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Executive Summary  
April was a challenging month for equity hedge funds, which, 
in aggregate, were down -0.70%. Overall, hedge funds were 
down -0.17% in April, though global macro and event driven 
gained +0.11% and 0.10%, respectively.  
 

Leverage 
For all accounts in the Prime Brokerage portfolio, gross 
leverage1 notched up from 1.82 to 1.83 (+0.42%) in April. Net 
exposure2

 

 for equity-biased strategies declined for a second 
consecutive month, falling from 0.85 to 0.84 (-1.13%). Net 
leverage also fell, declining from 0.72 to 0.71 (-1.49%).  

Securities Lending   
The U.S Prime Brokerage book experienced moderate net 
covering in April.  Single name equities drove cover activity 
on elevated volume as companies reported first quarter 
earnings, while ETFs and corporate bonds saw increases in 
short exposure. In Asia, Korea was one of the most active 
markets, where shipbuilders continued to slide. In Hong Kong, 
Chinese financial names saw short covering and, in Australia, 
net covering persisted throughout the month. In Europe, Prime 
Brokerage clients were overall net buyers.3

 

 Communications 
experienced the largest net buys and financials saw the largest 
net sells. 

Institutional Investor Sentiment 
The CIG met with investors in the Washington, D.C. and 
Pittsburgh areas in April. Investors in Pittsburgh currently 
favor fundamental strategies, though few are actively making 
new allocations. Investors in Washington D.C. expressed 
interest in strategies with low correlation to other asset classes. 
Investors in Europe remain focused on equity long short, event 
driven and, to a lesser extent, discretionary macro. Korean 
investors continued their push into hedge funds during April 
with RFPs for overseas single manager hedge funds. 
 

Market Perspectives   
With benchmark interest rates likely to remain low well into 
2015, certain risk assets may be bolstered by technical factors 
as investors continue to chase yield. Assets such as high yield 
credit have already seen a decline in the quality of new issues. 
Investors will therefore need to be selective as they strive to 
satisfy return targets. 

                                                 
1 Gross leverage is the total market value of long and short positions divided by clients' 
equity in J.P. Morgan’s Prime Brokerage portfolio. 
2 Calculated for Equity Long Short and Market Neutral funds on J.P. Morgan’s Prime 
Brokerage platform only. Net leverage is defined as the market value of long positions 
(LMV) minus the market value of short positions (SMV), divided by clients’ equity (Eq). 
Net exposure is defined as the ratio of LMV and SMV, minus one. 
3 Selling may denote short selling or selling of long positions. Buying may denote buying 
to go long or buying to cover. 

 
Figure 1: April 2014 performance 
HFRI and Market Indices. Monthly Returns 

 
Source: Bloomberg, Hedge Fund Research 
 

Table 1: Performance of hedge fund strategies and asset classes 
HFRI and Market Indices4

 
 

   Apr-14  2014 
HF Index -0.17% 0.90% 
Equity Hedge -0.70% 0.47% 
Event Driven 0.10% 1.97% 
Macro 0.11% -0.43% 
Relative Value 0.69% 2.95% 
S&P 500 0.74% 2.56% 
Fixed Income 1.12% 3.85% 
CMDTY 0.56% 3.20% 
USD -0.87% -0.70% 
Credit 1.15% 4.16% 

 
Source: Bloomberg, Hedge Fund Research 
 

Figure 2: Hedge fund beta to equities    
Rolling 21-day beta of HFRX equal-weighted index returns to the S&P 500 Total Return 
Index 

 
 Source: Bloomberg, Hedge Fund Research 

                                                 
4 Market indices from Bloomberg are as follows: S&P 500 (SPTR Index), Fixed Income 
(JPMGGLBL Index), CMDTY (SPGSCI Index), USD (DXY Index), and Credit (JULIR 
Index). 

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

HF Index Equity 
Hedge

Event 
Driven

Macro Rel Value S&P 500 Fixed 
Income

CMDTY USD Credit

2,700

2,800

2,900

3,000

3,100

3,200

3,300

3,400

0.01

0.03

0.05

0.07

0.09

0.11

0.13

0.15

0.17

0.19

0.21

Apr-13 Jun-13 Aug-13 Oct-13 Dec-13 Feb-14 Apr-14

Equity Beta (LHS) S&P 500 Total Return Index (RHS)



 

Prime Brokerage Global Hedge Fund Trends – Performance, Leverage, and Risk Exposures 

2 

This material is provided by J.P. Morgan’s Prime Brokerage business for informational purposes only. It is not a product of J.P. Morgan’s Research Departments.  
For Institutional Investors only. For the intended recipient only. The reference period for this publication is April 2014 unless otherwise stated. 

 This section presents a summary of the changes that we have observed in leverage and sector exposures across the range of hedge funds that we 
work with. The confidentiality of our clients’ positions is important to us and as such this information has been aggregated and displayed in an 
anonymous manner in an effort to mitigate the risk of revealing or alluding to any one fund’s exposures. Information may be excluded due to the 
perceived risk of revealing sensitive information. The information discussed is specific to activities on J.P. Morgan’s books, and may not represent 
total client activity. These numbers should only be viewed as representative observations. 
 

