HEDGE FUND
SURVEY
2019

Novare is pleased to present the 16th
edition of the Annual Novare Hedge
Fund Survey. Novare has conducted
local hedge fund industry research
for more than 15-years and has
published the Annual Novare Hedge
Fund Survey since 2004. Our survey
collates market-leading insights,
from more than 70 fund managers,
into a concise report.
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ABBREVIATIONS

ABBREVIATIONS
ASISA - Association for Savings and Investment
South Africa
AUM - Assets Under Management
BN - Board Notice
CIS - Collective Investment Scheme
CISCA - Collective Investment Schemes Control Act
BEE - Black Economic Empowerment
ECB - European Central Bank
ECP - En Commandite Partners
FAIS - Financial and Intermediary Services Act
FI - Fixed Income/Interest
FoHF - Fund of Hedge Funds
FSCA - Financial Sector Conduct Authority
FSP - Financial Services Provider
GDP - Gross Domestic Product
HNWI - High-Net-Worth Individuals

LS - Long Short
Manco - Management Company
MAP - Managed Account Platform
MDD - Minimum Disclosure Document
MN - Market Neutral
MS - Multi-Strategy
MTBPS - Medium Term Budget Policy Statement
NAV - Net Asset Value
QE - Quantitative Easing
QI - Qualified Investor
QIHF - Qualified Investor Hedge Fund
RI - Retail Investor
RIHF - Retail Investor Hedge Fund
SARB - South African Reserve Bank
TER - Total Expense Ratio

LLP - Limited Liability Partnership
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FOREWORD

N

ovare has conducted local hedge
fund industry research for more
than 15-years with the maiden
annual Novare Hedge Fund Survey
published in 2004. This survey collates
market-leading insights from more
than 70 South African hedge fund
managers, into a concise report.
We are pleased to present the 16th edition of the Annual Novare
Hedge Fund Survey. The primary objective of this survey is to
provide insights into the industry, including highlighting the
year-on-year industry changes for the 12-month period that
ended on 31 December 2019.
During the year under review, we received an overwhelming
number of responses from respondents who represent 75.8% of
the total industry assets under management. Accordingly, we
would like to thank all the hedge fund managers who took the
time to respond to the survey, as this contributes to the quest
for transparency and helps to ensure that the domestic hedge
fund industry is well understood by stakeholders and interested
parties alike. Participation in the survey is voluntary and focuses
solely on single-manager, South African-domiciled, Randdenominated hedge funds that invest predominantly in South
African financial markets.
The period under review was characterised by volatility in both
the global and domestic capital markets. Notable events that
had an impact on international capital markets include the USChina trade war, Brexit and the impeachment of President Trump.
Locally, the financial market discussions were dominated by
events such as the national elections, the impending credit rating
downgrades and the unprecedented stage six load shedding
implemented by the power utility, Eskom. Against this backdrop,
this survey indicates an interesting development; that after two
successive years of decline in industry assets, there has been an
increase of 12.0% in industry assets during the 2019 year. This
figure admittedly reflects some degree of self-selection bias, but
the conclusion is explained in more detail in the paper.
This reporting period’s survey covers data from hedge fund
managers who collectively manage 130 uniquely mandated
hedge funds. When compared to the previous year, the number
of respondents increased, and the survey provides responses
and insights from managers who represent over two thirds of
industry assets. In addition, data was collated and validated from
publicly available information such as fund fact sheets.
The domestic hedge fund industry has recently seen several
regulatory interventions such as hedge funds being included
under the regulatory ambit of the Collective Investment
Schemes Control Act. During the year under review, the
Association for Savings and Investment in South Africa (ASISA)
also published the ASISA Hedge Fund Classification Standard.
The survey solicited views from respondents on the regulatory
developments in the industry and a prominent concern is the
regulatory prohibition of a collective investment scheme (CIS)
to invest in a hedge CIS.
We trust you will find the insights from this report useful and we
welcome any feedback. For more information, feel free to visit
www.novare.com or email
NovareHedgeFundSurvey@novare.com
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FOREWORD

HIGHLIGHTS
•

The industry turnaround in assets under management

•

after two consecutive years of decline.
•

Emergence of co-investments in the South African
hedge fund industry adds another dimension to hedge

capability and AUM of over R100 billion saw a relatively

fund investing.

with assets between R500 million and R1 billion.
Equity long/short (LS) funds outperformed other
strategies and managed to protect capital during
market drawdowns. Nevertheless, this strategy led to
a greater loss in assets, reducing its industry weight by
14.0%.
•

•

Large asset managers with hedge fund investment
high growth in hedge fund assets, followed by those

•

More capacity is available as the majority of funds are
still below their asset peaks seen in prior years.

(AUM), as industry assets increased to R52.8 billion

•

High-net-worth individuals (HNWI) remain the most
significant allocator in the industry.

•

The new ASISA Hedge Fund Classification Standard
came into effect with the aim to establish and maintain
a classification system for portfolios and project a
much clearer picture of the various strategies offered.

Fixed income strategies maintained absolute returns
throughout the 12-month period.

•

In general, the industry performance was positive across
all categories in terms of asset size and strategies.
Large managers with AUM greater than R2 billion, once
again posted the highest returns, followed by hedge
funds with AUM of between R500 million and R1 billion.
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HEDGE FUNDS 101
What is a hedge fund?
Hedge funds are financial partnerships that use pooled
funds and employ various strategies to actively earn optimal
positive returns for their investors at minimal risk. Some of the
unique strategies employed by hedge funds include the use
of derivatives, short selling, leveraging, etc. with the ultimate
aim to achieve positive financial returns in both upward and
downward trending financial markets. While hedge funds
typically invest in the same asset classes as traditional
unit trust funds, it can take advantage of a broader range
of investment tools and thereby generate other sources
of return. As hedge funds tend to have low correlations
to traditional portfolios of stocks and bonds, allocating an
exposure to hedge funds can be a good diversifier.
Under the new regulations, CISCA classifies hedge funds in
two categories, namely: retail investor hedge funds (RIHFs)
which are more stringently regulated, and qualified investor
hedge funds (QIHFs), which are less stringently regulated.

A qualified investor, as defined by the Financial Sector
Conduct Authority (FSCA) 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.

A RIHF is defined as a hedge fund in which any investor may
invest because it meets the requirements set out by the
FSCA.
Some of the other characteristics of RIHFs and QIHFs are
tabulated below:

RETAIL INVESTOR
HEDGE FUNDS

QUALIFIED INVESTOR
HEDGE FUNDS

Investors

Available to general public
(varying minimums)

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

Gross exposure limit
VAR limit

< 200.0%
< 20.0%

Not defined
Not defined

Disclosure
to clients

Monthly

Quarterly

Max equity holdings

< 10.0%

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.

