA NA/ZNA 31.51 18.40 28.72 1814 26.29  15.29 9.99 15.69 1179 -23.89 -50.95 18.37 15.28 0.75 0.51 1.00

Total Return Index

*** Mudrick's Distressed strategy includes 4 SMAs whose assets are approximately $1 billion.
NA = Performance data was not available or fund did not qualify for inclusion.

** Sandglass had $290 million in its comingled fund asief DEe. 2023 and an additional $58 million committd to a private-equity-styled vehi-
cle that's a concentrated version of the fund.

“We don’t see the current equity
risk premium as particularly attrac-
tive at current valuations, especial-
ly when coupled with geopolitical

. »
uncertainty.

- Anthony Novara, Fiducient Advisers

Sharpe ratio of 1.53.

A smallinvestment team, led
by Arnaud Ajdler, follows a
strict approach inidentifying
quality mispriced business-
es in the US and Canada.

To enhance value, it looks

to improve management,
corporate governance, and
corporate boards while
considering strategic alter-
natives.

Citadel Wellington, Ken Grif-
fin's flagship multistrategy
fund, a perennial top per-
former, maintained its num-
ber 3 ranking from last year.
After soaring more than 38%
in 2022, its performance re-
turned back to earth in 2023,
being up 15.3%. The fund'’s
5-year annualized returns
topped 24%.

Perennially, the Top 10 ex-
periences the most turnover

of any portion of the survey,
and | caution readers not

to chase after the highest
returns. They are difficult to
sustain and are associated
with greater risks than funds
that generate more modest
returns.

But this year's crop may be
different.

First, there are five new
names with well-established

track records. Besides
Peconic and Engine Capital,
Cooper Creek, AQR Helix
and Greenlight Capital com-
prise the list.

Second, the other five have
beenin the survey for a
number of years. They all
ranked in the Top 10 last year,
and three have beeninthe
survey every year since | first
employed this methodology

back in 2019 for The Wall
Street Journal.

Third, the Top 10 all made
money in 2022 and then
transitioned effectively into
last year's uncertain market
with all generating dou-
ble-digit gains.

And fourth, they don't appear
to be thriving by combining
concentration and leverage,
aformula that tends not to

produce sustainable returns.

STRATEGIES

BarclayHedge tracks 20
different strategies rang-

ing from hedged equity

and credit, event driven, to
various types of arbitrage
and structured credit. “While
data provides a broad sense
of how individual strategies
have been performing over
time,” explains Ben Craw-
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Returns

HISTORICAL RANKINGS L h
19 '20 '21 '22 '23 aunc

Fund Name Date

Strategy

Caption Partners lILP

NA NA NA 20 41 b Jun-16 Volatility Arbitrage 376 / NA 5.74 13.39 9.37 5.74 9.10 2.37 8.06 8.63 10.58 13.44 14.85 10.90 11.71 0.61 0.76 -0.21
(Oklahoma City, OK)
NA NA 32 41 42 CRCBondOpportunity Oct-16 Credit Long/Short 844 /7,500 13.63 11.37 10.40 1.27 5.94 9.45 5.80 8.43 8.87 NA 10.81 NA 7.05 NA NA NA
Trading (New York)
10 31 35 32 43 Kryger Event (London) Sep-13  Event Driven 729 /729 1113 919 9.26 416 8.07 -2.08 714 8.34 9.33 14.68 14.68 0.94 8.49 0.84 0.95 0.32
NA NA NA NA 44 FroMeritumSPCClassA Janis EMerdingMarkets o0 00 9.61 7.21 458 4.53 15.78 5.47 817 8.26 8.36 -8.94 -8.94 437 4.08 1.35 1.61 018
(London) Credit
NARNARNATNARA s SaansterConeteltabon| LIRS oo N e e e s e e Al a0 5.22 18.61 13.53 -3.81 8.97 110 5.97 8.23 10.58 178 13.30 1018 8.45 0.62 112 0.37
(Evanston, IL) Income
Mariner Atlantic Multi-Strate Fixnd-incorma
NA 37 42 42 46 9% Nov-95 Relative Value 2,540 /7,000  10.29 9.95 714 415 8.22 2.36 6.49 7.93 7.68 -3.21 .29.00 3.36 429 1.78 NA 017
Ltd (New York) .
Multistrat.
Crestline Summit Equity Alpha Equity Market
NA NA NA NA 47 o8 O Worth, TX) Jul15 Vi o 1,224 /17400  10.32 4.87 6.01 5.72 11.95 579 7.85 773 5.96 3.54 4.87 428 414 1.37 1.08 0.02
NA NA 30 45 4g Drawbridge Special Jul-02 Credit Long/Short 6,270/45750  11.01 6.34 15.43 0.66 616 4.98 7.24 5!,7 NA 17.30 NA 910 NA 0.62 NA 0.49
Opportunities LP (New York) < -
NA NA NA NA 49 ?I\::v?;‘;hri’)d CreditMasterLP )\ 14 Municipal Credit 1,264 /1,387 8.65 10.36 6.32 2.93 8.94 3.56 6.04 ‘15 7.81 -4.91 -4.91 4.21 3.78 1.30 1.70 0.48
NA NA NA NA 50 HiverNorth Institutional Aug-o7 Closed-EndFund .., 566 1172 147 6.48 1.22 8.70 614 4.57 7.26 1.74 -818 -818 711 7.63 0.76 1.35 0.79
Partners LP (Chicago) << Arbitrage
Top 50 Averages ;i'azri 3,073/17,564  13l4a 18.74 1571 9.24 12.47 6.32 12.25 13.66 11.39 10.48 -16.59 9.90 8.94 1.43 1.37 0.31
Eﬁ‘;ﬁ' fr"’;'::ge bzl NA NAZNA 10.64 114 10.22 -8.22 9.27 5.42 3.40 6.30 7.66 11.90 -24.09 8.23 713 0.53 0.79 0.91
S&P 500
NA NA / NA 31.51 18.40 28.72 1814 2620  15.20 0.99 15.60 1.79 23.89 -50.95 18.37 15.28 0.75 0.51 1.00
Total Return Index
e aay NA NA / NA 6.05 5.55 .2.54 13.01 4.52 1.52 -4.03 -0.21 6.10 1713 1743 5.09 5.89 -0.42 0.51 0.37

Global Gov't Bond Index

**** CRC Bond Opportunity Trading fund assets are as of October 2023. < Drawbridge 1H24 returns are only through April 2024. cludes all strategy assets run pari passu. NA = Performance data was not available or fund did not qualify for inclusion.

<< RiverNorth data includes performance of RiverNorth Capital Partners LP , whose inception dates back to 12/31/2009. Fund AUM in-

ford, head of research at
BarclayHedge, “they mask
the wide dispersion of fund
performance within each
strategy.” (See table onp.4.)

exceeded 20 percentage
points, 2023 withessed a
drastic rotation in leadership.

Emerging Markets was the
worst-performing strategy
in 2022, down an average
of -13.7%.1n 2023, these
managers racked up gains

While the challenging year
of 2022 saw a wide spread
in strategy performance that

of 8.6%, and six were among
the most consistent manag-
ers across the hedge fund
industry. (See more below
and fund profiles of Waha
and ProMeritum).

Last year's top-returning
strategy, Commodity Trading

Advisors which had climbed
71%, became the worst-per-
forming strategy in 2023, and
the only one that lost money,
down -0.4%.

