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FOREWORD
Novare is pleased to present the 13th edition of its annual
hedge fund survey. Hedge funds have been included under the
regulation of the local Collective Investment Schemes Control Act
also known as CISCA. Under the new regulation, hedge funds will
be more accessible to a broader investor base.
As part of this survey, we will report on the regulatory changes
and how these changes have unravelled in the period under
review for 01 July 2015 - 30 June 2016. We encourage readers to
be mindful that the industry is still in the process of transitioning
and adapting to the regulated environment. Amidst these new
developments, we have endeavoured to keep the survey similar
to that of the previous periods as to build on the data and insights
gathered and communicated over the past 12 years. Though the
transition into the regulated environment is still in its infancy,
some changes in the reported findings can be directly attributed
to the regulation.
This year a total of 53 asset managers, collectively managing
over 106 uniquely mandated hedge funds, participated in the

survey. The shrinkage in numbers (when compared to that of
the 2015 survey) is a result of the strategy, structured finance,
no longer being classified as hedge funds under the new hedge
fund regulation and other funds that have elected to stay in their
current legal structure. Some funds will, therefore, no longer be
classified as hedge funds.
Participation is voluntary and the survey focuses solely on
single-manager, South African domiciled hedge funds that invest
predominantly in South African financial markets.
The intention of this hedge fund survey is to provide key insights
into the industry, mainly highlighting changes over the past 12
months ending 30 June 2016. All data is expressed as a percentage
of the total industry or strategy assets under management, unless
stated otherwise.
We hope you find this report useful, and we welcomejany
feedback you may have. For more information visit
www.novare.com or contact Retaildistribution@novare.com.
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HEDGE FU N DS 1 0 1
WHAT IS A HEDGE FUND?
Hedge Funds aim to achieve positive returns at a reduced level of
risk. Characteristics making hedge funds unique includes the use
of derivatives, short selling, leveraging etc. to be able to extract
positive performance in both upward or downward trending
financial markets. Although hedge funds invest in the same asset
classes as traditional unit trust funds, it can take advantage of
a wide range of price adjustments and thereby generate other
sources of return. Hedge funds tend to have low correlations to
traditional portfolios of stocks and bonds, therefore, allocating an
exposure to hedge funds can be a good diversifier.

Board Notice 52 of 2015, is:
any person who invests a minimum investment amount of
R1 million per hedge fund and who –
(a) has demonstrable knowledge and experience in financial and
business matters which would enable the investor to assess the
merits and risks of a hedge fund; or
(b) has appointed a Financial Services Provider (FSP) who has
demonstrable knowledge and experience to advise the investor
regarding the merits and risks of a hedge fund investment.

Under the new regulation, CISCA classifies hedge funds into two
categories- retail investor funds (RIHF) which have more stringent
regulation requirements, and qualified investor hedge funds (QIHF).

A retail investor hedge fund is defined as a hedge fund in which any
investor may invest because it meets the requirements set out by
the FSB.

A Qualified investor, as defined by the Financial Service Board (FSB)

Some of the other characteristics are tabulated below:

R E T A I L I N VE S T O R HED GE F UN D S

Q UA LI F I ED I N V ES TO R HED GE FUNDS

Investors

Available to general public (varying minimums)

Only available to qualified investors (>R1,000,000)

Gross exposure limit
VAR limit

< 200%
< 20%

Not defined
Not defined

Disclosure to clients

Monthly

Quarterly

Max equity holdings

< 10%

Not defined

Investor liquidity

Calendar month

90 days

Risk management

Daily

Daily

Marketing

Able to solicit investments from all investors.

Only solicit and accept investments from a
restricted pool of qualified investors.

TAKING A LOOK AT INDUSTRY REGULATION
After the 2008 Global Financial Crisis, the Group of Twenty (G20)
dedicated itself to enhanced regulation and oversight of private
pools of capital, which included hedge funds. South Africa, as a
member of the G20, then embarked on a consultative process
with the South African hedge fund industry to create suitable
regulation to monitor systemic risk and also enhance investor
protection.

funds being regulated under CISCA. CISCA also regulates the wellknown unit trust industry.

Most hedge funds in South Africa operate as collective
investments, therefore it was decided that hedge fund regulation
should be in line with existing collective investment regulation.
To address the regulation of the hedge fund product, the FSB
together with National Treasury and industry players embarked
on a consultative process to understand the South African hedge
fund landscape and compile suitable regulation, which saw hedge

Although hedge fund specific regulation is only coming into
effect now, hedge fund asset managers have been regulated
under the Financial Advisory and Intermediary Services Act (FAIS)
since October 2007 under a separate license category, CATIIA.
Discretionary asset managers (unit trust asset managers) require
a CATII licence.