Market Overview5

 
 

Most risk assets, including global equities, rallied in April. 
Correlations and volatility spiked unexpectedly mid-month 
amidst a limited selloff, which proved short lived as global 
markets rebounded through month-end. Hedge funds 
underperformed benchmark indices, to some extent as a 
result of managers having positioned themselves for the 
selloff and subsequently being unable to capture the mid- to 
late-month rally. The macro landscape remained largely 
unchanged as the conflict in Ukraine continued to simmer 
and the Federal Open Market Committee (FOMC) meeting 
proved uneventful, with the Federal Reserve continuing to 
trim its bond-buying program as monthly purchases fell to 
$45 billion. 
 

The most noteworthy trend in April was the continued slide 
in global bond yields, which negatively impacted a number of 
hedge funds that had positioned themselves for an uptick in 
rates. Month-over-month, yields on 5- and 10-year Treasuries 
fell 4 basis points and 7 basis points, respectively. 
Accordingly, 5- and 10-year Treasury yields now stand at 
1.68% and 2.65%, respectively. Year-to-date through April, 
the yield on the 10-Year Treasury has come in by 38 basis 
points (See Figure 3) but remained largely range-bound in 
recent months. These moves helped prop up prices for high-
yield credits. Declining yields for high-yield credits (which 
are down 45 basis points year-to-date through April) in turn 
caused U.S. high-yield spreads to tighten to 412 basis points 
and are now near pre-crisis levels. Investors’ ongoing thirst 
for yield was evidenced palpably in the Numericable/Altice 
transaction, the largest high-yield deal in history (equivalent 
to $6 billion USD). Over the longer term, high yield credit 
has shown a consistent upward trend, which is partially 
attributable to the low yield environment as a result of which 
funds are using more leverage to help boost returns (see 
Figure 4). 
 

Although the S&P 5006

                                                 
5 Hedge fund strategy returns are based on data supplied by Hedge Fund Research. 

 finished April up +0.62 %, the index 
was oscillated in a tight range throughout the month, which 
helped create a difficult trading environment. Certain 
subsectors, namely, Internet (QNET) (-7%), Biotech (NBI) (-
5%), Financials (-1.64%) and Consumer Discretionary (-
1.41%) experienced intra-month selloffs. Despite lackluster  

6 Reference is to the SPX Index, not the SPTR Index, as in Table 1. 

 
 

global growth in the first quarter, close-to-zero rate policies 
continue to support equities as well as bonds. However, the 
emerging markets (EM) rally in March suffered a small 
reversal in April as EM equities underperformed developed 
market equities by approximately 2%. With respect to 
geography, the U.S. and Europe remain the best performing 
regions for equities.  
 
Figure 3: 10-year Treasury yields year to date 

 
Source: J.P. Morgan U.S. Fixed Income Strategy 
   
Figure 4: High yield credit long term leverage trend 

 
Source: J.P. Morgan 
 

Despite a significant intra-month spike, implied volatilities, 
except for European equities and rates, continued to fall in 
April, ending the month -3.39% lower. April therefore 
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marked a continuation of the year-to-date theme of flattening 
volatilities, particularly with respect to credit and certain 
commodities. S&P implied correlation rose from 54.04 to 
54.77 (+1.35%) month-over-month.  
 

Figure 5: CBOE S&P 500 Implied Correlation and VIX indices, 
April 2014 

 
Source: Bloomberg 
 
Composite Hedge Fund Performance 
April was a difficult month for hedge funds, which, in 
aggregate, were down -0.17% on the month. April thus 
marked the second consecutive monthly decline for hedge 
funds as an asset class since April and May of 2012. Equity 
long short managers fared the worst among the major hedge 
fund strategies and were off -0.70% month-over-month. At 
the other bookend, relative value strategies posted average 
gains of +0.69%. However, all of the key hedge fund 
strategies underperformed broader equity and fixed income 
indices in April. 
 

Relative Value 
Fixed income relative value managers posted aggregate gains 
of +0.69% in April on top of an aggregate +0.62% increase in 
March. April therefore marked the eight consecutive monthly 
gain for fixed income relative value strategies, which were 
helped by the persistence of lower yields as investors’ 
appetite for safe haven Treasuries remained strong. 
Structured credit once again helped fuel gains, rising +0.85% 
on average and thereby bringing the year-to-date increase to 
+4.04%. Convertible strategies posted month-over-month 
gains of +0.10%. 
 

Event Driven 
Event driven managers posted a narrow aggregate gain of 
+0.10% in April, aided by an uptick in announced merger 
activity – a function of solid funding markets, high levels of 
cash on corporate balance sheets and muted growth, all of 
which incentivize growth via acquisitions. Merger activity 

has been concentrated primarily in the technology and 
pharmaceutical sectors and, to a lesser extent, in basic 
materials. Notable corporate activity in April included 
Pfizer/AstraZeneca and GE/Alstom, along with Apple’s $12 
billion bond offering. Event driven managers, including 
merger arbitrage strategies, also benefitted from positioning 
around Facebook/Oculus VR, Suntory/Beam, Actavis/Forest 
Labs and Tower Financial/Old National Bancorp.  
 

