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The fund of hedge funds industry has had a turbulent fi ve years. The 
industry grew considerably in the years leading up to 2008, as new 
institutions began to make investments in hedge funds, attracted by 
the returns and non-correlation to other asset classes. New entrants 
into the industry sought out multi-managers to provide portfolio 
diversifi cation and manager selection expertise. These characteristics 
of funds of hedge funds, coupled with lower levels of risk and volatility 
compared to direct investments, drew in investor capital and allowed 
the fund of hedge funds sector to reach a peak of $1.2tn in terms of 
assets under management in 2008. 

However, 2008 turned out to be a defi ning year for the industry: the 
Madoff scandal touched even some of the largest funds of funds, 
returns were well into negative territory and below that of the single-
manager hedge fund industry (which itself was down, with average 
returns of -17.12%) and investors began to question the value of these 
funds of funds which charge additional fees on top of those on their 
underlying investments.

In this month’s Hedge Fund Spotlight we examine three facets of 
the fund of hedge funds industry: fi rst, we give an overview of the 
strategies utilized by funds of hedge funds from a global point of view 
and their changing assets under management; secondly, we examine 
the recent performance of the funds of hedge funds industry; lastly, we 
explore investor appetite for funds of hedge funds and how changing 
investor sentiment towards multi-managers is shaping the industry.

Changing Industry Assets under Management

Since the events in 2008, the industry has faced many challenges 
in retaining investor capital and attracting new investment. The total 
assets under management (AUM) of fund of hedge funds managers 
worldwide have been on a general decline since the peak of $1.2tn 
in AUM seen in 2008. A further decline in assets under management 
over 2012 is disappointing news for the fund of hedge funds industry, 
which had shown some signs of recovery and slight growth over 2011. 
Today the industry is signifi cantly smaller than the peak seen in 2008, 
with funds of hedge funds managing a total of $810bn.

Fig. 1 shows that North America-based fund of hedge funds 
managers continue to be the largest contributors to global fund 
of hedge funds AUM, with 63% of the assets under management 
($508bn) in the region as of December 2012. Although this fi gure 
is still below the peak of $626bn in assets under management of 
North America-based fund of hedge funds managers in December 
2008, North America is the only region globally that saw an increase 
in the aggregate assets under management of fund of hedge funds 

managers from 2011 to 2012, rising from $485bn in December 
2011 to $508bn in December 2012. 

In contrast, despite a gradual recovery in 2010 and 2011, aggregate 
assets under management of Europe-based fund of hedge funds 
managers fell signifi cantly in 2012, from $375bn in December 2011 to 
$280bn in December 2012.

The relatively younger Asia-Pacifi c fund of hedge funds sector also 
ended its bull run in 2012, following two years of signifi cant growth in 
aggregate assets under management. Assets under management of 
fund of hedge funds managers based in the region grew from $8.3bn 
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Fig. 1: Fund of Hedge Fund Managers’ Assets under Management 
by Location, 2007 - 2012

Source: Preqin Hedge Fund Analyst
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Funds of Hedge Funds in 2013
An Overview
Ivan Jincheng-Han and Joe Childs explore the fund of hedge funds industry over the past year and provide an 
outlook for 2013. What change has the industry seen in assets under management? What is the recent performance 
of funds of hedge funds? What investor appetite is there for funds of hedge funds in 2013?
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in December 2009 to reach a peak of $34bn in December 2011, in 
part due to investors keen to take advantage of growth in the Asia-
Pacifi c markets. However, the assets under management of Asia-
Pacifi c-based fund of hedge funds managers declined signifi cantly to 
$16bn in December 2012. 

Although the aggregate assets under management of fund of hedge 
funds managers based in Rest of World began to approach levels 
seen in Asia-Pacifi c in December 2010 at $16bn, it has decreased 
since, dropping signifi cantly to $5bn in December 2012 following the 
closure of several large fund management groups. 

Fund of Funds Launches

The number of funds of hedge funds launched annually grew from 19 
in 1996 to a peak of 151 new vehicles in 2007 as the industry grew 
in assets under management and size in terms of numbers due to 
an increasingly receptive institutional audience (Fig. 2). The number 
of annual fund of hedge funds launches declined in 2008 and 2009 
during the height of the fi nancial crisis, but then briefl y rallied in 2010, 
with 142 fund of hedge funds launches in the year, following a return 
to form performance-wise in 2009 and 2010. 

However, the number of annual fund of hedge funds launches declined 
signifi cantly in 2011 and 2012, with these years representing some of 
the lowest numbers of launches since the early 2000s. Annual fund of 
hedge funds launches fell from 142 in 2010 to 79 in 2011 and 59 in 
2012 as managers chose to focus marketing campaigns on existing 
vehicles in the diffi cult fundraising environment; 2012 saw the lowest 
levels of annual fund of hedge funds launches since 2000. 