According to the Association for Savings and Investments South
Africa (ASISA) the unit trust industry managed assets of R2.0
trillion and offered investors 1403 portfolios at the end of June
2016.
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One of the main objectives of the regulation of hedge funds by
National Treasury is the monitoring and measuring of systemic
risk while enhancing product requirements to protect investor
interest.
Other benefits to clients include:
•

Uniform structures similar to the current unit trust
environment which manages more than R2.0 trillion of assets;

•

Compelled to appoint an independent trustee. The trustee is
usually a bank that is not affiliated with the unit trust company
or asset manager;

•

Additional risk management and compliance monitoring
of hedge funds performed independently from the asset
manager;

•

Ongoing supervision by the FSB, aligning hedge funds to the
local unit trust industry;

•

Promotion of industry integrity;

•

Enhanced transparency for investors including fees, more
frequent disclosure and portfolio turnover.

In addition, in terms of CISCA that also regulates unit trusts,
funds are prohibited from making certain investments which
may result in more portfolio risk.
One of the requirements under the new regulation is for a
hedge fund to appoint a management company (Manco) for all
administrative, operational and risk monitoring duties and for
the appointed Manco to be approved by the FSB. This is similar
to the set-up of the well-known and established unit trust
environment. According to the FSB, as at 30 June 2016, eight
Manco’s have been approved for eight retail investment schemes
and 10 qualified schemes. Between the approved Manco’s, 255
portfolios have been approved including those for fund of funds
of which 167 portfolios are single manager hedge funds, these
include several segregated portfolios which all have the same
mandate. Though the portfolios have been approved by the FSB,
it does not necessarily mean that they have been launched or
opened for new investments.
Going forward all hedge fund products will require the services
of a Manco which is approved by the FSB for hedge funds.

THE EVOLUTION OF SOUTH AFRICAN
HE DGE FUNDS

First South African single manager
hedge fund established.

FSB starts regulating hedge fund
managers, requiring that they
hold a CAT II A licence.

1995

2007

1949
Alfred Winslow
Jones coins
the term ‘hedge
fund’.

2003
First fund of hedge
funds created.

The FSB and National Treasury
embarked on a process to enhance
and expand the scope of regulation
and oversight over hedge funds. A
proposed framework for regulating
hedge funds in South Africa was
released and after engagement with
industry, draft regulation for public
comment was released in April 2014.

2012
2011

Introduction of Regulation
28 for pension funds which
introduced a 10% investment
allocation limit to hedge
funds. Previously the
regulation did not explicitly
refer to hedge funds.

2015
National Treasury and FSB
finalises regulation of hedge
funds. Hedge funds are
regulated under the existing
Collective Investment
Schemes Control Act, No. 45
of 2002 (CISCA).
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WHAT WE REVIEW
ASSETS UNDER
MANAGEMENT

STRATEGY
BEHAVIOUR

STRATEGY
ASSETS

PERFORMANCE

INVESTORS

FEES

OPERATIONS

STRUCTURE

1.

Assets under management: Looks at industry assets growth
since inception of the survey in 2002. The main drivers of asset
growth have varied over time but each year the survey has
attempted to give a comprehensive picture of these drivers.

2.

Strategy assets: This is a representation of strategy as
a portion of total assets under management. Assets are
reviewed by net flows and by growth in strategy. The aim is to
measure which strategy houses the bulk of the assets.

Manco responsibilities. This is to give insight regarding the
operational efficiency of hedge funds, transparency into the
smooth running of hedge funds, its capabilities and resources.
5.

Structure: The legal structure of a hedge fund is important
as it highlights who will bear the brunt of liabilities should
extreme losses be incurred.

6.

Fees: This section covers fees, how the fees are calculated as
well as the trends with regard to the costs.

3.

Investors: This section investigates the type of investors for
hedge funds as well as possible trends in new investors and/
or allocators.

7.

Performance: Performance of the entire industry across
strategy and across different fund size. This shows where the
bulk of the industry returns came from.

4.

Operations: This section covers the operational aspects of
the hedge fund. For the purpose of this survey it has been
grouped according to Manco responsibilities and non-

8.