No surprise that Equity Long
Bias saw the greatest shift
in fortunes, from having lost

-13.6% to being the best
performing strategy in 2023,
having soared on average
14.5%.

The second-best performing
strategy last year was Col-

lateralized Debt Obligations,
which gained 13.6%. In 2022,

they lost -7.3%. And Event
Driven funds also saw a
strong positive rotation from
being down -6.4% to gaining
9.2%.

Across the Top 50, equity,
global macro, and multistrat-
egy generated the strongest

5-year annualized returns
while accounting for more
than half the funds on the
survey.

Equity

Eleven equity funds collec-
tively returned more than

18.6% annualized over the
past five years. With volatil-
ity of 13.3%, this produced
a Sharpe ratio of 1.3 with a
market correlation of 0.5.

The three top-performing
funds are all smaller funds
new to the Top 50. But the
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Eurasia Group CEO Maziar Minovi Sees a Partitioned

Ukraine, Trump Winning, and The Market Ignoring Risks

global investors should pricein
growing risks which we don't
believe will fade away.

What’s the most significant
geopolitical risk markets are
misjudging?

A second Trump Administration,
especially its likely trade poli-
cies. | get alot of push back on
this call. But we believe these
risks will affect a wide range of
investments.

Do you believe Trump is likely
to win this fall?

We believe Trump has a 60%
chance of winning, mindful

that we're still a half year from
November. We recently believed
Biden enjoyed a slight edge.

As a global advisory, are you seeing ma-
jor trends that are hard to square?

Yes. Something fundamental has
changed. Big picture: the previous world
order, shaped by World War [l and the
Cuban Missile Crisis on which our estab-
lished beliefs were based no longer fits
today’s world.

Inthe US, there's increasing polarization,
turbocharged by the fallout from the finan-
cial crisis, along with disenfranchisement
resulting from globalization. Reinforcing
all of this are social media echo chambers,
which Alis further enhancing. These
trends have created fertile ground for the
disconnect you're citing.

Implications of this disconnect?
Investors have traditionally seen hyped
geopolitical risks fade as conditions revert
tonormal. This has created complacency.
But things are different now. The trends
we're seeing are symptoms of a broader
shift globally that will take years if not de-
cades towork itself out. Andwe believe

But we changed that call after

the Supreme Court agreed to

hear the case about presidential
immunity. This has pushed off the most
important cases against the former Presi-
dent until after the election.

What would be some of the likely results
of a Trump second term?
Bureaucratically, wewould see anerosion
of institutional norms and mechanisms

in the way theFederal governmentis run
as Trump seeks to increase presidential
power. DoJ would stop all federal investi-
gations against Trump and start investiga-
tions of real and perceived enemies. He
would likely turn a large swath of senior
Federal jobs into political appointees.

We expect the market’s initial reaction to
be neutral, but would likely change in 2025
as the US becomes more protectionist.
China may likely lose its Most Favored
Nations Status, pushing up its import
tariffs from 20% to possibly 60%. Certain
domestic sectors andindustries will likely
benefit from more protectionist policies
and from deregulation, especially the
energy and financial sectors.

But we believe such policies will negatively
impact US growth and inflation, estimates
suggest possibly nicking GDP growth

by 1% annually over the next 5 years. We
would expect an extension of the 2017 tax
cuts under Trump, and this would increase
the national debt by $3.5 trillion over the
next 10 years.

You were bornin Iran and are an emerg-
ing market specialist. Does it surprise
you that more than 10% of this year’s
Top 50 funds focus on that space with 5
being credit?

Yes, but mindful you're citing the most
consistently performing managers. With
interest rates being where they are, these
managers’ high single-digit returns and
low volatility suggests they are effectively
hedging their risks and sticking to higher
grade investments.

They are indeed hedging and employing
relative value'trades: But affirming your
belief in managers containing risks,
we've also seen unexpected calmacross
the Middle Eastiand Eastern Europe mar-
kets in spite of war. How do you think the
Israeli-Gaza and Russia-Ukrainian wars
will proceed for the rest of the year?
Inthe Middle East, we're seeing an esca-
lation that will likely continue for much of
the year. We're worried the conflict could
directly involve Iran and retaliations on
both sides could easily be expected to go
beyond the recent tit for tat. The conflict
then has the potential of affecting ail
supplies.

When Israel finds Hamas has not been
wiped out, even after its Rafah offensive,
we'll see nodes of escalation. The West
Bank will continue to be a hot spot, and
Hezbollah may ratchet up attacks on Israel
from the north. It doesn’t help that Net-
anyahu's future as Prime Minister is linked
to the continuation of the conflict.

Won’t a broken and dysfunctional Gaza
pose as great arisk as Hamas?

The on-the-ground reality in Israel echoes
what we saw in the US after 9/11. There

is a lot of anger and broad support for
continued escalation, especially consider-
ing Gaza sits on Israel’s border. But our an-
alysts and policymakers agree the Israel
offensive may have created short-term
calmin Israel at the expense of an even
worse set of longer-term regional risks.

Do you think the aggressive way Israel
has conducted the war in Gaza could

set back 30 years of movement towards
peace with the Arab World?

That's a plausible narrative. But there's
reason for hope. The Saudis are clearly in-
terested in having a strategic deal with the
Americans, which could provide them a
security umbrella against Iran and its prox-
ies along with access to civilian nuclear
power. The price for the Saudis is normal-
ization of relations with |srael, which would
be contingent on a 2-state solutionfor
Israel and the Palestinians.” That cannotbe
achieved with Netanyahuinpower. The
war may haveundone progress made over
the past'several decades. But oddsof a
broader peace have alsorisen.

Could there be an angry populist re-
sponse across the Arab region that could
make this unlikely?

Having been bornin Iran and having
escaped after the revolution, thereis no
simple answer to that question. would
say, Yes, but ...

Turning to Ukraine, what do you think will
be the effect of the US’ 6-month delay in
providing aid to Ukraine?

That delay has enabled Russia to regain an
edge on the battlefield. And the risk of es-
calation is material. But we still anticipate

a stalemate with limited market effects
stemming from the war.

Are you concerned that Western support
of Ukraine at best only ensures a stale-
mate and not a Ukrainian victory?

We never thought a Ukrainian victory was
possible because the West doesn’t have
the political will to provide sufficient aid
necessary to push the Russians back to its
borders. We believe this year there will be
a de facto partition of Ukraine recognized

by all. Andin 2025, regardless of who
occupies the Oval Office, we expect US
support will erode. We may see European
support also fracturing and the possibility
of countries like Poland and the Baltics
eventually getting more directly involved in
the war.

Wall Street suffers when there’s a break-
down in the rule of law. Many companies
wrote down their entire investmentsin
Russia once sanctions were in place. Do
you feel there’s a place for the financial
community to publicly address core
geopolitical issues that directly affect
them, with at least one purpose being to
persuade governments to stabilize and
de-risk the globe?

We actively advise corporate clients on
this complicated matter. While silence
may sidestep criticism, it can also alienate
stakeholders. We believeit's not some-
thing companies can avoidinan increas-
inglypolarizedworld. What we arerec-
ommending is a sector-sensitive nuanced
raspanse, in sync with fiduciary respon-
sibilities, values, aligned with business
decisions, recruiting needs, and corporate
mission.