Fund of Funds Strategies by Region

One of the attractions of funds of hedge funds for investors is their 
ability to provide diversifi cation. Multi-strategy hedge funds represent 
both the largest proportion of funds of hedge funds globally and in 
all regions, particularly in Asia-Pacifi c where multi-strategy funds 
represent nearly three-quarters (74%) of the entire Asia-Pacifi c fund 
of hedge funds universe (Fig. 3). Investing with a multi-strategy fund 
of hedge funds provides investors with broader diversifi cation, and 

also gives fund of hedge funds managers strategic breadth to exploit 
investment opportunities in a changeable market environment.

Fig. 3 shows that 25% of the funds of hedge funds from North America 
focus on long/short strategies, which include strategies such as long/
short equity, long biased, short biased and long/short credit. These 
strategies are sought by investors looking to provide short exposure to 
hedge their traditional portfolios of equities. The highly fl exible macro 
strategies are also prominent in North America, with 11% of the funds 
of hedge funds in the region primarily focused on macro strategies. 

Compared to North America, where 52% of funds of hedge funds 
are multi-strategy vehicles, funds of hedge funds in Europe exhibit 
a slightly greater preference for strategy-specifi c vehicles, rather 
than multi-strategy funds. Forty-six percent of funds of hedge funds 
in Europe follow a multi-strategy approach, 26% pursue a long/short 
approach and 16% pursue a macro approach. One notable difference 
between the two regions is that Europe-based fund of hedge funds 
managers also show a greater preference for relative value funds 
compared to their North American counterparts, with 8% of the funds 
of hedge funds in Europe focusing on the strategy compared to 5% in 
North America, 5% in Rest of World and 0% in Asia-Pacifi c.

Among Rest of World-based funds of hedge funds, long/short equity-
focused vehicles are relatively common; Rest of World has the 
greatest concentration of these vehicles (30%) within a single region. 
However, as in all other regions globally, multi-strategy funds are the 
most commonly operated, with just under half (49%) of all funds of 
hedge funds based in Rest of World following this strategy.

Event driven strategies form only a small part of the funds of hedge 
funds universe, never representing more than 6% of funds of hedge 
funds in any one particular region. This is in part due to the inherent 
liquidity mismatch of such an illiquid fund strategy and the enhanced 
liquidity requirements of investors in funds of hedge funds.

3% 0% 0%
5%

5% 8%
0%

5%

52% 46%

74%
49%

11% 16%

6%

7%

25% 26%
15%

30%

5% 4% 6% 5%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

North America Europe Asia-Pacific Rest of World

Event Driven
Strategies

Long/Short

Macro
Strategies

Multi-Strategy

Relative Value

Other

Fig. 3: Strategies Used by Funds of Hedge Funds by Region
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Subscribers can click here to view detailed profi les of 3,554 funds 
of hedge funds on Hedge Fund Analyst, including strategic and 
regional preferences, performance data, terms and conditions 
and much more.
 
Looking to make new funds of hedge funds investments? Preqin 
can help. Target specifi c vehicles based on performance, core 
strategy, regions targeted, and more, and access key contact 
information on Hedge Fund Analyst.
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Here we look at the recent performance of funds of hedge funds and 
the variations in performance among vehicles with different areas 
of focus. We also consider the future role they will play in investor 
portfolios and what value they can provide to institutional investors.

Funds of hedge funds delivered returns of 4.63% in 2012, having 
posted negative returns in the previous year. Despite generating a 
positive return in 2012, fund of hedge funds managers suffered from 
the relatively low returns delivered by single-manager vehicles. As a 
consequence, many have struggled to fully recover the losses seen in 
2011 when benchmark returns for funds of hedge funds were -4.97%. 
As shown in Fig. 4, returns for these vehicles have also been low over 
the longer term. The annualized returns of funds of hedge funds over 
the last three and fi ve years stand at 1.79% and -0.25% respectively.

Although returns posted by many funds of hedge funds in recent years 
will have disappointed investors, the multi-manager fund model offers 
investors access to a diversified portfolio of hedge funds, helping to 
mitigate fund-specific risk. Fig. 5 shows the 12-month rolling returns 
and volatility of funds of hedge funds in 2012. Volatility was highest 
and returns lowest in the months leading up to August 2012. This 
trend was reversed as the low returns experienced in August and 
September 2011 dropped from the 12-month statistic. The overall 
volatility of returns posted by funds of hedge funds during 2011 and 
2012 was low at 3% to 5%, compared to a high of 7.6% for single-
manager funds and 18.6% for the S&P 500. This suggests that 
multi-managers are successful at reducing the volatility of returns for 
investors.