Strategy behaviour: This is viewed per strategy. The gross
and net exposure is analysed to examine the risk that
managers have taken on during the period under review.
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SURVEY HIGHLIGHTS
•

AUM R68.6 billion increase mostly from solid returns
(i.e. due to performance)

•

Increase in funds which make use of more than one
prime broker

•

First daily dealing retail hedge fund launched

•

Higher hurdle rates for performance fees

•

Increase in the number of hard closed funds

•

Introduction of Collective Investment Scheme Trusts

•

The equity market neutral strategy was the leading
strategy in terms of net inflows

•

•

Decrease in annual management fees

More than two thirds (67.8%) of managers have
elected to be Qualified Investor Hedge Funds
and only 32.1% are Retail Investor Hedge Funds.

“

It should be noted that funds who elected not to be classified as hedge funds in light of the new regulation
were not included in the survey.

LET US EXPLAIN…
Long Position

Short Position

The buying of a security such as a stock, commodity or currency,
with the expectation that the asset will rise in value.

The sale of a borrowed security, commodity or currency with the
expectation that the asset will fall in value.

For example, an owner of shares in Stock Water is said to be “long
Water” or “has a long position in Stock Water”

For example, if a manager borrows and sells Stock Mabone, it
is said to be “short Mabone” or “has a short position in Stock
Mabone”

FOR EXAMPLE

FOR EXAMPLE

Long Position

Short Position

Buy 10 Water shares @ R100 per share (with the expectation that
the asset will rise in value).

Borrows 10 Mabone shares and sells on the open market @ R100
per share (with the expectation that the asset will fall in value).

Total Investment = R100 x 10 = R1000
Share price rises to R135 per share
Portfolio Value = R135 x 10 = R1350

Share price declines to R75 per share
Portfolio Value = R75 x 10 = R750

Profit (when selling) = R1350 – R1000 = R350 / R35 per share

Profit (when buying back) = R1000 – R750 = R250 / R25 per share
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DIFFERENT TYPES OF STRATEGIES
Equity long/short:
Funds aim to generate positive returns by being simultaneously
long and short in the equity market. Market risk is reduced while
company-specific risk is retained. The majority of local equity
long/short funds tend to be long biased.

positions in the market to take advantage of small price
discrepancies while limiting interest rate risk.
This general strategy type includes basis (e.g. cash vs. futures),
yield-curve and credit spread trading, as well as volatility
arbitrage.

An investing strategy of taking long positions in stocks that
are expected to appreciate and short positions in stocks that
are expected to decline. A long/short equity strategy seeks to
minimise market exposure, while profiting from stock gains in the
long positions and price declines in the short positions.

Statistical arbitrage:

Equity market neutral:

Volatility arbitrage:

Funds take similar sized long and short positions in related equity
sectors with the effect that directional market risk is offset.

Funds aim to exploit mispricing between similar instruments
where the mispricing is the result of different volatility
assumptions by price makers.

A strategy undertaken by a manager that seeks to profit from
both increasing and decreasing prices. Market-neutral strategies
are often attained by taking matching long and short positions
in different stocks to benefit from mispricing and delivering
positive returns from both the long and short stock selections and
reducing risk from movements in the broad market.
Fixed income arbitrage:
An investment strategy that attempts to profit from arbitrage
opportunities in interest rate securities. When using a fixedincome arbitrage strategy, the investor assumes opposing

Quantitative models are used to identify market opportunities
and establish short-term positions involving a large number of
securities.

Multi-strategy:
An investment philosophy allocating investment capital to a
variety of investment strategies and potentially across several
asset classes.
Commodities:
Funds that predominantly invest in soft or hard commodities.
These funds can follow a number of different strategies to obtain
alpha from this asset class, including trend following or nondirectional market neutral strategies.
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1 ASSETS UNDER MANAGEMENT
Strong growth was experienced during the measured period
with assets increasing by 10.5% - despite the exclusion of
structured finance which represented 1.3% of assets last year.

Equity market neutral funds attracted net inflows (with most
funds experiencing solid results), this is due to the increased
appetite in the strategy given the choppy sideway market in the
measured period.

The industry experienced little new inflows and most of the
growth can be attributed to solid performance. According to
AUM, most of the inflows were to equity market neutral funds.
Most net outflows were experienced by funds that had a poor
performance over the period.

The industry has experienced uninterrupted and tremendous
growth in assets of 118.3% over the past five years. Solid
performance remained the main driver of asset growth as
we saw investors rewarding managers that had good returns
by increasing their allocation. A reflection of the growth and
stability of local hedge funds when it comes to size.