As a result, hedge funds are now being regulated by National
Treasury as per the provisions of CISCA, which also governs
the more commonly known unit trust industry.

South Africa, as a member of the G20, then embarked on the
necessary process to establish such regulation in the country.
This process involved extensive consultations between the
FSCA, National Treasury and hedge fund industry players,
with the aim to understand the South African hedge fund
landscape and develop the most efficient means of regulation.

The main objective of regulation of hedge funds is to
monitor and measure systemic risk while enhancing product
requirements to protect investor interests.

Because most hedge funds in South Africa operate as
collective investments, it was decided that hedge fund
regulation should be aligned with existing collective
investment scheme (CIS) regulation.

NOVARE HEDGE FUND SURVEY 2019

7

LET US EXPLAIN

Other regulatory benefits include:
•

The funds are 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 are performed independently from the
asset manager;

•

The FCSA conducts ongoing supervision, ensuring that
hedge fund regulation is aligned with the local unit trust
industry;

•

Industry integrity is promoted;

•

Investors enjoy enhanced transparency on matters such
as fees, and portfolio turnover ratios are disclosed more
frequently.

A key requirement that all hedge funds must adhere to in
this new regulatory landscape is to appoint a management
company (Manco) for all administrative, operational and risk
monitoring duties and to ensure that the appointed Manco is
approved by the FSCA. This procedure is similar to the setup of a unit trust fund.
https://www.asisa.org.za/media-release/a-solid-first-quarter-for-localcollective-investment-schemes/

The evolution of South African hedge funds

The first South African
single manager hedge
fund is established.

1998

The FSCA commences
with regulation of hedge
fund managers, requiring
that they hold a CAT II A
licence.

The FSCA and National Treasury
embark on a process to enhance
and expand the scope of
regulation and oversight over
hedge funds. Draft regulations
were issued for public comment in
April 2014.

Publication of
the new ASISA
Hedge Fund
Classification
Standard.

2007

2012

2019

1949

2003

2011

2015

Alfred Winslow Jones
coins the term ‘hedge
fund’.

The first fund of hedge
funds (FoHF) is created

The amended Regulation
28 of the Pension Fund
Act is issued to introduce
a 10% investment
allocation limit to hedge
funds. Previously, the
regulation did not
explicitly refer to hedge
funds

National Treasury and the FSCA
finalise the regulation of hedge
funds. Hedge funds are now
regulated under the existing
Collective Investment Schemes
Control Act, No. 45 of 2002
(CISCA).

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, a manager who borrows and sells Stock
Mabone, is said to be “short Mabone” or “has a short position
in Stock Mabone”.

EXAMPLE – LONG POSITION
Buy 10 Stock shares @ R100 per share (with the expectation
that the asset will rise in value).
Total Investment
Share price rises
Portfolio value
Profit (when selling)

=
=
=
=
=

R100 x 10 = R1000
R135 per share
R135 x 10 = R1350
R1350 – R1000
R350 / R35 per share

NOVARE HEDGE FUND SURVEY 2019

EXAMPLE – SHORT POSITION
Borrows 10 Stock Mabone shares and sells on the open
market @ R100 per share (with the expectation that the asset
will fall in value).
=
Share price declines
=
Portfolio value		
Profit (when buying back) =
			=

R75 per share
R75 x 10 = R750
R1000 – R750			
R250 / R25 per share
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DIFFERENT TYPES OF STRATEGIES
Long and short equity:
Funds aim to generate positive returns by being
simultaneously long and short in the equity market. The
objective is to reduce market risk and retain companyspecific risk. The majority of local equity long/short funds
tend to be long biased.

This general strategy type includes basis (e.g. cash vs.
futures), yield-curve and credit spread trading, as well as
volatility arbitrage.

An investment strategy is to take long positions in stocks
that are expected to increase in value and short positions
in stocks that are expected to decline in value. 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.

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

Market neutral:
In a market neutral equity strategy, funds take similar-sized
long and short positions in related equity sectors with the
effect that directional market risk is offset. The aim is 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:

Statistical arbitrage:

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

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 non-directional market neutral strategies.

An investment strategy that attempts to profit from arbitrage
opportunities in interest rate securities. When using a fixedincome arbitrage strategy, the investor assumes opposing
positions in the market to take advantage of small price
discrepancies while limiting interest rate risk.

NOVARE HEDGE FUND SURVEY 2019
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REVIEW METHODOLOGY

Assets under
management

Industry
Thermometer

Strategy assets

Investors

Transformation

Strategy
Behaviour

Operations

Performance

Structure

Fees

1.

Assets under management:
This takes industry asset growth since the inception of
the survey in 2004 into cognisance. The main drivers
of asset growth have varied over time but each year
the survey has attempted to provide 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 growth in strategy. The aim is to measure
which strategy houses the bulk of the assets.

3.

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

4. Operations:
This section covers the operational aspects of the hedge
fund industry. For the purposes of the survey, it has been
grouped according to Manco responsibilities and nonManco responsibilities. The aim is to provide insights
into the operational efficiency, transparency, capability
and resources of hedge funds.

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

6. Fees:
This section covers fees, including how it is calculated,
as well as trends pertaining to costs.

7. Performance:
Performance of the industry across strategy and across
different fund size. This indicates how the industry
returns are generated.

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

9. Transformation:
The transformation section of the survey investigates
hedge fund managers’ level of BEE compliance.

10. Industry thermometer:
The industry thermometer was included to obtain
insights on hedge fund managers’ perception of the
industry and what they envisage for its future.

NOVARE HEDGE FUND SURVEY 2019
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ASSETS UNDER MANAGEMENT

HEDGE FUNDS INDUSTRY ASSETS OVER TIME

Chart 1: Hedge fund industry assets over time

During the period under review, the South African hedge
fund industry assets increased by 12.0%, turning around from
the substantial declines seen in 2017 and 2018. This is marked
as one of the largest year-on-year increases in the recent
history of the industry.

As mentioned previously the growth in AUM can
unfortunately not only be attributed to new inflows into the
various strategies.

ASSETS GROWTH

Chart 2: Asset growth since 2010
Over the last decade, industry asset flows have initially
trended upward due to good performance across different
strategies and new fund flows have significantly contributed
to the year-on- year asset growth of the industry.

This is in sharp contrast to expectations that the regulations
that came into effect in 2017 would encourage flows into
the industry. It is therefore encouraging to see the recent
turnaround in asset growth.