Siding with Ukraine may cost a company
future business in Russia, but it may also
enhance a company'’s global stature.
When H&M and Adidas sided with eth-
nic Uyghurs in China, in concert with EU
regulations, it resulted in Beijing count-
er-sanctioning European individuals and
organizations. Chinese celebrities sus-
pended their endorsements, and products
were dropped from major e-commerce
platforms such as Alibaba.

Wall Street is eager for the Fed to reduce
rates. Shouldit? Is there something
helpful having attractive risk-free ratesin
keeping markets from frothing?

| agree there's alot to like about staying

at these levels in maintaining a healthier
financial system. Higher rates make US
Treasurys more attractive globally, which
helps the country meet its debt demands
while restraining inflation. But it may

likely be holding back growth and push up
debt service costs. It also puts pressure
on emerging markets, making them less
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desirable investments.

What'’s your outlook on US inflation and
Fed policy for the rest of the year?

With inflation remaining sticky, we believe
the Fed will continue the higher for longer
policy. But an escalated trade war with
China could worsen current inflation and
growth prospects, putting the Fedina
bind.

What about European interest rate pros-
pects?

Europe’s definitely in a bind. Continental
growth continues to lag the US so there's
adesire for the ECB to cut faster. But that
has all sorts of implications on currency
and a greater chance of importing inflation.
Meanwhile, the Ukrainian War is likely to
continue to fuel expansionary fiscal poli-
cies beyond Maastricht levels. This could
further push Germany, Europe’s largest
economy, to increasingly embrace debt.

Are you concerned about expansive US
debt negatively impacting the global
ecohomy?

Yes. But theriskis hard to handicap. Even
if protectionist trade policies are adopted,
slowing growth while tax cuts are extend-
ed, we'renot sure that gets us closertoa
tipping point. Where else are you going to
park your money?
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DISTRIBUTION OF HEDGE FUND ASSETS

BY FUND SIZE

7.0%

>$5 Billion |

14.5%
$1 Billion to $5 Billion

Source: Hedge Fund Research Inc
Note: Data as of Q12024

78.4%
Up to $1Billion

SNAPSHOT: EM HIGH-YIELD HARD CUR-
RENCY BONDS OUTPERFORMED SO FAR

IN 2024 THRU APRIL

Total returns, year to date (%)

EM hign-yield hc*

EM investment
grade hc*

EM local currency

US Treasuries

*Hard currency

Sources: JPMorgan, ICE Bank of America, Abrdn, Bloomberg

most curious feature of their
performance over the past
five years — which was argu-
ably among the most volatile
5-year stretch since the dot.
com crash — is that each
generated on average twice
their historical rate of return.

Peconic Grenadier (No. 1),
managing $11 billion, was the

o
(N)
S

best of the lot, not just within
the equity space but across
the entire Top 50, having
returned more than 27.6%
annually over the past 5 five
years. And it's the oldest
fund in the survey, having
launched in 1986.

The second strongest eqg-
uity performer was activist
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manager Engine Capital (No.
2). Launched more than a
decade ago, it was managing
$901 million as of the end

of 2023. It generated annu-
alized gains of more than
25.5% with a wicked high
Sharpe ratio of 1.53.

The $715 million Cooper
Creek Partners (No. 4), which
has been around since No-
vember 2008, has returned
an annualized rate of more
than 24% over the trailing five
years. |lts worst drawdown
over the trailing five years
was -9%. Volatility of 12.5%
generated an astonishing
risk-adjusted return of 1.83.

Global Macro

Global Macro funds had
come off a strong 2022,
profiting from rising interest
rates, falling equity and bond
markets, and dynamic for-
eign exchange rates, helping
funds to rally/6.5%.

But 2023 provedmore chal-
lenging for the space, with
average'gainsof 4.9%. That
rankedmacro funds in the
bottomthird of all strategies.

Two funds that had high pe-
rennial rankings in the survey
failed to make this year’s list.
Haidar-Jupiter, which had
claimed the top spotin last
year's survey with an insane
5-year annualized rate of
return of 55%, lost nearly half
its value in 2023. John Street
Capital, which last year had
been 12th-ranked, lost nearly
12%in 2023.

Cliff Asness’ AQR Helix (No.
9), a quant trend fund, gen-

erated 5-year annualized re-
turns of more than 20%. The

fund had an extraordinary
2022 whenit rallied nearly
50%. Unlike many macro
funds that didn’t rotate well
into the 2023 rally, AQR add-
ed another 14% that year.

AQR Helix has effectively
controlled downside, having
lost no more than -11% over
the trailing five years, which
helpedit to realize a Sharpe
ratio of 1.4. But perhaps its
most impressive statistic is
that it delivered this perfor-
mance while being negative-
ly correlated to the market
over the last 5 years (-0.28).
This made Helix the least
market-correlated fundin
the Top 50.

DE Shaw Oculus (No.15) and
Citadel Global Fixed Income
(No. 16) were the two next
top-performing macro funds,
both generating.annualized
gains well above 15%ul ike
AQR;bothhad solid 2022
returns, rising 20%and 33%,
respectively. Then they were
solidly in the'black in 2023,
with DE Shaw up 7.8% and
Citadel adding nearly 11%.

Multistrategies

Because of rising fees, com-
petition to keep and attract
talent, and perhaps also due
to an expanding misalign-
ment of interests, the grow-
ing consensus seems to be
that multistrategy has lost its
sheen.

Still, ten funds (20% of the
survey) made the cut, the
same number as years past.
There was a small rotationin
the group. Schonfeld Stra-
tegic Partners and Segantii
Asia-Pacific Equity Mult-

RIVERNORTH CAPITAL
Finding Value in an

Unexpected Asset

In managing one of the most unusual and liquid strategies I've come
across in more than two decades of surveying hedge funds, PMs Pat-
rick Galley and Stephen O’Neill have suffered just one down year since
the strategy’s inception in mid-2007. And that loss was a mere -1.2%
when the market had tanked by more than -18% in 2022.

RiverNorth has racked up lifetime net annualized gains of 11.73%.
Yearly Volatility averaged just 7.6%, which helped the strategy gener-
ate a historical Sharpe ratio of 1.4.

In addirion to solid risk and re-
turn numbers, what makes River-
North (No. 50) a compelling sto-
ry is that it’s not directly rrading
equities or distressed credit, cur=
rencies, or an obscuré'asset class.

The strategy, pursues.a relative
value approach focusedgon the
well-regulated market of\closed=
end funds, a market thats been
around for many decades. River-
North'is one of the oldest institu-

tional traders in the space.

Co-PM Patrick Galley

There are currently more than
423 exchange-traded closed-end funds (CEFs), focused on a variety
of asset classes. They represent 20% of all listed securities trading on

the NY Stock Exchange.

Unlike open-end mutual funds whose values are reconciled daily with
the worth of their underlying investments, CEFs trade on a secondary
marker. This creates a disconnect between whar investors will pay fora
portfolio of securities and whar their underlying securities are actually
worth.

There is often a sizable gap between these two values, and therein
lies the opportunity Patrick Galley recognized many years ago when
he was an analyst and vice president at Bank of America. “Because of
several unique characteristics,” Galley explains, “closed-end funds can
be a very inefficient market which can make them ideal for trading.”

Galley left BoA in 2004 to become the CIO of RiverNorth and man-

agea hedge fund strategy that would exploit such inefficiencies.