“

Funds that were established during the 12 months ending June 2016 attracted R722 million worth of assets - which is lower
than the R1.4 billion from last year.
An observation might be that 2016 saw less inflows into hedge funds, because of 1) the change in regulation, 2) investors not
being sure of which structure a hedge fund will adopt under the new regulation and 3) whether the adopted structure will be
compatible with their structure.

HE DGE FUND INDUSTRY ASSETS
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ASSET MANAGER’S TOTAL ASSETS
Although the perception may be that hedge funds are managed by niche, boutique investment houses, the reality is that hedge funds
form part of most of South Africa’s largest financial service provider’s offering. The section that follows illustrates that hedge funds’
assets are not the only assets managed by hedge fund managers, and that most form part of a well-diversified asset management
business managing a multitude of investment offerings.
As indicated by the below graph •

The lion share of assets are still being managed by asset managers that manage total assets exceeding R2 billion (translating into
85.7% of hedge fund assets being managed by these asset managers).

•

Similar to the findings of previous years, the bulk of hedge fund assets are managed by asset managers that manage between
R10 million and R100 billion (38.5% of hedge fund assets).

% O F H EDG E F UN D ASSE TS 2016

“

8.9%

38.4%

21.0%

16.8%

> R100 BN

R10 BN - R100 BN

R5 BN - R10 BN

R2 BN - R5 BN

8.7%

2.9%

2.5%

R1 BN - R2 BN

R500 M- R1 BN

< R500 M

We are seeing asset managers maturing and hedge fund businesses becoming more main stream. Managers have raised
business assets and have diversified their income stream by adding other product offerings. We now see a healthy business
mix that is robust, alleviating some of the business concentration risk.
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TOTAL HEDGE FUND
ASSETS UNDER MANAGEMENT
Funds with more than R2 billion in assets continued holding the
most industry assets, showing an increase from 74.9% to 79.5%.
Funds between R1 billion to R2 billion halved over the same

period from 8.4% to 4.2% mainly driven by growth in those that
reached the R2 billion threshold. This is a reflection of the growth
and stability of local hedge funds when it comes to size.

80%
70%

2014

2015

2016

60%
50%
40%
30%
20%
10%
0%
< R100 M

R100 M - R200 M

R200 M - R500 M

R500 M - R1 BN

R1 BN - R2 BN

> R2 BN
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CAPITAL FLOWS ACC ORDING TO
ASSETS IN FUND
This year’s survey identified a disruption in the five-year long
trend of net flows going to funds with assets exceeding R1 billion.
Instead, funds managing assets between R500 million and

R1 billion received the bulk of the net inflows, however, net flows
remained marginal in comparison to prior periods.

5000
4000

2014

2015

2016

R - M IL L IO N

3000
2000
1000
0
-1000
-2000
> R1 BN

R500 M - R1 BN

R200 M - R500 M

R100 M - R200 M

< R100 M

-3000

“

DISSOLVED
FUNDS

The boost in assets of R500 million to R1 billion came from one manager who received internal capital.

FUND LAUNCHES AND CLOSURES
•

A total of seven new funds were launched during the
measured period:
- Four of which were from new asset managers that
started operations during the period under review;
- Four of the funds were long/short funds (increased
appetite for long short funds continue to be seen as the
preferred strategy by managers).

•

Eight funds returned investor capital during the 12 months
leading up to June 2016. The total capital returned was R408
million. The closures included the last of managed futures
strategies which still remains a popular strategy offshore.

•

There was a sizeable increase in funds which were hard closed
from 7.1% to 15.9%, meaning that the fund was not open to
new investments. This was prevalent in major hedge fund
asset managers not wanting to dilute returns and rather
focusing on satisfying existing investors return expectations.

CAPACITY
•

Out of the funds surveyed 76.3% were open for new
investments, signifying that the industry had capacity.

•

7.6% funds were soft closed, thus only accepting investments
from current investors (slightly down from the 9.5% reported
last year).
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2 STRATEGY ASSETS
Only slight changes occurred in the strategies (displayed as percentage of total assets) during 2016:
•

Equity long/short increased from 60.9% to 61.6%.

•

•

Equity market neutral showed strong growth from 8.7% to
12.6%, mostly due to solid performance coming from the funds
in this strategy and also the flows observed previously.

Volatility arbitrage remained relatively unchanged (1.5% to
1.1%).