As the local economic climate started to turn sour in 2017
and fund performance remained fairly pedestrian, industry
assets started to drop sharply with the largest outflows seen
in 2018.

However, as mentioned previously the growth in AUM can
unfortunately not only be attributed to new inflows into the
various strategies.

NOVARE HEDGE FUND SURVEY 2019
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BREAKDOWN OF ASSET GROWTH

Chart 3: Breakdown of asset growth
According to our research, the main contributing factors that
influenced the increase in AUM were:
•

Good performance in 2019 – better returns were
observed in 2019 than those seen in the preceding
couple of years, making it the biggest contributor to the
change in industry assets.

•

Industry outflows and dissolved/closed funds – Our
current data shows that, despite the small inflows into
hedge funds, fewer managers have seen a loss of or
decline in assets when compared to the 2018 calendar
year.

•

Consolidation – Assets of some funds that are closed
were transferred to other existing funds.

•

New participants to the survey– this slightly skews
the numbers as it does not reflect new flows into the
industry. One of the limitations of the survey is that it
relies on voluntary responses from hedge fund managers.
As a result, some managers responded for the first time
in the current 2019 survey, even though they are not
necessarily new in the industry. More than R5 billion can
be attributed to these funds. If we were to restate the
2018 numbers on the basis of these new additions, the
industry AUM change will be minimal, yet positive.

•

Launch of new funds - we were unable to ascertain
whether these funds were from within the industry or
new flows. The average assets in new funds were R211.5
million.

HEDGE FUND ASSETS BY MANAGER PROFILE
While the perception may be that hedge funds are managed
by niche, boutique investment houses (or in extreme cases,
small and/or unknown managers), the reality is that hedge
funds form part of South Africa’s largest financial service
providers’ offering.
Hedge fund assets are not the only assets managed by
hedge fund managers, and most of these funds form part of
a well-diversified asset management business that manage a
multitude of investment offerings.
Large firms with assets exceeding R100 billion saw a marked
increase in asset growth, from 3.9% in 2018 to 9.1% of hedge
fund assets in 2019. Reductions in hedge funds assets were

NOVARE HEDGE FUND SURVEY 2019

only observed in asset managers whose total AUMs are above
R10 billion, but not exceeding R100 billion, and categories
where firm assets are between R5 to R10 billion.
While the latter category lost 1.5% of hedge assets, dropping
to 23.8%, the managers of the R10 to R100 billion category
saw a major loss of assets from 44.6% in 2018, to 35.0% in
2019.
Despite a drop of 9.6%, asset managers with R10 to R100
billion in assets still manage more than half of the hedge
funds industry assets.
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Chart 4: Total assets by manager profile

TOTAL ASSETS BY HEDGE MANAGER PROFILE
South Africa’s large hedge fund managers continued to yield
good returns in 2019 and retained the majority of shares in
industry assets. In addition, the large hedge fund managers
were the only ones who saw an increase in assets.
•

•

The presence of large hedge funds with assets over R2
billion represented 54.2% of the industry assets and has
increased by 12.3% since our last report in 2018.
After losing assets in 2018, funds with AUM between R1
and R2 billion also had a significant increase in a share of
the industry, increasing from 13.5% to 23.65%.

•

Combined, the above-mentioned categories equate to
23.0% of the industry and significantly dominates with
regards to management of assets.

•

Our data also indicates that hedge funds with less than
R1 billion in assets experienced the least growth in 2019.

Caution should however be taken, as there were several new
responses to the survey from hedge fund managers with
substantial assets, with the combined value of their AUM
totaling to R6 billion. We furthermore saw numerous new
hedge fund managers breaking into the top 20 largest hedge
funds by assets.

Chart 5: Total assets by hedge manager profile

NOVARE HEDGE FUND SURVEY 2019

13

ASSETS UNDER MANAGEMENT

INDUSTRY CONCENTRATION

10 largest hedge funds by assets

Total other

Chart 6: Ten largest hedge funds as a percentage of the total hedge funds industry assets under management
The hedge fund industry continues to be dominated by
a few hedge fund managers who represent 60.0% of the
industry assets. Hedge fund assets managed by the top 10

hedge hedge funds in 2019 only increased slightly, by 0.3% in
nominal terms, but reduced in overall weight. This indicates
that the rest of the industry growth during 2019 has been
concentrated.

FUND LAUNCHES AND CLOSURES
According to our records, 31 funds were dissolved during the
period under review. These funds accounted for R2.3 billion
of the funds managed in 2018. It must however be indicated

that 13% of the aforementioned funds transferred assets to
the other existing ones. Only nine new funds were launched,
which accounted for R1.9 billion of the funds managed.

CAPACITY
Large outflows experienced by the industry from 2017 to
2018 have resulted in a number of funds gaining the capacity
to accept assets from new clients.
Of the funds that participated in the survey, only 1.5% were
hard closed. This category only represents 1.3% of the industry
assets. Funds that were soft closed (meaning that they were
only open to existing investors) remained unchanged at 11.5%
in 2019.
We further observed a decrease in available capacity in the

industry, decreasing from 97.1% to 96.2%. This category
represents 98.0% of the industry assets. At the time of
reporting, the majority of the respondents, who represent
71.0% of the total industry assets, indicated available capacity
of R500 million and above.
Of the stated 71.0%, 44.9% had capacity of more than above
R1 billion, while 29.5% (other) included funds with capacity
below R500 million. This category includes 10.3% of funds
with no capacity.

Chart 7: Industry capacity

NOVARE HEDGE FUND SURVEY 2019
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STRATEGY ASSETS

STRATEGY AS A PERCENTAGE OF TOTAL HEDGE FUND ASSETS

Chart 8: 10 largest hedge funds as a percentage of the total hedge funds industry assets under management
During the period under review, the composition of strategies
remained largely skewed to equity long short (LS). Though
this has remained unchanged over the years, the strategy
showed the largest decline, decreasing from 66.7% in 2018
to 52.0% in 2019.

Multi-strategy also saw an increase to levels last seen in 2014,
increasing by 4.0% from its lowest level in 2018, to 9.3% in
2019.

Fixed income strategies have continued their gradual
increase since 2016. These strategies increased from 15.0% in
2018 to 19.0% and their growth can once again be attributed
to strong and consistent performance over the years.

One other noteworthy change was the increase in “other”
categories outside the traditional and well-known strategies
such as event driven, structured credit and activist. This
category approached levels of above 9.0%, which was last
seen in 2006, 2010 and 2011.

Equity market neutral remained flat at 10.3% in 2019.