The disconnect between closed-end funds’ NAV's and markert values is
created in part by an investor base dominated by retail investors pri-
marily focused on yield. This happens because CEFs must distribute
all interest, dividends, and realized capital gains. Further, CEF man-
agers can leverage exposure and payouts by between 33% and 50%,
which can effectively boost annual distributions, in some cases over

10%.
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While exaggerating performance, leverage also enhances volatility
when interest rates are rising and falling, Volatility in turn can get
further intensified by retail investors, explains Galley, who tend to sell
when prices are falling and buy when prices are rising. This creates a

sweet spot for the PMs.

This was made plain in 2022, explains Stephen O’Neill, when the
unclerlying value of these funds had declined by -13.6%, but their
market value slid by more than -18%. The industry’s average discount
at the end of 2021 was -2.3%. By the end of the following year, it had
declined to -8%.

But RiverNorth's performance held steady in 2022, reflecting the edge

that active rnanagernent can l)fi[lg to thC space.

First, the strategy entered 2022 with reduced leverage and contained
downside exposure by having roughly 55% of its book in CEFs and
only 5% in the largest and most interest-rate-sensitive segment in the
industry — municipal bond funds. The balance of the portfolio was
invested in cash like sccurities (pre-IPO SPACs) and short-term in-
vestment-grade bonds.

The managers were then able to trade around the volatility when ex-
cessive retail selling created short-term value opportunities. Through-
outgthe \y€ar, RiverNorth hedged its book by selling 10-30-year US
‘Treasury futures, buying put options on 20-year Treasury ETFs, and
shorring speciﬁc sector ETFs that were interest-rate sensitive, includ-
ing those focused on preferred and income securities.

As fears of aggressive rate increases eased in 2023, RiverNorth started
boosting its positions in tax-ex-
empt municipal funds, whose ex-
posure now stands at 45% with
average yields of more than 5.4%.
It also now has around 10% in
taxable bond CEFs, mostly invest-

ment grade.

To better trade the gap between
NAV and marker value, River-
North has developed its own pric-
ing program that provides intraday
net asset values of CEF portfolios.
(These portfolios arc only formally
priced at the end of each trading
day.)

Beyond trading mean reversion and volatility, RiverNorth also profits

-

Co-PM Stephen O’Neill

from short-term CEF price movement caused by corporate actions,
including rights offerings, tender offers, distribution changes, mergers,
and liquidations.

While Galley and O’Neill feel there’s still plenty of opportunity to
profit from closed-end fund inefﬁciency, they note the increasing par-
ticipation of institutional investors in the space.

Industry mergers and consolidation have partially consolidated the
CEFs into fewer and larger entities, enticing more sophisticated insti-
tutional investors into the space. But Galley notes, “still less than 10%
of institutional investors actively trade the space, which should leave
plenty of inefficiency from which we can profit.”
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Ambassador Michael McFaul Explains the
Link Between Middle East and Ukraine Wars

Last November, as the House of Representatives was fumbling aid to Ukraine and Israel, Ambassador

McFaul shared his thoughts about an illiberal axis of autocrats pursuing a sophisticated and coordinated

attack against the West.

Professor Michael McFaul
Source: michaelmcfaul.com

Are there ideological links between
the two wars?

At the core of this axis of autocracy are
Russia and Iran. Putin in Moscow and

the mullahs in Tehran have long sought
to weaken the United States and our
allies. Their ideological projects are
different but related. Both regimes seek
to defend their own dictatorships, other
autocrats, as well as those sympathetic
to autocratic ideas. Both categorically
reject liberal ideas as a threatening as-
sault on their alleged traditional cultures
and values, berating Western culture as
decadent and evil.

Not only does this rogue alliance em-
brace an illiberal, antidemocratic ideol-
ogy, they also act in unison to advance

their shared ideological agend
and Iran have joined forces with
groups like Hezbollah, Hamas, ai

ers to deploy terrorismas a method

advance their interests 9

Like Iran, i gagQ@sho ave
b i

ro . Twitnessed this first-hand when

ate sponsor of ter-
I servedinthe U.S. government at the

outbreak of the tragic Syrian civil war.

Hezbollah and Iran provided the ground
forces to prop up Assad’s brutal auto-
cratic regime;in 2015, Putin sent in his
air force to help them. The slaughter of
innocent civilians in that war, including

the use of weapons of mass destruction,

was on an industrial scale. These actors
are all still there today.

After Putin launched Russia’s full-scale
invasion of Ukraine in 2022, Ru35|a and
Iran’s military cooperatlon d

subst antlall A
@ussm n

ound Auto

e especna

gnst democrat-

So you’re seeing the Middle East
and Ukraine wars as part of amuch
broader fight?

This llliberal International has come to-
gether again to attack democratic Israel.

While Iran directly supports Hamas and
Hezbollah, Russia’s support of these
groups is more veiled but still striking.
Forinstance, an article in The Wall
Street Journal suggested that Russia’s
Wagner Group has plans to send air
defense systems to Hezbollah (though
these rumors, originating from the U.S.
intelligence community, remain uncon-
firmed).

But evenif thisis untrue, Hamas leaders
have traveled to Moscow for years and
have always been embraced by the
Kremlin as a legitimate national libera-
tion movement, not as the terrorists that
they are.

take notice.

Thereis also good reason to believe
that Putin would benefit from a larger,
prolonged war in the Middle East, as it
would divert the United States’ attention
from Ukraine. Not without reason, Putin
might think that less attention to Ukraine
from the United States could open an
opportunity for his army to make ad-
vances on the battlefield.

Former House Speaker Kevin
McCarthy seemed to have fully
supported aid to Ukraine, but his re-
placement Speaker Mike Johnson,
was wavering. Your thoughts?

The House's decision to delay a vote

Do you think Israeli leadership was n ow aid p acka e 10 Uk
bllndSIded not just by Har‘ on a|d
0SCO [ inthe Mlddle
ec d theirfarb c‘t‘
rroristattack again ﬁb raine, especially if complicated

natl

rprised. For years, Pu-

s een courting Prime Minister Ne-
tanyahu even winning the Israelileader’s
neutrality regarding Russia’s invasion
of Ukraine. But after Hamas's terrorist
attack, Putin pivoted back to supporting
his old friends quickly. His autocratic,
ideological allies proved to be more im-
portant to him than rapprochement with
Israel. Netanyahu's embrace of Putin
was a mistake. | hope Israeli citizens will

ays onavote on aid

by rider amendments about the IRS or
immigration reform, would bengfit Putin.
And time is of the essence.

We cannot allow Putin to terrorize
Ukrainian citizens again this winter
(2023/2024) because we failed to pro-
vide Ukraine with air defenses.

Instead, the U.S. Congress should vote
for assistance to Israel and Ukraine in
one package to demonstrate that we
understand how these wars are inter-

twined.

The axis of autocrats has a sophisticat-
ed, coordinated grand strategy to defeat
us. We need to develop our own sophis-
ticated, coordinated grand strategy to
defeat them. A single vote on aid to our
friends and allies in their fight against
autocratic allies would be an excellent
first step towards that end.

Thank you Mr. Ambassador.

This past April, President Biden signed

a $95 billion foreign aid package for
Ukraine, Israel, and Taiwan that Congress
had finally passed after a six-month delay.
Maziar Minovi, CEO of Eurasia Group,
fears this might be the last significant

aid Ukraine may see from the US. See
featured interview on pp. 17-18.