Global Macro 
Global macro strategies were up +0.11% in aggregate month-
over-month. Although systematic strategies ended the month 
with average gains of 9 basis points, a number of medium-
term trend following managers suffered losses as a result of 
going short equity indices earlier in the month and were then 
caught when equities started to rally mid-month. 
Discretionary macro managers were down -0.57% in the 
aggregate, as a number of funds were hurt by predictions that 
U.S. Treasury prices would rise.  
 

Equity Hedge 
April was the worst month for equity long short strategies (-
0.70%) since January, when aggregate monthly losses totaled 
-0.97%. A number of funds suffered losses partly as a result 
of the continued route in momentum stocks, particularly in 
the Technology and Healthcare sectors. In fact, managers 
with strong biases towards those sectors were down -3.65% 
in the aggregate, the worst month-over-month performance 
since January 2008 (-5.29%). Such losses were partially 
offset by funds with higher exposures to defensive sectors 
such as utilities and consumer staples. Those trends continue 
to benefit dividend-paying companies in defensive sectors 
along with investors holding long positions in them. 
Additionally, long positions in large cap, value-oriented 
names helped offset losses among high growth small cap 
stocks, as the Russell 2000 Index suffered a -3.94% decline 
on the month. 
 

Figure 6: Sector performance (S&P 500 Index), April 2014 

 
Source: Bloomberg, Standard & Poor’s 
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Leverage and Risk Exposures 
 
Gross Leverage 
Gross leverage for all accounts in the Prime Brokerage 
portfolio notched up from 1.82 to 1.83 (+0.42%) (See Figure 
7) and gross leverage of levered accounts rose from 2.37 to 
2.38 (+0.51%) (See Figure 8). Despite the “momentum” 
selloff earlier in April, hedge fund clients added risk 
incrementally as equity markets rebounded on healthy 
earnings news and a pronounced uptick in new M&A 
activity. 
 
Figure 7: Daily gross leverage and the S&P 500 Index 

 
Source: Bloomberg, J.P. Morgan Prime Brokerage 
 
Figure 8: Gross leverage (levered accounts) 5-day moving 
average and the S&P 500 Index 

 
Source: Bloomberg, J.P. Morgan Prime Brokerage 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 Figure 9: Daily Gross Leverage vs. CBOE VIX Index 

 
Source: Bloomberg, J.P. Morgan Prime Brokerage 
 
Gross Leverage by Strategy 
Convertible arbitrage (+4.9%), Market Neutral (+4.7%), 
High Yield/Multi-Fixed Income (+3.2%) and Multi-Strategy 
(+0.6%) experienced increases in gross leverage month-over-
month. High Grade Fixed Income (-6.4%) and Equity Long 
Short (-0.8%) saw declines. Market Neutral, Equity Long 
Short and High Yield/Multi-Fixed Income are running gross 
leverage above their two-year average levels.  
 
Figure 10: Gross leverage by strategy 

 
Source: J.P. Morgan Prime Brokerage 
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Table 2: Gross leverage by strategy 
Average and first quartile calculated for the period of April 2012 to April 2014 
 

 
 
Source: J.P. Morgan Prime Brokerage 
 
Net Exposure and Net Leverage 
Net exposure for equity-biased funds declined for a second 
consecutive month during April, falling from 0.85 down to 
0.84 (-1.13%). The value of clients’ long positions increased 
by +1.02% but short positions increased more substantially 
(+1.54%), which helped drive the decline in net exposure. 
Net leverage also fell, declining from 0.72 to 0.71 (-1.49%).   
 
Figure 11: Net exposure and net leverage 
Equity Long Short and Market Neutral funds on the Prime Brokerage platform only. 
LMV: Market value of long positions. SMV: Market value of short positions.  
Eq: Equity in the clients’ accounts 

 
Source: J.P. Morgan Prime Brokerage 
 
Sector Exposures 
The largest month-over-month increase in the long Prime 
Brokerage portfolio was in the Consumer, Non-cyclical 
sector (+0.5%). The largest decline was in the 
Communications sector (-0.5%).  
 
The largest increase in short exposure in April occurred in the 
Communications (-0.6%), Financial (-0.6%) and Industrial (-
0.6%) sectors. The largest rise occurred in Non sector-
specific ETFs (+0.9%) as clients increased their macro 
hedging.  
 
The Prime Brokerage portfolio may have become more 
bullish on the Consumer, Non-cyclical, Technology and 
Utilities sectors, which saw increases in long exposure along 
with decreases in short exposure. The Prime Brokerage 

portfolio may have become less bullish on the Basic 
Materials sector, which experienced a decrease in long 
exposure on the month but an increase in short exposure. 
 