ASSETS BY STRATEGY
The most notable change, as highlighted above, was the large
decrease in equity LS assets. This change is predominantly
because of the fact that the strategy has recently been under
the spotlight, as performance fell short of expectations from

its previous glory years. Apart from asset allocation calls that
shifted in favour of other strategies, we observed an increase
in closures and consolidation of equity LS funds in 2019.

Chart 9: Assets by strategy.

NOVARE HEDGE FUND SURVEY 2019
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ASSETS BY STRATEGY - NEW ASISA HEDGE FUND CLASSIFICATION STANDARD
The ASISA Hedge Fund Classification Standard is a fourtier classification system with the main aim to provide
a framework within which hedge fund portfolios with
comparable investment objectives and scenarios can be
grouped.

Some of the key objectives of this framework include:
•

To promote investor awareness and understanding of
portfolio types;

•

To assist with the comparison of portfolios within and
across classification categories; and

This category refers to the type of regulated hedge fund that
is either set up for retail or qualified investors, based on a
board notice (BN) 52.

•

To assist with the assessment of exposures and the
subsequent potential risks of investing in a particular
type of CIS hedge portfolio.

2.

More details on the classification was published on 19
September 2019, which is available on ASISA’s website.

1.

First tier of classification

Second tier of classification

This category refers to geographical regions where a
regulated hedge fund is set up to invest in. These include
South African portfolios, worldwide portfolios, global
portfolios and regional portfolios.
3.

Third tier of classification

This tier of classification is based on the manager’s selfclassification according to the objectives of the investment
strategy such as: LS equity hedge funds, fixed income hedge
funds, multi-strategy hedge funds and other regulated hedge
funds with specific strategies that do not meet the criteria of
any of the other classification groupings.
4.

Fourth tier of classification

This category refers to regulated hedge funds that are
classified as long short (LS) equity hedge funds only. This
includes equity market neutral hedge funds, long bias equity
hedge funds, and any other equity hedge funds within the
equity market, with sector-specific strategies.

Although the implementation of the framework only came
into effect on 1 January 2020, the section below provides
a summary of the allocation of the various hedge fund
strategies, based on data that was provided by respondents
of our 2019 survey.
•

Just over one third of funds are registered as retail funds
(tier 1)

•

62% of the funds are equity LS funds (tier 3):
• 	 The long bias category (tier 4) represents the bulk
of assets of the LS strategy.
• 	 Equity market neutral is the second biggest
strategy in tier 4, even though it is notably smaller
than the equity LS long biased category.

Interestingly, the short-biased sub-category of equity LS
featured in the 2019 data provided, even though it represents
just less than a quarter percent of the equity long/short
assets.

2019 Strategy allocation using new classification standard by the Association

NOVARE HEDGE FUND SURVEY 2019
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NET FLOWS BY STRATEGY

Chart 10: Net flows and closures by strategy.

A major positive takeaway from the 2019 survey, was the
net flows experienced throughout the industry. The current
data indicates that equity LS and commodities were the two
strategies that lost out on positive flows, with the largest
outflows observed within the equity LS strategy. Dissolved
funds in 2019 accounted for almost the same amount of
assets than in 2018. However, the greatest portion of these

dissolved funds, were consolidated with other existing funds,
therefore retaining most of the assets in the industry.
The main or well-known strategies such as equity market
neutral, multi-strategy and fixed income saw a net inflow,
with fixed income attracting the largest number of new
assets.

ASSET ALLOCATORS / MAIN INVESTORS

Chart 11: Asset allocators/ main investors

NOVARE HEDGE FUND SURVEY 2019
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A further decline in FoHF assets was recorded in the industry,
from 45.6% in 2018 to 32.6% in 2019. To date, FoHF assets has
been the most significant allocator to hedge fund strategies
and this substantial decrease could pose a threat to industry
growth, especially among smaller managers. It is however
encouraging to note that pension fund allocations increased
by close to 10.0% in 2019, from 16.3% in 2018 to 25.5% in the
current period.
As the 2018 survey predicted, the increase in allocations by
the HNWI sector continue to grow at a slower pace from
22.2% in 2018, to 23.9% in 2019. The combination of HNWI

and retail allocation demonstrates significant growth closer
to allocation by the FoFH category, which has remained
the highest over the years. The allocation from retail sector
increased to 7.0%, the highest proportion of industry assets
since the introduction of regulations. Another observation
that can be made regarding retail allocations is the fluctuation
in size in relation to the industry, over the years.
The emergence of co-investment in the South African hedge
fund industry presents a new and exciting opportunity,
especially at 7.2%, which is slightly higher than retail
allocators, making this sector the fourth largest.

MANAGER TRACK RECORD
Most allocators continue to favour managers with a longer
track record. Eighty four percent of industry assets are
managed by 76.3% of the hedge funds with a track record
of more than eight years. The percentage change in the
number of funds with a track record of more than eight years
increased by 28.7%, while assets managed increased by
14.0% from 2018 figures.

Only 6.0% of industry AUM is managed by 10.7% of the funds
with a track record of three to five years. The number of
funds in this category has significantly reduced, dropping
to 27.0%. The data suggests that consolidation and closed
funds mostly affected two categories of funds; namely: those
with a track record of between three to five years and those
with a track record between six to seven years.

Seven percent of the assets were managed by 6.8% of
the funds with a track record of six to seven years, which
constitutes half the percentage of funds seen in 2018.

Funds with a track record of less than three years continue
to struggle to raise assets, as most institutional allocators
consider allocating to funds with the recommended minimum
track record of three years.

Chart 12: Fund track record and assets under management representation
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SCHEMES
During the period under review, 98.0% of the industry assets
were either allocated to qualified investor hedge funds
(QIHFs) or retail investor hedge funds (RIHFs). Just over one
third (34.0%) of the industry assets are managed as RIHFs
while 63.9% are allocated to QIHFs.

63.9 % - Retail Investors Hedge Fund

Since the new regulation was implemented, 2.1% of the
assets have either been managed by unregistered funds or
by structures that could not be determined from the data
received .

34.0% - Qualified Investors Hedge Fund

2.1% - Not Registered

Chart 13: Collective investment schemes

LEGAL STRUCTURE
Just over 87.0% of industry participants have fully
transitioned for compliance with the new regulations, while
the remainder of ≥13% of asset managers opted to use limited
liability partnership (LLP) structures.

While most hedge funds have been in an en commandite
partnership before, new structures will have to be approved
by the FSCA to be accepted in the new regulatory
environment.

The closure of some CIS funds - coupled with the emergence
of newly launched LLPs - resulted in the former reducing
slightly.
As stipulated by the latest regulations, only certain structures
are allowed within the CIS environment. A portfolio can for
example only use the following structures for its hedge fund
assets:–
•

A CIS trust arrangement as contemplated in the Act; or

•

An en commandite partnership (also known as a limited
liability 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 the contractual commitment to the
partnership.