Michael McFaul, a former U.S.
ambassador to Russia, also served
for five years in the Obama admin-
istration as Special Assistant to
the President and Senior Director
for Russian and Eurasian Affairs on

the National Security Council. He is
director of the Freeman Spogli Insti-
tute for International Studies and a
Hoover fellow at Stanford University
and author of "From Cold War to Hot
Peace: An American Ambassador in
Putin’s Russia.”

istrategy were out, replaced
by Verition Multistrategy (No.

istrats.

last year’s class of mult-

ized gains above 16%, while
Millennium (No. 19) was third
with returns of more than

well above the assets of
other strategies.

23) and Steve Cohen’s Point
72 (No. 25).

But the group’s 5-year
returns remained solid at
12.7%, which is nearly a full
percentage point higher than

Little surprise that Citadel
Wellington again led the
pack by a wide margin with
arate of return of 24.6%. DE
Shaw Composite (No. 13)
came in second with annual-

14% a year.

Also of little surprise: the
average AUM of these funds
exceeded $12 billion as of the
end of 2023, which towered

Emerging Markets

The largest surprise in this
year’s survey was that six
emerging market manag-
ers made the Top 50 — the

highest number ever. They
collectively delivered annual-
ized returns of 12.5% over the
past 5 years. Their volatility
averaged under 10 which
helped generate a 5-year
Sharpe ratio of 1.2.

Mohamed El Jamal’'s Waha

MENA Equity (No. 6) has
been making the survey

since the current method-
ology was adopted in 2019.
Having set up shop more
than a decade ago, the Abu
Dhabi-based asset man-
agement firm was an early

able address.

starter in the region, well
before it became a fashion-

After being featured in the
2022 survey, Enko Africa

Matt Hu's FengHe Asia (No.
31) has also made the cut
for the last four years. The
fund’s trailing 5-year annual-
ized return was nearly 11%.

Debt (No. 18), cofounded by
CIO Alain Nkontchou, con-
tinues to thrive as among the
least likely source of consis-
tent returns and alpha.

This year’s new additionsin-


https://www.wsj.com/world/russias-wagner-group-may-provide-air-defense-weapon-to-hezbollah-u-s-intel-says-37dc8f45?data=05%7C01%7C%7C21b1dc96ad39434178e008dbdc9e7262%7C84df9e7fe9f640afb435aaaaaaaaaaaa%7C1%7C0%7C638346345359816225%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=8fuEVSqnNcRcPZaEOS5%20ehyQidCfVe5Hc3El6NoQOJg%3D&reserved=0&mod=breakingnews&utm_source=substack&utm_medium=email
https://www.wsj.com/world/russias-wagner-group-may-provide-air-defense-weapon-to-hezbollah-u-s-intel-says-37dc8f45?data=05%7C01%7C%7C21b1dc96ad39434178e008dbdc9e7262%7C84df9e7fe9f640afb435aaaaaaaaaaaa%7C1%7C0%7C638346345359816225%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=8fuEVSqnNcRcPZaEOS5%20ehyQidCfVe5Hc3El6NoQOJg%3D&reserved=0&mod=breakingnews&utm_source=substack&utm_medium=email
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cluded three EM credit funds.
Sandglass Opportunity (No.
33) and ProMeritum (No.

44) have fund assets around
$350 million. Waha Credit
(No. 37) joined the list, also
managed by El Jamal with
about $670 million. (Waha
Credit and ProMeritum are
profiled on pp. 27-30.)

What stood out, especially
with the five EM credit funds
in the survey, was their col-

lective ability to de-risk their
portfolios despite the high
risks associated not only
with emerging markets but
with portfolios linked to cred-
it during a time of sharply
rising interest rates.

When the US sent interest
rates soaring in 2022 and
into 2023, it was going to
cause a lot of dislocation and
pain across emerging mar-
kets. That was especially evi-

2024 SURVEY OF THE TOP 50 HEDGE FUNDS: 21ST ANNUAL EDITION

dent in Africa where so many
currencies subsequently
collapsed, which challenged
debt service capacity and
fueled the likelihood of debt
restructuring.

But several factors helped
offset this shock. As Waha's
El Jamal explains, many EM
economies are based on ex-
porting commodities whose
dollar-based prices have ral-
lied helping to support hard

currency debt and control
risk in his relative value trad-
ing strategy. Waha Credit has
had only one slightly down
year since the fund launched
adozen years ago.

Pavel Mamai, comanager of
ProMeritum, who has never
had a down year since start-
ing the fund in January 2015,
relies on active directional
investing and constantly
shifting net exposure to

enable the fund to respond
to changing risks and oppor-
tunities.

Another factor EM credit
managers all noted: explo-
sive growth in EM credit mar-
kets, especially hard-curren-
cy debt, since interest rates
drastically fell following the
Great Recession. El Jamal
estimates EM debt at $3 tril-
lion. But he says there's only
about $10 billion in dedicated

hedge fund funds focused
on the space, which leaves
plenty of room for pricing
inefficiency and opportunity.

That fact might explain a re-
cent Reuters' headline in late
May that announced: “Bigger
Investors Pouring Money into
Emerging Markets.” Citing
David Hauner, head of global
emerging markets fixed
income strategy at Bank of
America, the news service
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“The current pace of strong post-
Covid consumer spending feels

unsustainable, especially as pric-
es continue to rise fueled not by
higher costs but by greedflation.”

- Patrick Ghali, Sussex Partners

While this is the first year that Waha’s EM
Credit Fund (No. 37) has made the Top 50,
PM Mohamed El Jamal is no stranger to this

survey.

His MENA Equity Fund (No. 6) has been
on the list since the current methodology

was established for the survey published in
The Wall Street Journal in May 2019.

But his dollar-based credit fund was
launched two years before MENA in 2012.
And El Jamal credits his focus on debt as
one key reason why his equity portfolio has
thrived across various market conditions.

He explains effective credit investing in-
volves an even more refined understanding
of risk than buying stocks. According to the
PM, “credit analysts drill down on balance
sheets and scrutinize cash flows whereas
equity investors gravitate to profit-and-loss
statements, which can sometimes mask sys-
temic problems.”

This distinction is maintained by El Jamal
overseeing two dedicated credit and equity
teams. They share their research (when ap-
propriate), helping to build a more compre-
hensive understanding of risks and oppor-
tunities across the capital structure in both
spaces.

But where the manager makes a direction-
al bet on specific equities, he runs a market

neutral credit book, relying on relative value
and arbitrage strategies to profit from tem-
porary mispricing of credit securities. He
also places long and short directional trades
on specific sovereign and corporate credit.

El Jamal manages his credit book by being
mostly agnostic about interest rates and
credit market movements.

MENA Equity generated 20.6% annual-
ized returns over the trailing 5 years through
2023. Credit has produced about half that
rate of return, however, with just about half

the volatility of the equity fund.

The appeal of EM credit markets, explains
El Jamal, is their inefficiencies, which persist
because while assetsin this space are growing
larger, involvement of intermediaries and li-
quidity providers is shrinking.

He says pure actively managed EM credit
hedge funds control just about $10 billion
in the $3 trillion space. Multistrategy funds
may trade another $10 billion. Accordingly,
he sees “more alpha potential in EM credit
than in developed markets, which enjoy far
more liquidity, less dislocation, and lower
volatility.”