North America vs. Europe

Hedge fund managers struggled to accurately read or benefit from 
the European sovereign debt crisis and equity market movements 
in 2012. Direct investment funds with a primary focus on the region 
were comfortably outperformed by their US-focused counterparts but 

the effect was particularly pronounced among fund of hedge funds 
vehicles. As Fig. 6 illustrates, funds of hedge funds primarily targeting 
exposure to North America posted superior returns to Europe-focused 
funds in 11 months out of 12 in 2012. This led to overall net returns 
for the year of 7.88% for multi-manager funds targeting North America 
and 2.01% for those focusing on Europe.

Although the returns delivered to investors in Europe-focused funds of 
hedge funds have been slightly less volatile than those from vehicles 
targeting North America, this has not been sufficient to outweigh poor 
returns generated (Fig. 7). The benchmark Sharpe ratio for Europe-
focused funds of hedge funds refl ects this; it has been negative over 
the trailing two-, three- and five-year periods to the end of 2012.

Single-Strategy & Multi-Strategy Funds of Hedge Funds

Diversification is a key reason cited by investors for participating in 
funds of hedge funds and this can take different forms. Many investors 
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opt to invest in funds of hedge funds to gain diversified exposure to 
the asset class, choosing multi-strategy managers that invest across 
a range of hedge fund types. Other investors participate in single-
strategy fund of hedge funds products to gain access to and reduce 
the risk of investing in a portfolio of hedge funds employing similar 
strategies. In this section we examine how multi-strategy funds of 
funds performed recently compared to vehicles targeting two different 
specifi c strategies – long/short and macro.

Funds of long/short hedge funds ended 2012 up 5.13% after 
recovering from a 2.98% drawdown between March and June 2012. 
The diversified nature of their investments meant that the drawdown 
suffered by multi-strategy funds of funds was less severe and these 
vehicles were up 4.53% at the end of the year. Funds of macro hedge 
funds posted 0.85% in 2012 as the unpredictability of policy makers 
and the value of the euro challenged macro hedge fund managers.

Multi-strategy funds of hedge funds, with annualized returns over 
the two- and three-year periods of -0.02% and 1.97%, respectively, 
have outperformed their single-strategy counterparts targeting long/
short funds (-1.35% and 0.82% over the two- and three-year periods 
respectively) and macro funds (-1.78% and 1.10% over the two- and 
three-year periods respectively). Diversification and the ability to 
switch the strategies being targeted has helped multi-strategy funds 
of hedge funds achieve this while also maintaining low volatility in their 
returns of 3.6-3.9% compared to 3.7-4.2% for funds of macro hedge 
funds and 5.4-5.6% for funds of long/short hedge funds.

Although funds of macro hedge funds have posted low returns 
recently, these vehicles have delivered superior performance over 
the last five years compared to long/short and multi-strategy funds 

of hedge funds (Fig. 7). The low volatility of these vehicles and low 
correlation to equity markets in 2008 has seen macro-focused funds 
of hedge funds post positive returns over the five years to December 
2012, while multi-strategy and long/short vehicles were in negative 
territory for the same period.
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As our previous sections have shown, the fund of hedge funds model 
has come under pressure over the past fi ve years. In this section we 
examine current investor appetite for funds of funds, and take a look 
at what the future could hold for the sector.

Fig. 8 shows that 65% of investors include funds of hedge funds as 
part of their hedge fund allocation. Fig. 9 breaks down this data further, 
showing what proportion of several leading types of investor in hedge 
funds allocate directly, through funds of funds, or use a mixture of 
both. Pension funds in particular have a preference for committing to 
the asset class solely through fund of hedge funds managers. 

We also examined some characteristics of investors which allocate 
directly, through funds of funds alone or through a combination of 
both approaches in Fig. 10. Investors in funds of hedge funds tend 
to be newer entrants into the asset class, with a mean year of fi rst 
investment of 2006 compared to 2003 for direct-only investors. These 
investors also generally have smaller AUM and less capital, both in 
terms of proportion of assets under management allocated to hedge 
funds and capital invested in the asset class. Funds of hedge funds 
are an attractive investment option for these newer or smaller investors 
because a complete portfolio of investments can be achieved through 
a single allocation to hedge funds, the need for due diligence can 
be outsourced to the fund of hedge funds manager, and the use of 
funds of hedge funds can represent good value for money for those 
investors without internal investment specialists in the area.

What Does the Future Hold?