Chart 14: Legal structure
1Funds managed within specific multi-asset portfolios (MAPs), the structure of which could not be determined
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DAILY PRICING
As expected, dealing and pricing frequency of RIHFs surpass
those of QIHFs. Of the managers that responded, 44.7% of
funds are offering daily pricing.

This is a significant increase from last year’s figure of 35.0%.
The remaining 55.3% consists of funds that have dealing and
pricing frequency of one and three months.

Chart 15: Daily pricing

PRIME BROKERS

Chart 16: Use of prime brokers in hedge fund industry

Funds that only use one prime broker further decreased from
66.2% in 2018 to 48.1% in 2019. The percentage of funds that
do not use a prime broker remained at a low 6.3%, which
constitutes a marginal increase of 1.0%.
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There was a record increase of funds that find it necessary
to utilise more than one prime broker, from 28.4% in 2018 to
45.6% in 2019. In this category of funds, 55.6% were found
to be using just two stockbrokers, while the next highest
number of funds (19.4%) were found to be using over five.
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OPERATIONS

PRIME BROKER BREAKDOWN
Given the greater importance of prime brokers for the
majority of the hedge funds industry, our assessment
revealed that three prime brokers were most preferred. As
at the reporting date, the combined top three represented
80.1% of the industry assets.

The top prime broker used by hedge funds (prime broker
1) represents 38.4% of industry assets, followed by the
second (prime broker 2) at 21.6% and the third (prime
broker 3) at 20.1%.

Chart 17: Dominance of top prime brokers in the hedge funds industry

MANAGEMENT COMPANIES

Chart 18: Hedge funds industry management companies
South African hedge fund regulation requires that hedge
funds appoint a Manco for all administrative, operational
and risk-monitoring responsibilities. The appointed
Manco must also be approved by the FSCA. Due to this
development, the operational risk associated with hedge
funds has been reduced.

which is a reduction of 6.9% from 2018. The top two largest
Mancos cumulatively represent 49.9% of industry assets,
reducing industry dominance by 11.1% since 2018.
The number of Mancos in the industry specifically focusing
on hedge funds also reduced as several of them closed
their businesses down.

The four largest Mancos represent 76.9% of industry assets,
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MANAGEMENT FEES

Chart 19: Industry management or fixed fees
Regulations compel hedge fund managers of regulated funds
to disclose the total expense ratio (TER) in their minimum
disclosure documents (MDDs). This includes, but is not
limited to, the 12-month management and performance fees
of their funds.
The 2019 survey showed that 53.9% of industry respondents
charge an annual management fee of 1.0%. There was no
significant movement in the first two categories (those
charging less than 1.0% fee), as both increased by 1 basis
point only.

While our finding notes the figure of 7.9% of managers who
still charge 2.5% as negative, the decrease in funds charging
2.0% and those charging between 1.25 - 1.5% per annum
can be viewed as positive. This should however be read in
conjunction with information on the increase of funds who
charge lower fees.
The increase in funds who only charge a performance
fee (zero management fee) can be viewed as positive by
investors as this further aligns the manager’s interest with
those of investors.

PERFORMANCE FEES

Chart 20: Industry incentive or performance fees
Over the course of 2019 there were two added categories
of performance fees charged by some industry players. The
data indicates that 1.0% of managers now charge a 30.0%
performance fee, while 5.2% charge 25.0%. These funds do
however typically only charge a performance fee.
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Approximately 74.0% of funds charge a performance fee of
20.0%, which is a 6.0% decrease from 2018 figures and there
was an increase of 4.0% in managers who charge a 15.0%
performance fee. The number of funds charging zero and
10% performance fees respectively remained close to 0.0%.
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PERFORMANCE FEE HURDLES

Chart 21: Different hurdle rates employed by the industry over time
2019 data indicates that managers who consider hard
hurdles, reduced from 92.5% to 85.5%, leading to an
increase of 6.6% in those with no consideration to hurdle
rates.
The study observed a further reduction of 7.0% in funds
using “cash + fixed hurdle rates” from 71.3% reported
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in 2018, while those using “inflation + fixed hurdle rates”
indicated a gradual decrease of 1.0% from 3.6% to 2.6%.
There has also been another marginal increase of 1.7% in the
“other” category which relates to performance fee hurdle
rates that have not previously been viewed as a ‘traditional’
hurdle rate.
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PERFORMANCE
Certain events during 2019 led to surprisingly good
performance in the stock markets. South Africa’s equity
market rose from a negative territory in 2018 and managed
double-digit returns in 2019.
The beginning of 2019 saw investors navigate through a
host of developments such as global growth concerns and
consequences regarding monetary, trade and political
policies. Fears of an economic downturn were further fueled
by the inversion of the US yield curve, which is widely
considered as a leading indicator of a recession.
The Rand started the year on a positive note, benefitting
from the favourable risk-on backdrop which was further
boosted by the US Federal Reserve’s more dovish stance.
The Rand’s strength was short lived though, due to Eskom’s
precarious financial position and subsequent load shedding,
coupled with the concerns mentioned earlier, as well as the
country’s fiscal metrics.

Just when it seemed like quantitative easing (QE) was
no longer applicable, the European Central Bank (ECB)
announced a new quantitative easing programme, which
entailed $21.9 billion a month of net purchases of assets for
as long as the ECB deemed necessary.
Strong financial market performances were witnessed in the
fourth quarter as the geopolitical risks that dominated much
of 2019 faded and the Federal Reserve once again started
cutting rates.
2019 also marked the unprecedented implementation of
Stage 6 load shedding by Eskom, resulting in significant
strain over the festive season.
Despite the multitude of concerns and risks, local equities
ended the year with a double-digit return of 12%, while the
bond market returned 10%. Such double-digit performances
in both equity and bond markets have been rare in recent
times, but are no doubt highly appreciated by most investors.