Effective risk control, including position
and industry exposure limits and significant
diversification, has kept consecutive month-
ly drawdowns to just two months. The fund

WAHA EMERGING MARKET CREDIT

Derisking Emerging Markegs

has had only one
down calendar year
in 2014 when it lost
-40 bps.

Such ‘downside pro-
tection coupled with
steady _profitability
has _helped Waha
establish a sticky in-
stitutional  investor
base. Two-thirds of
the fund’s assets be-
long to pension and
sovereign wealth

funds along with in-

surance companies.

i \geographic exposures
one-third: { Middle
East/North «*Africa,
one quarter Latin
America, and 17%
Central and Eastern

Europe.

Trade sizing matches
projected risk and re-
turn, and hedging is

a must, even with his

highest  conviction
trades.
A recent example

was an investment in

The manager is the
first to admit that
consistently finding sound emerging market
opportunities is anything but easy or formu-
laic. It requires a seasoned, shrewd team with
a nuanced understanding of local markets
and asset-class cycles along with disciplined
portfolio management.

“Our diversified portfolio involves around
100 positions,” explains El Jamal. His core

PM Mohamed El Jamal

30-year dollar-based
Egyptian
debt, which was
trading around 48 ($0.48) in October 2023.
The credit team felt the market was pricing

sovereign

in another round of debt restructuring.
Waha, however, was convinced the central
bank and government policies were com-
mitted to avoiding default. The fund hedged
this bet by purchasing a 2-year CDS at 75.

By February 2024, the bonds had rallied to

80, which produced one of the firm’s most
profitable bets so far this year.

The fund’s worst drawdown _occuitfed at
the start of the pandemic when thete was
a widespread| selloff ‘of, securities. Credit
lost -16%.in just two months, but ended
2020 up nearly 15% as the fund allocat-
ed capital into “some of the best EM dis-
locations I've seen in the last twenty years

ex-GFC,” recalls El Jamal.

The second worst selloff was just -7%, again
lasting just two months at the end of 2014
when emerging markets started to rtank.
Liquidity dried up, local currencies fell
with crude oil prices, and emerging market
growth slowed considerably, led by China.
Waha Credit ended 2014 flat. It gained 7%
in 2015 when the MSCI Emerging Market
dollar index fell by -14.6%.

The fund also sidestepped the complete
write-off of Russian debt by having pared
down a small net exposure of 2% in half by
the time the war started in February 2022, It
had only a 30bps long exposure to Ukraine

at the time.

Locally, the Israeli-Hamas war hasn’t affect-
ed Waha because, as El Jamal explains, the
market never sold off to compelling levels
and the manager has remained neutral in the
region. But over the near term, he admits
a sudden escalation of the fighting could

change this outlook.

Longer term, the manager is more concerned
about evolving US risks. “The country is still
the world’s growth engine and it has been
performing very well during the rapid rise in
interest rates,” observes El Jamal. He credits
this accomplishment to a robust economy, a
dynamic market place, and a huge infusion
of liquidity into the market due to aggressive
fiscal and monetary policy.

But he sees US policies and politics recast-
ing the country increasingly as an emerging
market. “Its running unsustainable debt
and current account deficits, excessively re-
liant on printing money which it can do for
now because the dollar remains the world’s
reserve currency, and suffers from a strong
dose of dysfunctional political polarization,”
observes El Jamal.

This suggests the risk differential between
the US and emerging markets may be nar-
rowing, and he fears for the future of the
dollar and how any material change in its
status may affect other asset classes, especial-
ly across emerging markets.

El Jamal is also concerned about the risks
associated with a shift from a US-led world
order to one that’s becoming multi-polar as
the US is defaulting from its global leader-
ship position.
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¢
Governments are increasingly

distorting markets with industrial
policy. State spending is growing as
a share of the economy as popula-
tions age, and conflicts around the
world require more spending on
defense. In the face of all this, any-
one betting that the world econ-
omy can just keep carrying on is
taking a huge gamble.”

- The Economist

in what could be a structural
shift in the way they allocate
their money.”

reported “big-money inves-
tors are beginning to place
more cash in emerging mar-
kets as they chase returns
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RISKS AND
OPPORTUNITIES

A recent news item triggered
a memory from the global
financial crisis.

It was only when the
staunchest bulls started
selling that marked a final ca-
pitulation in the selloff. Soon
afterwards the market began
to reflate.

A May 2024 news itemin
Bloomberg noted that Mike
Wilson, Morgan Stanley’s
always cautious chief equity
strategist, conceded the
market rally was on. He was
substantially upping his year-
end target for the S&P 500
by 17%, from 4,600 to 5,400
(where the market stood in
mid-June).

It wasn't the first time Wilson
reconsidered his bearish-
ness. But his recent conver-
sion to believing WS stoeks

are heading higher is note-
worthy.

That can be worrisome

because when there's broad
consensus, it can suggest an
approaching inflection point.

Wilson does warn that, “the
rally since last October is
due largely to multiple ex-
pansion and investors should
be asking themselves if this
rise in valuations is justified.”

Wilson doesn'’t think so. But
with fiscal spending continu-
ing to fuel growth, he admits,
“we have little confidence
inour ability to predict the
exact timing or magnitude

of this normalization,” thus
justifying his marked up year-
end outlook.

Goldman Sachs’ CEO David
Solomon agrees, saying that
government spendingis
making.the.economy. more
résilient, leading him to think
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the Fed might well keep rates
where they are for the rest of
the year.

An alternative take: The
economy may have more up-
side, according to economist
Ed Yardeni, because it has
shifted from “a goods-pro-
ducing one to a more high-
tech and services-providing
one that’s less interest-rate
sensitive.”

All this seems to suggest that
the rest of 2024 should be
safe forrisk.

“However, there is some
evidence of adisconnect be-
tween fundamentals (profits)
and market performance,”
says Anthony Novara,
partner and research.direc-
torhead atthe $309 billion
Chicago-based Fiducient
Advisers. “We don't seethe
current equity risk premium
as partietlarly attractive at
current valuations, especially
when coupled with geopoliti-
cal uncertainty.”

That said, he sees upside
with hedged equity and cred-
it strategies, as well as cer-
tain relative value strategies
that focus on leverage and
liquidity. “There are oppor-
tunities in convertible arbi-
trage as we head into a large
corporate refinancing cycle,”
observes Novara, “as well as
in global macro strategies
that trade global rates, espe-
cially given elevated levels of
interest rate volatility.”

He's also constructive on
first-tier multistrategy shops
(notably those that are Asian
focused) whose short-term
trading helps containrisks

Why Good Funds Didn’t Make the List

The main reason most hedge funds -- with at least five years of returns -- don’t
qualify for this survey is because they are inconsistent performers.

But there are a number of fine managers that didn't make the list because of failure
to meet all the thresholds for inclusion.

Ten funds, which regularly made my list, didn’t this time because they had under-
performedin 2023, such as MAK Capital and John Street Capital. That doesn’t
mean they've lost their edge or are not worthy of consideration.

But for this survey, | avoid subjectivity and apply strict objective parameters from
which | won't deviate to objectively provide readers with the most consistent per-
formers.

For instance, Paris-based Capital Fund Management is a solid quant shop that
was started in 1991. Its flagship systematic alpha fund is CFM Stratus. It was
launched in 2003 and currently manages $7 billion. Its worst drawdown was less
than -12% and annualized volatility is less than 6%.