•

Structured finance was not taken into account as it does
not meet the requirements of a hedge fund under the new
regulation.

•

Other strategies dropped from 1.3% to 0.7%. This was mainly
due to funds closing and returning investor capital.

•

•

Fixed income as a percentage of hedge fund assets decreased
from 14.1% to 13.0%.
Multi-Strategy was down from 8.4% to 7.2%. This reduction
in assets was due to disinvestment from specific funds in
this strategy as a result of underperformance. The strategy,
however, has held-up well from a performance perspective.

STRATEGY AS A PERCENTAGE OF TOTAL HEDGE
FUND ASSETS
EQUITY LONG/SHORT

COMMODITIES

EQUITY MARKET NEUTRAL

FIXED INCOME HEDGE

STRUCTURED FINANCE

MULTI-STRATEGY

VOLATILITY ARBITRAGE

OTHER STRATRGIES
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E QUIT Y MAR KET NE UTRAL
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3.8%

7.2%
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0.7%

1.1%

COM M ODIT IE S
FIX E D IN COM E H EDGE
OT H E R S T R A T E G IES

TOTAL HEDGE
FUND ASSETS
2016

61.6%

ASSET FLOW BY STRATEGY
•

A new trend saw large inflows for equity market neutral
hedge funds. It is apparent that this has become the strategy
investors have taken advantage of due to solid returns. It
tends to be a strategy of choice in choppy (sideways trading)
markets characterised by heightened volatility. This has also
been observed in the strong returns experienced by pair trade
equity market neutral managers.

1400

•

Multi-strategy received the bulk net outflows as certain funds
underperformed, leading to investor redemptions.

•

No net flows were received into commodity strategies.
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3 INVESTORS
•

Fund of funds allocations reduced marginally from 57.3% to
56.5%, but remained the highest of all the different investor
allocations.

•

There was a notable increase in pension-specific investments

being made directly into hedge funds with this allocation being
spread across several funds, more so toward hedge funds with
larger assets under management.
•

Most other investors remained unchanged.
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SEEDING/
PROPRIETARY

RMB NOTE

Despite new regulation, it does not seem that there has been an uptake from retail investors into hedge funds yet.

MANAGER TRACK RECORD
The broader trend, as confirmed by investors, is a continued
emphasis on track record and experience.

eight (and more) years of hedge fund specific experience, this
does not take into account the years spent in the financial services
industry working with traditional funds, prior to their move into
the hedge fund specific investment space. Hedge fund managers
have immense understanding and vast years of experience within
the financial services industry.

73.2% of industry assets are managed by hedge fund asset
managers with experience in hedge funds exceeding eight years.
It should be highlighted, that in addition to the aforementioned
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4 OPERATIONS
SCHEME
Under the new regulation, Qualified Hedge Funds and Retail
Hedge Funds require different Schemes. These would be in
line with the current CIS in securities. For hedge funds, Manco’s
would have to register two different schemes, depending on their
product offering.
More than two-thirds (67.8%) of managers have elected to be
categorised as Qualified Investor Hedge Funds.

•

Only 32.1% elected to be categorised as Retail Investor Hedge
Funds; and

•

0.1% were still undecided on the scheme they wanted to have.

•

Managers liked the flexibility of the qualified investor funds and
would like to be able to take investment opportunities as they
arise without having the compliance restrictions such as 200%
gross exposure, Board Notice 92, monthly dealing etc. as in
retail funds.

67,8%

QUALIFIED
INVESTOR
HEDGE FUND

32,1%

RETAIL
INVESTOR
HEGDE FUND

0.1%
UNCERTAIN

INVESTMENT LOCK UP
More than 99.3% of the industry does not have an investment lock-up period. The majority of the remaining 0.7% consist of more
internal capital than external, thus seeding capital for the smaller funds.

INVESTMENT ACCESSIBILITY
The South African hedge fund industry saw the launch of its first daily dealing fund under the new regulation. This is an exciting move,
as the majority of hedge funds have always favoured monthly dealing due to the complexity of the strategy and longer term investment
nature. Apart from the mentioned fund, the industry has not seen any other daily dealing funds since the introduction of the new
regulation.