Table 3: Long and short exposures by sector  
Long (Short) exposure by sector as a percentage of total client long (short) exposure in 
Prime Brokerage portfolio 
 
 

  
Long exposure Short exposure 

  Apr-13 Mar 14 Apr-14 Apr-13 Mar-14 Apr-14 

Basic Materials 4.6% 3.9% 3.8% 5.4% 4.3% 4.6% 

Communications 14.4% 16.4% 15.9% 6.7% 6.6% 6.0% 

Consumer, Cyclical 11.4% 11.4% 11.3% 8.2% 7.9% 7.9% 
Consumer, Non-
cyclical 15.3% 14.6% 15.1% 11.1% 11.1% 10.9% 

Diversified 0.3% 0.4% 0.4% 0.0% 0.0% 0.1% 

Energy 9.1% 9.2% 9.5% 7.1% 6.6% 7.0% 
Non sector-specific 
ETF 2.0% 3.3% 3.4% 15.4% 16.1% 17.8% 

Financial 18.1% 17.7% 17.4% 10.9% 8.2% 8.0% 

Industrial 6.4% 6.1% 6.1% 6.4% 7.2% 6.6% 

Technology 4.7% 4.8% 5.2% 7.7% 6.2% 6.0% 

Utilities 1.2% 1.5% 1.5% 1.8% 2.2% 2.0% 

Government 7.2% 7.2% 7.0% 7.2% 9.3% 8.4% 

Other 5.4% 3.6% 3.5% 12.1% 14.3% 14.9% 
 
Source: J.P. Morgan Prime Brokerage 
 
 

Feb-14 Mar-14 Apr-14 Average
First 

Quartile
% Change

Market Neutral 4.58 4.03 4.22 4.01 3.79 4.7%
Equity Long Short 2.16 2.10 2.09 1.94 1.81 -0.8%
Multi-Strategy 1.68 1.72 1.73 1.77 1.73 0.6%
Convertible Arbitrage 3.76 3.50 3.67 3.84 3.65 4.9%
High Grade Fixed Income 2.04 2.25 2.11 2.37 2.08 -6.4%
High Yield/Multi Fixed Income 1.44 1.41 1.46 1.32 1.20 3.2%
PB Portfolio (Levered Accounts) 2.38 2.37 2.38 2.51 2.43 0.5%
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North America Securities Lending 
 

Equities 
The U.S Prime Brokerage book experienced moderate net 
covering in April.  Single name equities drove cover activity 
on elevated volume as companies reported first quarter 
earnings, while ETFs and corporate bonds saw increases in 
short exposure.  Activity around momentum names has been 
volatile and company-specific.  The Technology, Utilities 
and Consumer, Cyclical sectors had the largest decreases in 
short exposure, while the Consumer, Non-cyclical and 
Materials sectors were net shorted.   
 
ETFs  
The U.S. Prime Brokerage ETF book was net short in April 
for the fourth month in a row.   The largest short activity 
occurred in IWM (iShares Russell 2000 Index ETF), SPY 
(SPDR S&P 500 ETF Trust) and JNK (SPDR Barclays 
Capital High Yield Bond ETF).  By contrast, there was 
substantial covering in IYR (iShares US Real Estate ETF), 
XLP (Consumer Staples Select Sector SPDR) and XLB 
(Materials Select Sector SPDR ETF).  The most active ETFs 
included EEM (iShares MSCI Emerging Markets ETF), JNK 
and HYG (iShares iBoxx High Yield Corp. Bond ETF). EEM 
saw the largest uptick in shares outstanding for the month, 
which caused borrow to become far more available in a short 
period of time.  JNK and HYG saw steady demand to short 
without much movement in shares outstanding, which caused 
borrow in both ETFs to tighten. SPY (S&P 500) experienced 
the second largest increase in shares outstanding during April 
behind only EEM.  
 

Event Driven 
 

• Mallinckrodt Pharmaceuticals (MNK) entered into an 
agreement to merge with Questcor Pharmaceuticals Inc. 
(QCOR) in a cash and stock deal valued at 
approximately $5.6 billion. Questcor shareholders will 
receive $30 in cash and 0.897 shares of MNK for each 
share they hold.  Upon completion of the merger, MNK 
shareholders will own 50.5% of the combined company 
and QCOR shareholders will own 49.5%.  The 
transaction is expected to close near the end of the third 
quarter.  Demand for MNK borrow has been muted in 
recent weeks.  
 

• Valeant Pharmaceuticals Intl. Inc. (VRX) proposed to 
combine with Allergan, Inc. (AGN) in what would be the 
largest pharmaceuticals transaction since 2009.  AGN 
shareholders will have the ability to elect a mix of stock 

and cash subject to proration such that the aggregate 
consideration is $48.30 in cash and 0.830 shares of 
VRX.  VRX borrow has been active since the deal 
announcement and is currently available at GC rates. 