The 2019 national budget indicated that the fiscal framework
remained fragile, characterised by a widening budget
deficit with gross debt-to-GDP ratio getting revised higher
when compared to the Medium-Term Budget Policy
Statement ( MTBPS) in 2018. The GDP growth print in the
first quarter revealed that the real GDP declined by a much
more substantial than expected 3.2%, quarter-on-quarter
(annualised). This marked the biggest contraction since the
global financial crisis.
Headline consumer inflation increased to 4.5% year-on-year,
marking the third consecutive month where inflation printed
below the midpoint of the SARB’s inflation target band. By
the end of Q1 of 2019, South Africa managed to cling to its
investment grade status when credit rating agency Moody’s
decided against issuing a credit rating downgrade as widely
expected.
On the political front, the African National Congress (ANC)
managed to retain the majority vote in the 2019 national
elections and a new and reduced cabinet was appointed.
This was generally well received by the market as investors
remained optimistic that President Cyril Ramaphosa may be
able to deliver on some of the promised reforms.
Meanwhile geopolitical risks continued to emerge
sporadically, starting with the US-China trade tensions. Initial
news that the US-China trade talks were progressing well,
boosted investor confidence. The tension between China
and the US however escalated throughout the year, leaving a
soured global risk sentiment environment. President Donald
Trump announced that he will be increasing the levies on
the $200 billion worth of Chinese goods from 10% to 25%,
which led to a retaliation from both countries. China imposed
higher tariffs on most US imports while President Trump
complicated trade between US companies and the Chinese
telecommunications company, Huawei. Global trade policy
continued to deteriorate as President Trump then turned his
attention to Mexico, as he announced plans to impose tariffs
on all Mexican imports as well.

On the political front, the
African National Congress
(ANC) managed to
retain
the majority vote in
the
2019 national elections and
a new and reduced cabinet
was appointed. This was
generally well received by the
market as investors remained
optimistic that President
Cyril Ramaphosa may be able
to deliver on some of the
promised reforms.

By the third quarter, the US-China trade dispute was still
lingering, while the world was reminded of risks relating
to Brexit. News that the Democrats initiated a process to
impeach President Donald Trump also dominated headlines.
A report of a drone strike on the Saudi Arabian oil production
facility was added to the repertoire of geopolitical risks,
dampening investor sentiment.
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Chart 22: Average performance in relations to fund sizes
Overall, hedge funds performed well with returns exceeding
those in prior years in absolute terms. On average, all fund
categories by size saw positive returns for the 12-month
period ending 31 December 2019.
Funds managing more than R2 billion in assets on average
posted a return of 13.75%, which is an improvement of 11%
compared to the 2.% posted in 2018. On average, funds with
less than R100 million underperformed when compared to
other categories, showing a return of only 4.9%.

It is worth noting that funds managing assets between
R500 million to R1 billion were the second-best performing
category after the larger funds managing above R2 billion.
The average return in this category was 11.5%. This category
had a small representation in terms of total assets managed.
Funds managing assets between R100 and R500 million
were the second biggest category, representing 25%
of all funds’ assets reviewed. This category returned an
average of 7.5%, which is the same as the category of funds
managing assets between R1 to R2 billion.

STRATEGY PERFORMANCE
January to December 2019
As the dominant strategy in the industry, equity LS was
as usual among the strategies with the widest dispersion
of returns, achieving almost twice than that of the multistrategy category.
This relates to the underlying funds’ performance that
usually differ, based on factors such as aggressiveness or
conservativeness, sector biases, risk/return objectives, etc.
Another positive development was the implementation of the
ASISA Hedge Fund Classification Standard, which we believe
will enable investors (especially retail investors) to conduct
more informed assessments of returns of similar funds.
All strategies exhibited a positive skew in the 12-month return
numbers. Simply put, this means that the returns are highly
distributed along the right side of the monthly performance
histogram.
Equity long/short
The 12-month average return for the equity LS strategies
were 11.96%, which was the best performing among the larger
strategies employed in the industry. Eight percent of equity
LS experienced negative performance during the year, while
out of those who were positive, 63% were above 7.3%. Of the
funds in this category, 55.3% achieved a double-digit return.
The top 10 performers achieved an average of 25.3% for the
year, with the top performing fund returning 45.5%.
Equity market neutral
With a 12-month return average of 6.8%, equity market
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neutral underperformed other strategies in the industry. Of
the funds employing equity market neutral strategies, 10.5%
were negative for the year, and 47.4% achieved a doubledigit return.
The top 10 funds in this strategy category achieved an
average 12-month return of 11.1%, with the top fund posting
18.0%.
Fixed income hedge
With a 12-month return average of 9.0%, the fixed income
strategies were among the best performing strategies in
the industry. None of the funds employing fixed income
strategies achieved negative returns in the 12-month period
from January to December 2019 and 43.8% of the funds in
this category achieved a double-digit return.
The top 10 funds in this strategy achieved an average
12-month return of 13.0%, with the top performing fund
posting 30.7%.
Multi-strategy hedge
With a 12-month return average of 9.3%, multi-strategy
hedge performed in line with fixed income strategy. Eight
percent of the funds employing multi-strategy strategies
achieved negative returns in the 12-month period from
January to December 2019, while 68% of the funds that
achieved positive returns achieved an average of more
than 7.3% in performance. Forty percent of the funds in this
category achieved a double-digit return.
The top 10 funds in this strategy achieved an average
12-month return of 16.1%, with the top performing fund
posting 25.6%.
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Chart 23: Average performance in relation to strategies

Chart 24: Monthly average returns by strategies

As stated above, it is of no surprise that equity LS strategies
exhibited the highest dispersion of returns (4.9%) over 12
months, but it was unexpected to see equity market neutral
show higher dispersion than that of the fixed income
strategies, which is currently 2.0% vs 1.24%.
None of the strategies was down by more than 2.0% in the
12-month period from January to December 2019. This is
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despite the increased volatility seen in the market for the
second quarter of 2019.
The worst month for hedge funds, May 2019, saw fixed
income strategies maintaining an absolute return in line
with cash. The other strategies still managed to exhibit
some level of downside protection.
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EQUITY LONG/SHORT
Gross exposure

Chart 25: Equity long/short gross exposure over time
More funds reported an average gross exposure of between
100.0 to 150.0% and 150.0 to 200.0% than in 2018. Fifty
percent of the funds, which is an increase of 8.0% from 2018,
reported a gross exposure of between 100 to 150.0% in
2019, while those with an average gross exposure of 150.0 to
200.0% increased by 4.5% from 32.0%.

Gross exposure of between 50.0 to 100.0% decreased from
13.0% to 8.2% during the period under review. Similarly, there
was another decrease in exposure between 200.0 to 300.0%,
down from 10.0% in 2018 to 4.2% for the period under review.
None of the funds reported an average gross exposure of
above 300.0%.

Net exposure

Chart 26: Equity long/short net exposure over time
Up to 65.0% of equity LS funds had an average net exposure
of between 50.0 to 100.0% in 2019; which is a substantial
increase of 22.0% from the numbers reported in 2018. The
other increase observed was funds with an average net
exposure between -10.0% to 0.0%. Compared to 3.4% in

NOVARE HEDGE FUND SURVEY 2019

2018, 11.1% of equity LS funds were net short during 2019.
Most funds had an average net exposure of between 10.0 and
100.0%, with few outliers with exposures above 100.0% and
below zero.