REDEMPTION NOTICE
97.3% of managers have a redemption notice period of 30 days or less. This means that most of the hedge funds would meet the
monthly liquidity CISCA requirement for retail hedge funds.
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PORTFOLIO TRANSPARENCY
•

There was a decrease in daily portfolio transparency from
57.1% to 44.5%

•

Monthly transparency increased from 18.5% to 26.5%
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ASSET ADMINISTRATION
Managers have increased the dual responsibility of asset
administration with ‘in-house and outsourced’ increasing from
15.3% to 27.1%. This is supported by the 12.0% drop in the
outsourcing of the responsibility.

There were only slight changes in asset administration with the
majority still concentrated between two administrators (87.1%).
Hedge fund administration will be the responsibility of the Manco
going forward.
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LIABILITY ADMINISTRATION
•

A large portion of liability administration remains outsourced.
There was, however, also a sharp decline in those who have
outsourced these responsibilities.

•

Two service providers own the lion share of the outsourced
market at 83.2%.
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RISK MONITORING
•

In-house risk monitoring has reduced from 17.1% to 9.3%,
largely attributable to the introduction of Manco’s.

•

Respondents prefer in-house and outsourcing their risk
monitoring, this climbed from 61.4% to 69.3%.

•

One service provider dominates the outsourcing space, having
a 47.1% share.
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MANDATE COMPLIANCE MONITORING
A large portion of mandate compliance remains outsourced, with
only 9.5% of the funds having this functionality in-house and this
is observed in larger asset managers. Under the new regulation

the Manco will have to manage mandate compliance monitoring.
FAIS compliance monitoring remains the responsibility of the
CAT II A licence holder.
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PRIME BROKER
•

There has been an increase in funds that employ the services of a
prime broker. In 2014 there were 10.2% of funds that did not have
a prime broker, whereas now only 7.6% of the funds are without
a prime broker. (It must be noted that large asset managers can
facilitate prime brokerage responsibilities in-house.)

•

There has also been a considerable increase in funds that make
use of more than one prime broker, this is fuelled by restrictions
in the regulation for prime brokers that are not a bank.

•

The majority is split between three prime brokers which make up
73.9% of the funds.
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5 STRUCTURE
In line with new regulation, only certain structures are allowed
within the CIS environment. A portfolio can only use the following
structures for its hedge fund assets •
•

A collective investment scheme trust arrangement as
contemplated in the Act; or
An en commandite partnership

An en commandite partnership is a partnership where the en
commandite partner’s (the partner whose name is undisclosed)
liability towards co-partners of the partnership is limited to the
specified capital amount which the en commandite partner has
contributed or undertaken to contribute to the partnership. The
en commandite partner is not at risk of suffering a loss or liability
in excess of its investment in or contractual commitment to the
partnership.

For the reporting period a new structure has been introduced in
the form of the well-known Collective Investments Schemes Trust
(CIS Trust) with 14.5% of participating assets indicating use of
this structure. Under the new regulation hedge funds can either
be an en commandite partnership or a CIS Trust. Though most
hedge funds have been in an en commandite partnership before,
new structures will have to be approved by the FSB to fit in the
regulated environment.
The reduction of the debenture structure was a function of funds
using this structure losing assets as well as funds switching to
the CIS Trust structure. The most popular investment vehicle or
structure to house South African hedge fund assets remained the
en commandite partnership with more than 76.5% of the industry
assets in such partnerships.
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6 FEES
The debate regarding fees is on-going between managers and
investors. For the first time, under the new regulation, hedge
funds will have to disclose their Total Expense Ratio (TER) to
the public. Hedge funds have 12 months to disclose these
fees following the launch of the fund in the regulated space.
As previously noted, the local hedge fund industry does not
follow the typical 2.0% Annual Management Fee (AMF) and

20.0% performance fee ratio. Instead a 1.0% AMF and 20.0%
performance fee ratio is the popular charge.
More than two-thirds (66.3%) of the funds charge an annual
management fee of 1.0%, up from 62.0% the previous period. We
have observed a migration to lower charges, with those charging
1.5% decreasing from 23.9% to 15.3%, this has been driven by two
main asset managers who previously had that fee structure.

ANNUAL MANAGEMENT FEE
•

Funds prefer 20.0% performance fee, with 92.5% employing this
charge. This is down slightly from the year before.

•

The difference is seen in the uptick of the 15.0% performance
from 5.3% to 6.0%.

•

Funds charging more than the 20.0% performance fee are
mostly those who charge a 0% annual management fee.
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PERFORMANCE FEES
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•

 here was a decrease in funds that charge performance fees on
T
all positive performance from 18.0% to 13.8%;

•

 here was a significant increase in the cash+ hurdle from 3.5% to
T
11.1%.