Fixed Income 
The Prime Brokerage fixed income book ended April net 
short for a third consecutive month. Short activity was driven 
primarily by the Energy, Utility, Consumer Cyclical and 
Non-cyclical sectors.  The following single name capital 
structures experienced the most activity: PPL Energy Supply, 
LLC (PPL), Momentive Performance Materials Inc. 
(MOMENT), Essar Steer Algoma (ALGCN), and Sun 
Products Corp. (SUNPRD).  The convertible bond book was 
net covered on the month, although there was short interest in 
Micron Technology, Inc. (Mu 3 % 11/15/43), Intel Corp. 
(INTC 2.95% 12/15/35), Lam Research Corp. ( LRCX 1 ¼ 
 5/15/18), and Hologic, Inc. ( HOLX 2% 3/1/42). 
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Figure 12: Cumulative net activity 
Market value change of activity across equities, ETFs, and fixed income  

 
 
Source: J.P. Morgan Securities Lending 
 
Figure 13: Rolling 1-month daily short flow 
Daily Activity Relative to 30-Day Average (LHS) and S&P 500 Index (RHS) 

 
Source: Bloomberg, J.P. Morgan Securities Lending 

 
Table 4: U.S. securities lending trends by sector 
For the month of April 2014 
 

  5 Day 30 Day 90 Day 

  
Price 

Change 

Position 
Change 
(shares) 

Price 
Change 

Position 
Change 
(shares) 

Price 
Change 

Position 
Change 
(shares) 

Consumer, Non-cyclical (0.9%) 0.4%  (1.0%) 2.8%  (2.4%) 4.9%  
Financial (1.0%) 1.6%  0.5%  78.5%  0.0%  65.8%  
Technology (3.2%) (1.3%) (2.7%) (3.9%) (1.9%) (6.9%) 
Energy 0.4%  (2.3%) 6.1%  (2.8%) 6.0%  (6.9%) 
Communications (3.5%) 2.4%  (3.2%) (0.7%) (7.1%) 10.0%  
Industrial (1.4%) 0.7%  1.0%  (4.8%) 0.5%  (5.3%) 
Consumer, Cyclical (1.4%) (1.2%) (0.6%) (5.0%) 1.3%  (10.3%) 
Basic Materials (0.6%) 0.9%  1.2%  3.1%  3.1%  5.6%  
Utilities 1.4%  (1.9%) 5.4%  (10.5%) 4.7%  5.2%  

 
Source: J.P. Morgan Securities Lending 

 
 
 
 

Table 5: U.S. securities lending trends by ETFs 
For the month of April 2014 
 

  5 Day 30 Day 90 Day 

  
Price 

Change 

Position 
Change 
(shares) 

Price 
Change 

Position 
Change 
(shares) 

Price 
Change 

Position 
Change 
(shares) 

 
SPDR S&P 500 ETF 
TRUST 

(0.0%) 5.1%  1.8%  6.8%  2.7%  31.8%  

ISHARES RUSSELL 2000 (2.9%) 3.3%  (2.5%) 18.6%  (4.3%) 65.4%  
ISHARES US REAL 
ESTATE ETF 0.3%  (2.1%) 3.8%  (13.8%) 6.3%  (18.6%) 
SHARES IBOXX HIGH 
YIELD CORP BOND ETF 0.2%  1.5%  0.3%  6.6%  1.1%  124.5%  
POWERSHARES QQQ 
TRUST, SERIES 1 (0.5%) 25.0%  0.4%  1.6%  (1.4%) 63.8%  
SPDR BARCLAYS 
CAPITAL HIGH YIELD 
BOND ETF 0.1%  0.4%  0.6%  23.9%  1.4%  65.1%  

UTILITIES SELECT 
SECTOR SPDR FUND 1.9%  (43.5%) 5.3%  (44.3%) 12.3%  (33.0%) 

SPDR S&P OIL & GAS 
EXPLORE & PROD. (ETF)  

0.3%  (5.2%) 9.7%  10.0%  13.6%  15.0%  
ISHARES MSCI 
EMERGING MARKETS 
ETF 

(0.5%) (22.0%) 2.5%  (22.9%) 5.6%  (58.1%) 

INDUSTRIAL SELECT 
SECTOR SPDR (0.6%) 11.0%  2.5%  (6.5%) 2.2%  2.6%  

 
Source: J.P. Morgan Securities Lending 
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International Securities Lending 
 

EMEA 
Clients on the Prime Brokerage platform were overall net 
buyers in April. Communications experienced the largest net 
buys and financials saw the largest net sells. Government 
bonds saw net buys, with clients particularly active in 
Germany, Spain and Italy.  
 

Gemalto NV (GTO FP) remains the largest short by 
percentage of float in the Euro Stoxx 600. There was 
significant interest in Quindell PLC (QPP LN), which was 
already a difficult borrow. April also saw heightened borrow 
demand for Bank AE (ALPHA GA), National Bank of 
Greece SA (ETE GA) and Eurobank Ergasias SA (EUROB 
GA). 
 

In the event driven arena, many hedge funds bought back 
shorts in Metso Corporation (MEO1V FH) given the 
proposed all cash merger with Weir Group PLC (WEIR LN). 
Clients also continue to hold positions in M&A deals, 
including Vivendi/ Numericable (Altrice) & Bouyges, 
AMEC plc/Foster Wheeler, Publicis/Omnicom, and Liberty 
Global/ Ziggo.  
 

