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MAY 15, 2014            

 

MFA RELEASES DATA ANALYSIS OF HEDGE FUND PERFORMANCE DURING VOLATILITY 

INVESTORS VIEW HEDGE FUNDS AS A TOOL TO DIVERSIFY THEIR PORTFOLIO, MANAGE RISK AND 

GENERATE UNCORRELATED RETURNS 

 

WASHINGTON, D.C. (May 15, 2014) – Managed Funds Association President and CEO Richard H. Baker today 

issued the following statement: 

 

“In recent weeks there has been renewed discussion concerning the significance of hedge funds during periods of 

market volatility, and suggestions that hedge funds may magnify shocks to the system. Managed Funds Association 

believes that there are several facts that must be considered in any analysis of the hedge fund industry’s relationship to 

the financial system. Hedge funds play an important role as a source of capital and liquidity particularly during times of 

market instability by, among other things, often taking contrarian positions when markets are selling off.  

 

According to research from Deutsche Banki, ‘since the financial crisis, the institutional investor community has 

increasingly looked to hedge funds as a source of diversification and a way of targeting uncorrelated, superior risk-

adjusted returns.’ Currently, 66%ii of the $2.7 trillioniii in global hedge fund assets represent investments made by 

institutional investors such as pension funds, endowments, and foundations. These investors seek the kind of returns 

exemplified in the chart below, which illustrates performance during 2012. During April and May, the markets were 

highly volatile, and the S&P 500 Volatility Index (VIX) shot up 84% during a ~70-day period, ending June 1. During 

this period the two major benchmarks, the S&P 500 and the MSCI World sank, yet hedge funds, remained relatively 

steady. 

 

 

Deutsche Bank: Eleventh Annual Alternative Investment Survey, February 2013 
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Additionally, recent research from Credit Suisseiv shows that ‘diversified/uncorrelated returns versus equity markets 

were the notable key objectives that pension funds particularly looked for in their hedge fund investments.’   

 

 

 
 

Further, Commonfundv has found that ‘the single largest area of growth over time has been in the group of managers 

with the lowest percentage of their returns explained by those of the broad equity market.’ Recent discussions of 

systemic risk treat hedge funds as if they have uniform structures and strategies. In reality, hedge funds differ 

dramatically in terms of size, structure, strategy, and investment focus. The chart belowvi illustrates that funds’ beta, or 

their risk relative to a benchmark (in this case the S&P 500), can differ significantly based on strategy. In practice, 

research from Commonfundvii found that the most growth in hedge funds has been with managers who have the 

lowest percentage of their returns tied to equities market performance. 

 

 

 
 

 

 

 

Credit Suisse 2013 Global Survey of Hedge Fund Investor Appetite 

J.P. Morgan: Hedge Fund Beta to Equities 
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Finally, central to recent discussions about hedge funds and their role in the financial system is the use of leverage. 

While some have claimed hedge funds are ‘highly leveraged,’ the data – from regulators and academics – tell a different 

story. The SEC’s 2013 report on systemic risk dataviii collected from private funds puts hedge fund industry leverage 

around 1:3. Regarding leverage in times of crisis, Andrew Ang found in his 2011 paper ‘Hedge Fund Leverage’ix that 

‘hedge fund leverage is counter-cyclical.’ As shown in the graphic below, at the peak of the financial crisis in 2009 

investment bank leverage reached 1:40, while hedge fund leverage registered as 1:1.4. Both data sets demonstrate 

unequivocally that hedge funds de-leveraged leading up to and during the financial crisis, and today maintain a relatively 

low level of leverage.” 

 

 
 

 

More information, industry data and research is available on MFA’s website www.managedfunds.org, regarding all 

aspects of the global hedge fund and managed futures industry. 
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About Managed Funds Association 

The Managed Funds Association (MFA) represents the global alternative investment industry and its 

investors by advocating for sound industry practices and public policies that foster efficient, transparent, and 

fair capital markets. MFA, based in Washington, DC, is an advocacy, education, and communications 

organization established to enable hedge fund and managed futures firms in the alternative investment 

industry to participate in public policy discourse, share best practices and learn from peers, and communicate 

the industry’s contributions to the global economy. MFA members help pension plans, university 

endowments, charitable organizations, qualified individuals and other institutional investors to diversify their 

investments, manage risk, and generate attractive returns. MFA has cultivated a global membership and 

actively engages with regulators and policy makers in Asia, Europe, North and South America, and all other 

regions where MFA members are market participants. For more information, please 

visit: www.managedfunds.org. 
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