•

 his was complimented by an increase in funds that use cash as a
T
hurdle which increased from 67.8% to 70.4%.

•

Inflation hurdles decreased in general as manager’s move to cash
hurdles.
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7 PERFORMANCE
•

Bigger funds (according to AUM) tend to have less flexibility to
enter and exit positions timeously when compared to smaller
counterparts (this is according to capacity-related arguments
made by the industry).

•

The hedge fund industry is smaller than the local and more
traditional unit trust industry. To place this into perspective one unit trust fund is almost double the size of the hedge fund
industry as a whole.

•

The below graph is a consolidation of strategies, but there may
be other factors at play:
- on average, hedge funds with more than R2 billion,
retuned 5.9%;
- The larger returns were seen in funds with between
R1 billion and R2 billion - returning 10.9%.
- Funds between R500 million and R1 billion returned 9.5%.
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The JSE All Share Index returned 3.8% over the period under
review whilst the All Bond Index returned 5.2%. The period under
review was not short of market excitement both on the local and
global front. Headline events included, to name but a few, the
devaluation of the Renembi, South Africa having three different
finance ministers in a space of four days, global markets defying
the ‘January effect’, a rally in resources and the first Federal
Reserve hike.
Following the global bull market that started in 2009,
international hedge funds experienced razor-thin returns
and have been a disappointing source of returns. This poor
performance has resulted in significant withdrawals in global
hedge funds. Some have argued that the unconventional
monetary policies applied by major central banks around the
globe have significantly distorted financial asset prices, making it
hard for hedge funds.
Locally the multi-strategy was the best performing strategy,

gaining an average of 8.7% over the measurement period,
though this was assisted by a select few funds that performed
particularly well. Manager returns ranged between -4.0% and
32.4%, illustrating the relative manager dispersion.
Fixed income hedge funds returned 7.3% over the period with
a narrower dispersion in manager returns. Mixed returns were
experienced in December when fixed income was put under
pressure following the unprecedented removal of the Finance
minister.
Equity market neutral gained 6.1% over the period, with the
first half of 2016 showing the most gains. The strategy normally
struggles in a low interest-rate environment and, given the hiking
cycle that the reserve bank has embarked on, we have seen some
managers taking advantage of the opportunity.
Equity long short, which was one of the best performing
strategies, last year (14.7%), returned 5.8% over the period.

STRATEGY PERFORMANCE
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8 STRATEGIES
EQ UITY LONG/SHORT
Gross Exposure
•

Average gross exposure dropped in the period under review.

•

Previously, 53.1% of managers had gross exposure averaging
150% to 200%, but this has declined to 39.3%.

•

Gross exposure averaging 100% to 150% increased from 22.2%
of managers previously to 44.4% this year.
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Net Exposure
Net exposure of 50% to 100% band increased from the 71.6% to
78.2%. The increase in average net exposure can be attributed

to the volatility in certain stocks which prohibited managers from
market shorting as they were cautious of swings.
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Trading
•

activity

Trading activity of between 0-2x fund NAV increased by 5.4%
which is the less trading range.

•

There has been increase in funds trading more than 10x of NAV
from 4.4% to 6.6%.
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EQUITY MARKET NEUTRAL
Gross Exposure
•

Gross exposure of between 100% and 150% increased from
54.3% to 59.6%.

•

70%

There was a sizeable increase for gross exposure >300% from
1.4% to 9.4%.
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There was an increase of 3.6% for the net exposure between 0%
and 10%, this is largely due to pair managers that have been able
to find opportunities in the market.

There was a slight drop in net exposure of between 10% and 50%
from 54.7% to 51.0%.
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Trading

activity

As observed with equity long/short, managers either increased
their trading dramatically or decreased it. This can be observed

60%

in the sharp increase in >10x trading and in the 0-2x fund trading
band.

2014

2015

2016

50%
40%
30%
20%
10%
0%
0 - 2X FUND
NAV

2X - 4X FUND
NAV

4X - 6X FUND
NAV

6X - 8X FUND
NAV

8X - 10X FUND
NAV

> 10X FUND
NAV

FIXED INCOME
There was an increase in funds which trade 0-2x fund NAV
of 11.2%. The trading pattern, or lack thereof, of the strategy

changes year-on-year and managers are constantly adapting their
trading activities to the market environment.
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CLOSING REMARKS
The implementation of the much anticipated hedge fund
regulation has started. The industry is transitioning, as observed
in the survey results, and funds are adopting the different legal
structures as per the regulations and launching new products.
As highlighted, the first daily dealing hedge fund was launched
and a migration towards lower fees with higher hurdle rates was
noted - both trends are unfolding in a time where the industry is
embracing the retail market, realising the needed change.
The industry net flows were not as good this year as it was
influenced by regulatory uncertainty from fund managers. It is
yet to be seen what shape the industry will take on and whether a
divergence will realise in the qualified fund versus the retail fund
space. Last year it was noted that a significant amount of existing
hedge funds could fit into the retail framework, however, most
managers still chose to be classified as Qualified hedge funds.