In terms of capital raising events, Peugeot was most in 
demand alongside Banca Popolare di Milano Scarl 
(BPM:IM). April also saw large recalls in Banca Carige SpA 
(CRG IM). Finally, hedge funds returned borrow in Banca 
Espirito Santo (BES PL) given uncertainty around the form 
and timing of any capital raising.  
 

In the convertible bond space, there was heavy demand in 
Liberbank SA (LBK) as the share conversion drew closer. On 
the back of Sacyr SA’s (SCYR SM) launch of a new €250 
million five-year issue, there was an initial flurry of interest 
after which clients quickly returned borrow. Demand for 
borrow in Gulf Keystone Petroleum Ltd (GKP LN) remains 
high, though supply is illiquid.  
 

Asia Pacific Ex-Japan 
 

Taiwan 
Heading into annual general meetings, a number of small 
recalls hit the market. Technology names, especially “Apple 
plays,” moved higher on the month on improved sales 
forecasts. HTC Corp. (2498 TW) experienced short covering 
as a result of better-than-expected M8 handset sales. Inotera 
Memories Inc. (3474 TW) saw increased demand though 
supply remained very tight.  
 
 
 
 

Hong Kong 
Chinese financial names saw short covering after a number of 
such stocks moved +10-15% earlier in the month. April also 
saw renewed short interest in Chinese auto names, especially  
Byd Co. Ltd. (1211 HK) after the HSI Index inclusion in 
March helped drive the share price up +30%.  Chinese 
property names also were in demand in light of weaker sales 
figures. Evergrande Real Estate Group Ltd. (3333 HK) was 
the most located name throughout April.  We saw funds 
continue to play the Tencent Holdings Ltd. (700 HK) stub 
versus Naspers Ltd. (NPN SJ) and the Anhui Conch Cement 
Co. Ltd. (600585 CH/914 HK) A/H spread.   
 

Korea 
Korea was one of the most active markets in 
April. Shipbuilders continued to slide on the back of the 
concerns on cost overruns; Samsung Heavy (010140 KS) was 
down -12%.  Technology names saw mixed performance; 
LGE (066570 KS) initially saw covering in a rally before 
shorts were initiated later in the month as buying momentum 
faded.  Steel names were down on long unwinds and there 
was buying across the construction sector. Hanwha Chem 
(009830 KS) saw ongoing demand on its GDR issuance. 
 

Japan 
Although recent months had seen a steady increase in locates, 
particularly with respect to small cap names, April witnessed 
an increase in borrowing, especially for blue chips such as 
Yahoo Japan Corp. (4689 JP), Nintendo Co. Ltd. (7974 JP) 
and Rakuten Inc. (4755 JP). News that Sharp Corp. (6753 JP) 
may be looking to raise capital helped catalyze increased 
borrow demand. Further, news that the government may seek 
to deregulate the consumer finance sector helped to attract 
borrow in Acom Co. Ltd. (8572 JP) and Aiful Corp. (8515 
JP). 
 

Australia 
There was net covering throughout April, especially for 
materials and consumer names. Hedge funds covered shorts 
in Rio Tinto Limited (RIO AX), Boral Limited (BLD AX) 
and Orica Limited (ORI AX). Iron Ore miner Fortescue 
Metals Group Ltd. (FMG AX) saw heavy covering at the 
beginning on the month but renewed short interest towards 
month-end on iron ore price weakness. April also saw a 
pickup in financial shorting as funds targeted Australian 
banks Westpac FPO (WBC AX), ANZ Bank FPO (ANZ AX) 
and NAT. Bank FPO (NAB AU). Merger arbitrage plays 
returned following South African retailer Woolworths 
Holdings Ltd. (WHL SJ) cross border bid for Australian 
retailer David Jones Limited (DJS AX).  
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Institutional Investor Sentiment 
 

North America 
The CIG met with investors in the Pittsburgh and 
Washington, D.C. areas during April. Many of the 
endowments and foundations in the Pittsburgh area use 
consultants. Most of the investors with which the CIG met 
reported being satisfied with their current portfolios. 
Consequently, it is unlikely that investors in the area will be 
making significant new allocations in the coming months, 
since doing so would require redemptions from existing 
managers, which the investors seemed not to prefer currently.  
 

Most investors with which CIG met in the Pittsburgh area 
currently favor fundamental strategies. Allocators expressed 
interest in lower beta strategies such as multi-strategy, macro 
and long short credit. Managers seeking large allocations 
may find this area challenging, as there are few investors that 
write tickets of $100 million or more. However, portfolio 
turnover among investors in the region is minimal.  
Therefore, allocations from this group tend to be sticky. 
 

While investors in the Washington, D.C. area remain bullish 
overall with respect to hedge funds, they are highly selective 
in adding to their portfolios. A recurrent theme among such 
investors is interest in strategies with low correlation to other 
asset classes. Other strategies of interest include global 
macro, both discretionary and systematic, and multi-strategy. 
 