27

STRATEGIES

Trading activity

Chart 27: Trading activities by equity long/short funds
During the period under review, there seemed to be a general
trend towards increasing trading activity. A significant
increase of more than 25.0% in turnover of greater than 10
times the fund net asset value (NAV) was observed in 2019,
from the 2018 level of 14.0% to 39.7% in 2019.

Another increase of 7.4% in turnover of 2 to 4 times the fund
NAV in 2019 was recorded from the 2018 level of 10.0%.
The portfolio turnover of 0 to 2 times the fund NAV further
decreased from 55.0% in 2019, to 38.8% in 2019.

EQUITY MARKET NEUTRAL
Gross equity exposure

Chart 28: Equity market neutral gross exposure over time
Overall, there was a general trend toward lower equity
exposure in market neutral funds.

marginal decreases from the prior period, accounting for
6,9% (from 9.0%) and 40.0% from 45.0% respectively.

An average gross equity exposure of between 0.0 to 50.0%
as well as between 100.0 to 150.0% was recorded, indicating

An average gross equity exposure of between 150.0 to
200.0% accounted for 13.3% in 2019, compared to 27.0%

Net exposure
As with equity LS managers, there was a general trend
towards decreased net equity exposure in the market neutral
space.

This was coupled with a substantial decrease from 70.0% to
40.0% in the range that falls between 10.0% - 50.0% in net
exposure.

The net equity exposure of 0.0 to 10.0% increased by 23.0%,
from 30.0 to 53.0%.

Data furthermore indicates an increase of funds that were
either net short or absolute market neutral. The numbers
grew from 0.0% in 2019 to 7.0% in the range that falls
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Chart 29: Equity market neutral net exposure over time

Trading activity

Chart 30: Trading activities by equity market neutral funds
The portfolio turnover in the 0-2 times fund NAV range
decreased from 60.0% to 20.0% during the period under
review, indicating a general trend towards more trading
activity.

Turnover in excess of 10 times fund NAV saw a notable
increase from 20.0% to 53.0%.

FIXED INCOME
Fixed income trading
According to the data received from respondents, fixed
income managers exhibited an equal split in trading activities.
One half showed trading activities of more than 10 times their
NAVs, and the rest only showed trading activities of up to
twice the fund NAV.
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Managers who had a turnover of 0-2 times their fund NAV,
increased by 10.0% to 50.0%, while those with a turnover of
more than 10 times their fund NAV increased by 20.0% to
50.0%.
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Chart 31: Trading activities by fixed income funds

TRANSFORMATION

INDUSTRY BEE-COMPLIANCE

Chart 32: Hedge fund managers BEE rating

During the period under review, 25.0% of fund managers
reported that they are not compliant with current BEE
requirements. This is a decrease of 23.0% from the numbers
reported in the previous survey.
Though the figures remain insignificant, the number of hedge
fund managers with a Level 1 BEE rating has doubled to 6.0%.
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There was also a 16.0% increase in managers with a Level
2 BEE rating, which constitutes the largest category for the
2019 calendar year.
Our data shows no record of managers that have Level 3,5
and 7 BEE ratings.
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SENIOR MANAGEMENT
Only 18.0% of senior management comprises females, which
is a 2.0% decrease from the 2018 data.

•

Coloured representation increased by a minor 2.0%,
equating to an overall percentage of 7.4%.

In terms of ethnicity, there were minor changes in senior
management representation, summarised as follows:

•

White representation decreased relatively substantially
by 4.3% from the total of 74.1% in the prior year.

•

•

African representation was equivalent to that of
Coloureds, with a decrease of 1.7% in 2019.

Indian representation increased by 4.6%, from 7.8% to
12.4%.

Chart 33: Proportion of senior management in relation to
gender
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Chart 34: Proportion of senior management in relation to
ethnicity
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INDUSTRY THERMOMETER
Novare obtained the opinion of survey participants on the
main headwinds for the industry in 2019, by requesting them
to rank the following factors:

4.

Increased regulatory requirements and associated costs

5.

Lower liquidity levels

1.

Poor performance

6.

Loss of clients

2.

Loss of assets

7.

Other

3.

Fee pressures

Chart 35: Industry headwinds over 12-month period

The headwinds that were ranked top by the 56.3% of
managers who responded can be summarised as follows:

A total of 92.5% of respondents ranked their top reasons
(ranked 1) as follows:

A total of 27.9% of respondents ranked loss of assets as
their biggest headwind, while 16.7% ranked loss of clients
and poor performance as their biggest headwind. Only 5.6%
ranked increased regulatory requirements and costs as their
top headwinds, while 11.1% ranked fee pressure and lower
liquidity levels as the top issues.

•

Alpha generation (35.3%);

•

Downside protection (23.5%); and

•

Portfolio diversification (23.5%).

The second largest headwinds (ranked 2) of 56.3% of the
respondents were as follows:
•

Loss of assets: 33.3%;

•

Poor performance: 22.2%; and

•

Loss of clients: 16.7%.

A total of 41.2% of the respondents ranked fee pressure as
the third biggest headwind, while 23.5% ranked increased
regulatory requirements, increased costs and loss of clients
as their third largest headwinds.
The participants were also requested to indicate (by ranking)
the main reasons for investing in their hedge funds, as
indicated by Chart 36.
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Only 12.0% of respondents stated other reasons which were
not in the list provided.
A total of 95.0% of respondents ranked their second-best
reasons (ranked 2) for investing in their hedge funds as
follows:
•

Correlation benefits (33.3%);

•

Portfolio diversification (27.8%); and

•

Alpha generation (17.0%).

The third-best reasons ranked by 85.0% of the respondents
(ranked 3) were as follows:
•

Portfolio diversification (31.3%); and

•

Downside protection (25.0%).
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Chart 36: Respondents’ predicted drivers for hedge funds interest by investors
Looking beyond 2019, 43.8% of those surveyed envisage
flows in the 12 months post December 2019 to originate from
institutional funds, while 12.0% are of the opinion there will be
no change in this sector of allocators.

A total of 31.3% are convinced that FoHF will remain the main
allocator, while slightly more than 34.0% of participants are of
the opinion that the retail sector will be the larger contributor
to the industry over the next twelve months.

Chart 37: Respondents’ predicted sources of assets for the industry
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INDUSTRY HURDLES
Respondents were also requested to indicate the greatest
hurdles with respect to the regulatory environment. Most
respondents had a similar view that the industry would
benefit substantially if other CIS funds were allowed to invest
in hedge funds.
•

Some of the responses of hedge fund managers
concerning headwinds to the regulatory environment
are quoted verbatim below:

•

“Traditional unit trusts not being allowed to invest in
RIHF/QIHF – CISCA inclusion limits (BN90).”