The industry has grown in leaps and bounds over the years, with
operational sophistication and efficiency being at the forefront.
The introduction of the Manco as an integral part of operating
a hedge fund relieves the operational risks historically implicit
with hedge funds. The FSB has worked tirelessly during the
implementation phase, having approved Mancos on different
schemes and with different product offerings on an ongoing
basis – this is not a small feat and the role it has played deserves
applause.
Hedge funds can no longer be ignored by institutions, individuals
or corporates – indeed by all potential investors. The new
regulation is a step in the right direction, and yet another
confirmation that this industry is here to stay.
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L E T U S E XP LAIN …
A collective investment scheme (‘CIS’) can be described as an
investment product that allows many different investors to pool
their money into a portfolio. Unit trusts were the first collective
investment scheme to be offered to investors in South Africa. It
is still the most popular and widely available form of CIS in the
country. S
A Multi-manager fund combines multiple professionallymanaged investment funds into a single offering. Multi-manager
funds provide a cost-effective way to achieve breadth in an
investment portfolio without having to constantly re-evaluate the
holdings. S
Regulation 28 to the Pension Funds Act imposed limits on the
investments of retirement funds. These were intended to protect
funds against making imprudent investments. For example,
you may only invest in a fund that has a max of 75% invested in
equities, 25% in property, no more than 25% of the fund’s assets
can be invested offshore.4S
FAIS CAT II license: an authorised financial services provider (FSP)
that renders intermediary services of a discretionary nature as
regards the choice of a particular financial product. S
FAIS CAT IIA license: an authorised hedge fund FSP that renders
intermediary services of a discretionary nature in relation to a
particular hedge fund or fund of hedge funds in connection with a
particular financial product. S
A hurdle rate is the minimum return on investment necessary to
cover all costs associated with a project. S
A lock-up period refers to a widow of time or a period within
which hedge funds or other closely held investment vehicles are
not allowed to redeem or sell shares. S
Asset administration is an important function for all investment
firms. This function is generally responsible for administrative
tasks such as performance reports, compliance duties, risk
monitoring and analysis reports. S
The Financial Advisor and Intermediary Services (FAIS) is a
division within the FSB that is responsible for the administration of
the FAIS Act, 37 of 2002.
FAIS register financial services providers after being satisfied

that they meet the fit and proper requirements, supervise such
providers on an on-going basis to ensure that they comply with
the duties imposed by the Act at all times and take the necessary
regulatory action against those who do not comply, which include
unregistered entities or persons. S
The prime broker provides a consolidation service, including
services such as custody of the securities, loaning of securities for
short sales, providing margin financing, and providing back office
technology and reporting. S
Fund Administrators: A service provider whose main job includes
providing certain accounting and back office services to a hedge
fund. S
An en commandite partnership is created when parties agree
to carry on the partnership in the name of one or some of the
partners, while the partners whose names are not disclosed are
known as en commandite partners (ECPs).10S
The hurdle rate refers to the rate of return that a fund manager
must beat in order to collect performance fees. S
Using “cash as a hurdle” means that the performance of the
hedge fund is compared to that of the performance of cash
investments and thereby comparing and determining if the
hedge fund performance is above the hurdle. If the hedge
fund performance is above the hurdle rate only then the 20%
performance/ incentive fee may be charged. S
Gross exposure is the absolute level of a fund’s investments. It
indicates the total exposure to financial markets, thereby providing
insight into the amount of risk the investment is subject to due to
possible market fluctuations. The higher the gross exposure, the
bigger the potential loss or gain.12S
Net exposure is the percentage difference between a hedge
fund’s long and short exposure.13S
NAV refers to Net Asset Value. This is the value per share of a fund
on a specific date or time. The value per share amount is based on
the total value of all the securities in its portfolio, any liabilities the
fund has and the number of fund shares outstanding. S

S
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