EMEA  
Investors in Europe remain focused on equity long short, 
event driven and, to some extent, discretionary macro 
strategies. Within equity long short, interest remains 
pronounced for managers running lower or actively managed 
net exposures. Sector-specific funds also are garnering more 
interest in the long short space. Furthermore, there has been 
increased discussion about commodity hedge fund strategies, 
though not to the extent that would constitute a trend. Several 
investors have indicated that portfolio performance has been 
challenging in recent weeks, as some of their more 
directional holdings have detracted significantly from returns. 
 

Asia Pacific 
The Korean investor base continued its measured push into 
hedge funds during April with RFPs for overseas single 
manager hedge funds.  Most Australian institutions remain 
very interested in global macro managers. In Japan, appetite 
remains strongest for hedge fund strategies with low 
volatility. Among Japanese investors, interest is also strong in 
funds benefitting from regulatory capital opportunities as 
well as strategies that can serve as a hedge for potential 

interest rate risk. April also saw increased appetite among 
global investors for Japanese equity long short strategies. 
Several FoFs expressed interest in dynamic Asia multi-
strategy, macro and trading-oriented equity long short 
managers. 
 

Table 6: Investor strategies of interest by region7

 

 

  North America EMEA Asia Pacific 

 
Direction of 

Interest 
Level of 
Interest 

Direction of 
Interest 

Level of 
Interest 

Direction of 
Interest 

Level of 
Interest 

Convertible 
Arbitrage Neutral  Neutral  Neutral  

       

Credit: 
Distressed Neutral  Neutral  Neutral  

       
Credit: 
Long/Short Neutral  Decreasing  Neutral  

       

Equity Long 
Short Neutral  Neutral  Increasing  

       

Event 
Driven Neutral  Neutral  Increasing  

       

Macro Neutral  Neutral  Neutral  

       
Emerging 
Markets Neutral  Increasing  Neutral  

       

CTA Decreasing  Neutral  Neutral  

       

Market 
Neutral-
Quant 

Neutral  Increasing  Neutral  

       

Structured 
Credit Neutral  Neutral  Neutral  

Legend  
Low Interest  
  

Medium Interest  
  

High Interest  
 

Source: J.P. Morgan Capital Introduction Group

                                                 
7 This information comes from CIG conference calls and meetings with global hedge 
fund managers and institutional investors. This table represents views of the CIG team 
and may not be completely exhaustive. 
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April Commentary  
 
April ushered in a mixed picture with respect to economic 
data. On one hand, the employment report handily exceeded 
economists’ expectations with 288,000 non-farm payrolls 
created and an upward revision of 36,000 for the prior two 
months, which resulted in the unemployment rate falling to 
6.3%. (The decline was driven partly by a -0.4% decline in 
labor force participation.) Additionally, the April ISM 
manufacturing survey rose +1.2 points to 54.9 while the 
Case-Shiller 20-city composite house price index increased 
+0.76% in February in line with expectations. On the other 
hand, real GDP rose by a meager 0.1% in the first quarter and 
the Conference Board consumer confidence index came in at 
82.3, weaker than the consensus expectation of 83.2. 
 
The net result was an economic snapshot that was sufficiently 
robust for the FOMC to continue on its planned path of 
tapering bond purchases by $10 billion per month. At the 
same time, though, growth – and, concomitantly, inflation – 
remains anemic enough that the Federal Reserve is unlikely 
to raise the target federal funds rate, which has remained at 0 
to 0.25% since December 2008. Accordingly, the low rate 
environment is likely to persist well into the latter part of 
2015. The low rate environment may result in certain risk 
assets being supported by technical rather than fundamental 
factors. Among certain risk assets such as high yield credit, 
there has already been an incipient deterioration in the quality 
of new issues, a trend that could persist driven wholly by 
technicals. Investors may need to be increasingly selective as 
they search for higher yielding targets as they strive to satisfy 
return targets.  
 
The following sections are excerpts from J.P. Morgan 
Research publications. The full publications can be 
accessed via the sources provided in the footnotes below. 
 

The impact of sanctions on Euro area growth8

 
 

The Euro area looks to be moving quickly toward a 2% 
growth pace. In our view, this cyclical upswing is well 
supported domestically by a significant easing of financial 
conditions, the existence of pent-up demand, competitiveness 
improvements across the periphery and structural and 
institutional reforms. With domestic dynamics looking good, 
growth is only likely to falter if there is an external shock. An 
escalation of the Ukrainian crisis is one potential external 

                                                 
8 J.P. Morgan Economic and Policy Research, Economic Research Note, May 2, 2014, 
https://jpmm.com/research/content/GPS-1384315-0. 

shock. In this note, we explore how an escalation of sanctions 
could impact Euro area growth. 
 
In our view, the direct impact on Euro area growth of reduced 
exports or capital flows from the Euro area to Russia is likely 
to be small. This is essentially our central view: even in the 
event of additional sanctions, Euro area growth can still run 
at close to 2% ar. In order to get a meaningful macro impact 
from the Ukrainian crisis there needs to be either a 
curtailment of energy exports from Russia to the Euro area or 
a significant hit to global confidence and risk appetite. We do 
not expect either of these to happen, but they remain risks. If 
either of these were to happen, then Euro area growth would 
be impacted. In a worst-case scenario, the region could be 
pushed back towards recession. This would likely reawaken 
fears about sovereign and bank solvency. The main 
consolation relative to the 2011/12 period is that in the event 
of renewed economic weakness or financial market stress, the 
ECB would quickly initiate unconventional monetary easing. 
 