•

“Without doubt, the largest hurdle is that traditional unit
trusts or collective investment schemes are not allowed
to invest in regulated hedge funds.”

•

“Additional staffing due to added requirements.”

•

“Long only CIS not being able to invest in hedge CIS”

•

“Lack of investor education.”

•

•

“Taxes and the additional layer of costs.”

•

“A lot more regulations, but no take up by retail
investors.”

•

“Cost, time, resources and red tape.”

•

“Admin heavy, expensive for small firms.”

•

“Treat all CIS fairly. Allow multi-mix CIS’s to invest to
QIHFs.”

Even though the new ASISA Hedge Fund Classification
Standards were well received, some of the responses quoted
verbatim below, seem to suggest that more should be done:
•

“I think it is positive, it could increase exposure to the
industry and assist investors in making allocations and
comparing peers.”

•

“Positive. However, BN90 needs to change to allow
other CIS’s to invest in hedge CIS’s.”

“Limits imposed by regulations. e.g. CIS’s in securities
can still not invest into now regulated hedge CIS’s.”

•

“Difficult to box hedge funds as they are largely a
heterogeneous group.”

•

“Inability of CIS in securities’ ability to invest in hedge
CIS.”

•

“Progress for the industry.”

•

“Lack of understanding of the space by the regulator.”
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IN CONCLUSION

The South African Hedge fund industry is still
poorly understood, under-researched and more
often than not, overlooked. The industry is
among the smallest in SA’s investment universe
when compared to world standards. The main
purpose of this survey is to provide information
and bridge the gap between providers of hedge
fund solutions and those who require them.
We trust this survey report, which has been
made possible with the support from industry
participants, fulfils this purpose.
Despite the misconception that hedge funds are
risky investments, South African hedge funds
may be found to be relatively conservative.
Interestingly, many South African investors still
perceive hedge funds as the riskier investment
when compared to unit trusts when, in fact, the
two vehicles have been very similar, since the
introduction of hedge fund regulations.
To quote Ruan Jooste in the article published
by Daily Maverick on 10 October 2019: “Hedge
funds: it’s not an ‘or’ discussion, it’s an ‘and’
discussion.” As is increasingly being suggested
in the hedge fund industry, allowing other CIS
funds to invest in hedge CIS’s may be a solution
to open an “and” discussion.
We still believe that hedge funds remain an
essential tool for risk mitigation and portfolio
diversification in any investor’s portfolio. More
than ever before, hedge funds are now accessible
to a broader range of investors, through retail
CIS’s.
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TECHNICAL TERMS EXPLAINED

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 CIS to be offered to
investors in South Africa. It is still the most popular and widely available
form of CIS in the country.
A multi-manager fund combines multiple professionally-managed
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.
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 maximum of 70% invested in equities, 25%
in property, and no more than 30% of the fund’s assets can be invested
offshore.
A FAIS CAT II licensee is an authorised financial services provider (FSP)
that renders intermediary services of a discretionary nature as regards
the choice of a particular financial product.
A FAIS CAT IIA licensee is 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.
A lock-up period refers to a window of time or a period within which
hedge funds or other closely held investment vehicles are not allowed to
redeem or sell shares.
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.
The Financial Advisory and Intermediary Services (FAIS) is a division
within the FSCA 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 ongoing basis to ensure they comply with the duties imposed by
the act at all times and take the necessary regulatory actions against
those who do not comply, which include unregistered entities or persons.

fluctuations. The higher the gross exposure, the greater the potential loss
or gain.
Net exposure is the percentage difference between a hedge fund’s long
and short exposure.
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.
Retail investor hedge fund (RIHF)* This refers to a collective investment
hedge fund that is available for retail investors as per the classification
set out in BN 52.
Qualified investor hedge fund (QIHF)* This refers to a collective
investment hedge fund that is available for qualified investors only, as
per the definitions set out in BN 52.
South African portfolios are collective investment hedge fund portfolios
that invest at least 60% of their total exposure in South African investment
markets. These collective investment portfolios may invest a maximum of
30% of their assets outside of South Africa, plus an additional 10% of their
assets in Africa, excluding South Africa.
Worldwide portfolios* are collective investment hedge fund portfolios
that invest in both South African and foreign markets. There are no limits
set for either domestic or foreign assets.
Global portfolios are collective investment hedge fund portfolios that
invest at least 80% of their total exposure outside South Africa, with no
restriction to assets from a specific geographical country (for example
the USA) or geographical region (for example Africa).
Regional portfolios* are collective investment hedge fund portfolios
that invest at least 80% of the total exposure in assets in a specific
country (for example the USA) or geographical region (for example
Africa) outside South Africa.
Long short equity hedge funds* are portfolios that predominantly
generate their returns from positions in the equity market. Regardless of
the specific strategy employed, these funds will all over time look to the
equity market for investment opportunities.

The prime broker provides a consolidation service, including services
such as custody of the securities, loaning of securities for short sales, and
the provision of margin financing, back office technology and reporting.

Long bias equity hedge funds* are portfolios that over time will have had
or aim to have a net equity exposure in excess of 25%.

Fund administrators: service providers whose main functions include
the provision of certain accounting and back office services to a hedge
fund.

Market neutral hedge funds* are portfolios that have had, over time or
expect to have over time, very little directional exposure to the equity
market. On average over time net equity exposure should be less than
25% but greater than -25%.

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).

Other equity hedge funds* is a category for portfolios that follow a very
specific strategy within the equity market, such as listed property or
sector-specific strategies.

The hurdle rate refers to the rate of return that a fund manager must beat
in order to collect performance fees.
The hard hurdle is calculated only on returns above the hurdle rate while
the opposite of that is the soft hurdle, which is calculated on the whole
return.
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 whether the hedge fund performance is
above the hurdle. When the hedge fund performance is above the hurdle
rate, and only then, a 20% performance/incentive fee may be charged.
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 subjected to, due to possible market

Fixed income hedge funds* are portfolios that look to interest rate
sensitives to generate their investment returns. They will over
time predominantly invest in instruments and derivatives whose
characteristics are determined by the interest rate market.
Multi-strategy hedge funds* are portfolio that over time do not rely on a
single asset class to generate investment opportunities but rather blend
a variety of different strategies and asset classes with no single asset
class dominating over time.
Other hedge funds* are portfolios that have a very specific strategy that
does not fit into any of the other classification groupings.
*As described by ASISA
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