Its 5- year annualized returns of 9.3% certainly would’'ve ranked the fund within the
thls year. Butin 2919 its 4“1rn was under that year’s hurdle rate of 5%.

sider Aaro t 15 years with David Tepper at Appaloosa

honl senior partner before setting up CastleKnight.

Y—based event driven fund has delivered consistently compelling
|ns every year with annualized returns averaging more than 30%. |lts aggres-
sively strong performance has fueled volatility of 22%, while its worst drawdown
was less than -15%.

But his fund has been around for less than four years, failing to meet the 5-year
minimum.

Carl Tohme is a proven well-established emerging market manager. | first reported
on his performance in the Financial Times several years after he established his
semi-autonomous EM fund in 2008 under the Jabre Capital umbrella. But when
Philippe Jabre shut down operations in 2018, Carl relocated his fund to Cheyne
Capital.

Including performance since the fund’s inception, Cheyne EMEA has been gen-
erating annualized returns of more than 9% with volatility below 9%. His worst
drawdown over that time was -12.3%, which was fairly remarkable considering it
includes the financial crisis.

His trailing 5-year annualized returns of nearly 8% would’'ve secured a spot in this
year's survey. Butthere were two hitches. Though the survey’s 2022 hurdle was
alow -5%, Cheyne EMEA lost several points more than that due to its exposure to
Russia, which Tohme had significantly pared back before the war started.

More surprising was that despite his long established track record, the fund is
running only $233 million. That's less than the survey’s $300 million minimum, es-
tablished to ensure a fund could afford first-tier service providers, which Cheyne
no doubt has in place.
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from concentrated and over-
crowded trades.

Patrick Ghali, the managing
partner at the London-based
investment advisory Sussex
Partners, sees a number of
countervailing forces at play
that makes it hard to read
where the market may be
heading. A big picture con-
cern: the strong post-Covid
pace of consumer spending.
He believes, “it feels unsus-
tainable, especially as prices
continue torise fueled not by
higher costs but by greedfla-
tion.”

Accordingly, Sussex remains
cautious, avoiding directional

risks, investing across vari-
ous strategies.

It continues to focus on
global macro and relative
value rates trading due to

the increase in rates volatility
and central bank policy diver-
gence, and the response by
market liquidity providers. He
also likes equity long-short
managers that trade specific
niches such as US small- and
mid-cap shares.

Ghaliis favorably disposed
to Asia, especially Japan due
to structural inefficiencies,
lack of analyst coverage, and
a credible push for reform by
both the government and the
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Tokyo Stock Exchange that
still limits hedge fund invest-
ments.

He's wary about Chinese
exposure because of a grow-
ing trade war and potential
for sanctions. And despite
the start of ECB rate cutting,
Ghali doesn’t see significant
revaluation of eurozone equi-
ties for the rest of the year.

Another issue that worries
Ghaliis the market’s “over-
emphasis oninterest rate
expectations that’s fueling
greater volatility than what
current fundamentals would
suggest is appropriate.”

Cedric Dingens, who's head

of investment solutions at
Swiss-based NS Partners
with $12 billion under man-
agement, is more sanguine
about European prospects.

Having started 2024 with
80% of equity managers
focused on the US, he proj-
ects that exposure will drop
to 65% this year. He doesn’t
fear a slowing American
economy and expects US
markets may likely surprise
on the upside. But Dingens
sees more attractive valua-
tions in Europe, and expects
the firm’s continental ex-
posure will rise from 15% to
25%.

Feeling more bullish with the
risk of recession lessening
and the prospect of lower
rates, the firm is maintain-
ing its 65% hedged equity
weighting.

While NS Partners keeps

an eye on the Ukrainian and
Middle East wars, neither
seem likely to materially alter
the investment risk environ-
mentin 2024.

The one uncertainty that
Dingens is most concerned
about: a second Trump ad-
ministration.

"Thereis arisk that Trump
would not really support
NATO in the Ukraine/Russia

war,” says Dingens, “which
could put real pressure on
Europe. Andthere are a lot
of questions about tariffs as
well.”

But the biggest risks associ-
ated with his re-election are
the unknowns. “| feel that we
should live in an even more
unpredictable world with a
Trump administration,” Ding-
ens fears.

With US support of NATO
being more suspect under
Trump, Dingens says that
would fuel greater defense
spending and increase trade
risks, which would weigh on
European growth.
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A broad bullish consensus is
echoed by J.P. Morgan Asset
Management’s chief global
strategist, David Kelly. He
thinks the current stable en-
vironment could encourage
further flows into the hot ex-
pensive US mega-caps while
ignoring foreign equities.

“Who needs bonds or
alternativesin an economy
that always works for equity
markets?” quips Kelly. For
the rest of 2024, he may be
right.

While acknowledging Ameri-
can exceptionalism that con-
tinues to reward those that
are long the US, The Econo-

mist reminds that there are
troublesome imbalances and
serious sources of instability.

In arecent cover story
entitled “Too Good to be
True,” the newspaper con-
cluded, “Governments

are increasingly distorting
markets with industrial
policy. State spending is
growing as a share of the
economy as populations age,
the green-energy transi-

tion beckons, and conflicts
around the world require
more spending on defense.
In the face of all this, anyone
betting that the world econo-
my can just keep carrying on
is taking a huge gamble.” =

- o“‘_

Can Past Performance Suggest Wha

I used to discuss the merits of hedge
fund performance as a forward indicator
of future returns with Goldman Sachs’
Kent Clark. He led the firm’s Alternative
Investments & Manager Selection Group
and was head of Hedge Fund Strategies,
before he passed away recently at far too
young of age.

He argued that rather than seeing them
as long-term investments, hedge funds
should be rented because over the medi-
um- and long-term performance can be
mercurial.

In stripping away the industry’s myste-
rious aura, I've come to think of hedge
funds as simply asset managers with
more tools in their belts than ordinary
‘40 Act funds. And if they were able to
develop a disciplined and transparent

investment process that could nﬂ
various markets, maybe that cou e
them more adept over the long run
But I've come atgund t ,p
t‘/ re exception,
“ agers will stumble.

That said, I believe that when a fund is

transparently run with clear reasonable
goals, meaningful risk parameters, and a
solid team in place, consistency can beget
consistency. That belief is at the core of
my annual survey.

My colleague at Institutional Investor,
editor Julie Segel, recently cited new
research that found past decision-making
could indeed be an indicator of future re-
turns. It examined the impact and value
of individual investment decisions made

idenshel

sna nalytics (EA), a leading

provider of behavioral data analytics to
professional investors and capital alloca-
tors that collectively manage more than

$250 billion.
EA’s CEO and founder, Clare Flynn

Levy, previously actively managed over
$1 billion in pension funds at Deutsche
Asset Management.

Her team’s most recent findings that seek
to distinguish between luck and skill are
summarized in Zhe Link Between Deci-
sion-Making and Investment Returns.

Its takeaway: “An active equity fund

manager who has made skilled decisions
over the last year is 1.5-times more likely

—o“

a\R&‘arch Says: Could Be

to outperform their benchmark over the
next 12 months than a manager who
hasn’t.”

That suggests if one is allocating to
managers based on this principle, there’s
a need to regularly update the underlying
research to sustain such allocations. And
that’s where Essentia Analytics™ services
come in.