No major cold yet in Asia after China's sneeze 9

 
 

Since China’s accession to the WTO in 2001, the share of 
Asia’s exports to China has risen to 28% of total exports in 
4Q13 from 13% in 1Q02 (first chart). Regional trade 
exposures to China have risen in tandem, with Taiwan’s 
exports to China accounting for 16.7% of GDP in 2013 and 
Singapore’s 16.4%. 
 
With regional trade exposures to China increasingly 
significant, the risk is that the slowdown in China’s domestic 
demand following “credit tapering” could spill over to the 
rest of the region (see “ China: tightened liquidity amid credit 
tapering ,” GDW, November 29, 2013). However, more 
detailed observations of China’s import demand suggest that 
not all imports are ultimately consumed in China. Indeed, 
breaking down the import data into the more granular one-
digit SITC (Standardized International Trade Classification) 
level, the evidence suggests a more nuanced picture of the 
demand behind China’s imports (table). Indeed, Asia's 
exports to China tend to be higher-end manufactured goods 
and less in primary materials. 
 
The upshot is that higher-end manufactured goods imports, 
subsumed under SITC 7 and 8 (43% of total Chinese imports) 
appear to be driven more by external demand than domestic 

                                                 
9 J.P. Morgan emerging Markets, Asia, Economic & Policy Research, Economic 
Research Note, April 25, 2014, https://jpmm.com/research/content/GPS-1376791-0. 
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demand (third chart). This likely reflects the influence of 
integrated product supply chains in driving intra-regional 
trade, of which China is a key participant. By contrast, 
imports of primary goods, categorized under SITC 0 to 4 
(34% of total imports), appear to be driven more by domestic 
demand than external demand, and fixed asset investment, 
rather than consumption, drives demand for such goods. 
 
Thus, the implication of China’s domestic demand slowdown 
for the Asia region could be more benign than initial 
observations might suggest. Indeed, around 60% of the 
region’s exports to China consist of the less domestically 
sensitive SITC 7-8 components, though this varies materially 
between countries. The North Asian countries tend to be 
more exposed to the higher-end manufactured goods trade 
while the South-East Asian countries tend to be more 
involved in primary products. This implies that the impact on 
the region will be similarly divergent, depending on the type 
of goods a country exports to China, with Malaysia, 
Thailand, and Indonesia likely to be more exposed to China’s 
slowdown. 
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Research Departments. This Material includes data and viewpoints from 
various departments and businesses within JPMorgan Chase & Co., as well 
as from third parties unaffiliated with JPMorgan Chase & Co. and its 
subsidiaries. The generalized hedge fund and institutional investor 
information presented in this Material, including trends referred to herein, 
are not intended to be representative of the hedge fund and institutional 
investor communities at large. This Material is provided directly to 
professional and institutional investors and is not intended for nor may it be 
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This Material has not been verified for accuracy or completeness by 
JPMorgan Chase & Co. or by any of its subsidiaries, affiliates, successors, 
assigns, agents, or by any of their respective officers, directors, employees, 
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contained in this Material. Users of this Material are encouraged to seek their 
own professional experts as they deem appropriate including, but not limited 
to, tax, financial, legal, investment or equivalent advisers, in relation to the 
subject matter covered by this Material. JPMorgan makes no representations 
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constitute, or be construed as constituting or be deemed to constitute 
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as a fiduciary of any person or institution for any purpose in relation to 
Material. This Material shall not be construed as constituting or be deemed 
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offer to buy or sell any securities or constitute advice to buy or sell any 
security. This Material is not intended as tax, legal, financial or equivalent 
advice and should not be regarded or used as such. The Material should not 
be relied upon for compliance. 
 
An investment in a hedge fund is speculative and involves a high degree of 
risk, which each investor must carefully consider. Returns generated from an 

investment in a hedge fund may not adequately compensate investors for the 
business and financial risks assumed. An investor in hedge funds could lose 
all or a substantial amount of its investment. While hedge funds are subject 
to market risks common to other types of investments, including market 
volatility, hedge funds employ certain trading techniques, such as the use of 
leveraging and other speculative investment practices that may increase the 
risk of investment loss. Other risks associated with hedge fund investments 
include, but are not limited to, the fact that hedge funds: can be highly 
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have restrictions on transferring interests in the fund; and may affect a 
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transactions or make markets in securities or financial instruments mentioned 
herein (or derivatives with respect thereto), or provide advice or loans to, or 
participate in the underwriting or restructuring of the obligations of, issuers 
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IRS Circular 230 Disclosure: JPMorgan Chase & Co. and its affiliates do not 
provide tax advice. Accordingly, any discussion of U.S. tax matters included 
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