The firm’s research was based on 123
long-only liquid equity funds” perfor-
mance over the past decade through
2023. It considered past decision-making
in its assessment, not traditional return
metrics.

EA investigated seven different factors:
stock picking, sizing, entry timing,
scaling in, size adjusting, scaling out and
exit timing — and the value added or

destroyed (as measured by the impact on
returns relative to the portfolio’s bench-
mark) by each of these decisions.

But its findings may apply to anyone
managing a stock portfolio and by exten-
sion possibly to different asset classes.

EA contends its findings support the be-
lief that, “there is a way to tell whether a
manager is more or less likely than other
managers to deliver outperformance.”

Global Investment Report’s survey takes
a slightly different approach. It presup-
poses long-term consistent performance
is based on skill and that by annually
looking back at trailing five-year periods,
it suggests such consistency may be a
potential indicator of forward returns.

The survey also contends that luck gets

netted out over this length of time. And
it acknowledges the need to maintain
constant due diligence to ensure man-
agement, investment processes, and
strategy remain in place. If they do, then
that may enhance the chances that past
performance may indeed portend returns
that are to come.

CEO Clare Flynn Levy, Essentia Analytics



https://www.essentia-analytics.com/decision-making-investment-returns/
https://www.essentia-analytics.com/decision-making-investment-returns/
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PROMERITUM EM SEGREGATED PORTFOLIO

Finding Value in Emerging Markets

Co-PM Pavel Mamai

the PMs have managed risk
and kept from losing money
especially as the market was
shocked by systemic events.

In anticipation of rising fi-
EM markets
started falling six months be-

nancing costs,

fore the Fed started pushing
up interest rates in March

2022.

ProMeritum experienced its

After inidally reviewing ProMeritum (No.
44), the first thought I had was of a manager
that delivered moderate returns in a high-
risk space. That seemed out of whack. Re-
turns should match risk taken, right?

Then I realized that PMs Pavel Mamai and
Anton Zavyalov are taking much of the risk
out of emerging and frontier market credit in
delivering among the most consistent returns

across the hedge fund industry.

Since its inception in January 2015, the $377
million fund has generated annualized re-
turns of more than 8% a year with an annual
standard deviation of just 4.1 and a worst
drawdown of under -9%. And the managers
have never suffered a down year. That was

essential fOl' the le[ld to h&VC earned d place

in the Top 50.

Drilling into recent performance reveals how

longest drawdown during the
last four months of 2021 and
then into January 2022. ‘The fund still man-
aged to gain more than 4.5% in 2021 while
JPM Emerging Market Global Bond Index
(USD) lost several percentage points.

During this sell off, the PMs were r hz—
ing their established response of
losses by buying on dips was not
both currencies and asset prices were in a sus-

talned dechne

rting S Treasurys and
etween EM sovereigns and
reasurys. “We found that effectively ap-
plying such hedges was as much a matter of
discretion as it was responding to a distinct

shift in markets,” explains Mamai.

Between the fear of rising rates, the Russian
invasion of Ukraine, and soaring fuel and
commodity prices, EM credit markets then

went into free fall in 2022, ending the year
down more than -18%. ProMeritum, con-

versely, gained 4.5%.
The managers admit they probably could’ve

done better.

Mamai and Zavyalov are British citizens,
though Russian by birth, and had worked
in Moscow. “Our knowledge of the country
simply didn’t allow us to believe Putin would
invade Ukraine,” recalls Zavyalov. “It made
no sense and state TV was not beating the

»
war drums.

But three days before the invasion, the man-

agers realized their misplaced hope as Rus-
sian propaganda turned more belligerend

The managers immediatel

[
¢

e—rlsking thelr I

‘1‘9% and rat

egative

o Russian banks

ly be sanctioned, shorted the

ruble, and bought 5-year Russia sovereign

CDS. Several days after the war began, they

closed these positions, anticipating that for-
eign trading would be halted.

Also, they sold their positions in Egyptian
credit and shorted Romanian and Baltic
credits along with the Polish zloty.

In search of broader protection, the man-
agers then bought call options on US Trea-

surys, anticipating a short-term bounce in

inian expos lx é
ame!

safe-haven debt. They also bought two-week
call options on Brent Oil, believing the West

WOLlld ernbargo Russian energy.

In having effectively managed a myriad of
risks, the PMs then saw increasing long op-
portunities heading into the fourth quarter
of 2022 and into 2023. The fund’s average
net long exposure in 2022 (40% and 50%)
shifted to 70% and 80% in 2023. ProMer-
itum subsequently enjoyed its best year yet,
up more than 15.7%.

ProMeritum targets investments within the
EMEA (Europe, Middle East, and Africa). In
addition to technical and industry analysis,
the fund heavily relies on in-depth on-the-
ground research built on extensive personal

relationships.

“The latter is essential,”

“be a ted
frontlgrnarket
mpor ant a
moti‘atln tions e and
- nies then to martch

at theyre actually doing in

assessing risks and opportunities.”

That analysis also applies to understanding
what's driving IMF and World Bank decision
making, whose statements and actions can

directly affect the fund’s positions.

ProMeritum follows a strict set of rules in
making primarily directional opportunistic
trades both long and short. Only about 10%
Hedging
is limited to macro risks. And it rarely de-

of its bets are relative value trades.

ploys leverage.

Its investments are inspired by various cat-

alyst-driven themes. They range from eco-

nomic reforms and political developments,
debt restructuring and compositional chang-
es in credit indices, central bank policy
changes and capital controls. Historically,
the firm has made money on three-quarters

of its themes.

Its portfolio is typically comprised of 50 to
60 positions, grouped around 5 to 10 invest-
ment themes with investment horizons last-
ing from three to nine months. Investment
positions turn over around 8 times a year; its
hedging positions more frequently.

There’s only about $10 billion of dedicat-
ed EM credit hedge funds. Mamai believes
multistrategy funds may double or triple that

exposure. He sees them increasing market li-

‘hty in this 1neﬂic1ent market wi
1‘1ng on ProMeri t‘o

MI

increased exposure to our most idiosyncratic
themes — including the Turkish lira due to
rate rises and the government’s commitment
to economic orthodoxy.” The managers also
see opportunity in an oversold Egyptian
pound, especially in light of GCC commit-
ments to the state and the recent conclusion

of an IMF deal.

Accordingly, the fund has rotated into local
sovereign debt, which should benefit from
currency recovery and declining interest
rates.

Mamai and Zavyalov believe the main mac-
ro risk ahead is uncertainty of what the Fed
This unknown is

will do with interest rates.

increasing volatility.

In business development news, ProMeritum
recently launched a 1.5x levered version of

1t their

lfe span,” says Ma-

mai, “where our longer
trading horizon of up to
nine months enables us to
capture more upside of a
trade while focusing on dif-

ferent, more evolving op-

portunities.”

The managers are cautious-
ly positive for the rest of
the year, noting strong de-

Co-PM Anton Zavyalov /

veloped market data and
resurging commodity prices that are collec-

tively driving demand for EM credit.

But theyre currenty wary of tightening
“we've taken

spreads.  Zavyalov explains,

some Pl'OﬁtS, added Some macro hedges, and

its flagship fund. It’s designed to enhance re-
turns without taking on additional portfolio
risk. Even at today’s higher borrowing rates,
leverage is projected to nick only about 1%
per year of returns.

This independent study is not a recommendation 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. And many thanks to my designer extraor-
dinaire Coco Sallée.

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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