In December 2012, Preqin interviewed 80 investors in hedge funds 
to ascertain their outlook for 2013. The full results of these interviews 
can be found in our 2013 Global Hedge Fund Report. We asked 
those investors with current portfolios of funds of hedge funds what 
their plans were for their fund of hedge funds portfolios in 2013. Fig. 
11 shows that 12% of fund of hedge funds investors interviewed plan 
to increase their allocations to funds of hedge funds in 2013, with the 
majority of fund of hedge funds investors (53%) planning to maintain 
their exposure in 2013. The remaining 35% of current fund of hedge 
funds investors plan to decrease their allocations to funds of hedge 
funds in 2013. Twenty-three percent of fund of hedge funds investors 
interviewed plan to decrease their allocations in favour of direct 
investments and 6% plan to decrease their holdings in funds of hedge 
funds while simultaneously reducing their overall exposure to hedge 
funds. A further 6% plan to decrease their allocations to funds of hedge 
funds, but have no fi xed plans as to how the capital will be reallocated.

Unsurprisingly, of those investors interviewed that are considering or 
planning to reduce their exposure to funds of hedge funds, 54% are 
doing so due to performance concerns (Fig. 12), a general concern 
in the asset class as a whole. Twenty-seven percent of fund of 
hedge funds investors stated they were exiting fund of hedge funds 
investments because they felt that investing through their own portfolio 
of direct investments could provide them with better opportunities. 

Funds of Hedge Funds in 2013Feature

Investors in Funds of Hedge Funds and 
Their Outlook for 2013
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Eighteen percent of fund of hedge funds investors named high fees 
as a reason for exiting their fund of hedge funds investments; many 
investors may feel that what they save in fees can be used to build 
their own internal teams to carry out fund research and due diligence. 

With 65% of all institutions investing through funds of hedge funds and 
65% of these investors planning to increase or maintain their allocations 
in 2013, the structure will continue to be utilized by a signifi cant 
proportion of hedge fund investors. Despite over a third of investors in 
funds of funds planning to decrease their exposure to the structure in 
2013, the hedge fund industry as a whole is likely to benefi t from this 
reduction as capital will be redirected to single-manager funds.

Outlook

Funds of hedge funds face some signifi cant challenges in 2013. On 
the whole, the returns of funds of hedge funds have been largely 
underwhelming in recent years and the industry has shown a 
signifi cant contraction in assets under management as result of poor 
performance and investor outfl ows. However, some managers in the 
sector continue to demonstrate the ability to deliver strong absolute 
returns; funds of funds in the top performance quartile posted net 
returns in excess of 7% in 2012, while the most successful vehicle 
made gains of more than 24%.
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Email: feedback.hfa@preqin.com

Get in contact to view and update your fi rm or fund profi les:

New York
+1 212 350 0100  

London
+44 (0)20 7645 8888 

Singapore
+65 6305 2200

Silicon Valley
+1 650 632 4345

http://www.preqin.com/go.aspx?lid=3698
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Funds of Hedge Funds in 2013Feature

There are some noticeable differences by region in regards to 
changing fortunes of the funds of hedge funds industry. North America-
focused funds of hedge funds have had a more successful 2012 than 
their European counterparts, both in terms of the returns posted and 
growth in the aggregate assets under management of fund of hedge 
funds managers based in the region. The assets under management 
of European fund of hedge funds managers decreased by $95bn over 
2012, and Europe-focused funds of hedge funds posted signifi cantly 
lower returns than North America vehicles. 

Despite diffi culty in recent years, Preqin’s performance benchmarks 
indicate that funds of hedge funds have made a promising start to 
2013, posting 2.10% in January. This represents the sixth positive 
return in the last seven months and the best single month in more 
than two years. This is an encouraging start to 2013 for institutional 
investors, which have cited strong performance as a key requirement 
which needs to be met in the year ahead. In addition to this strong start 
to the year, 44% of all investors planning to make new investments 
over the next 12 months are including a fund of hedge funds element 
as part of their search. More than half (52%) of all investors looking 
to make new investments in funds of hedge funds over the next 12 
months are pension funds, with their large ticket sizes and long-term 
investment horizons. However, 35% of current fund of hedge funds 
investors plan to reduce their exposure to multi-manager vehicles over 
the next 12 months, a concern for fund of hedge funds managers.

The broad investment scope and additional fees involved in investing 
with multi-manager hedge funds inevitably leads to dampened 
returns. One of the main attractions of investing in a fund of hedge 
funds, however, is not to achieve superior returns but to manage 
downside risk. Funds of hedge funds offer both strategy and manager 
diversification and for many investors the additional fees are offset 
by the savings made via the outsourcing of due diligence and 
administration costs involved in operating a hedge fund portfolio. The 
knowledge and expertise of experienced fund of funds managers 
can also offer investors a route into niche or specialist markets and 
strategies that provide greater diversifi cation and the potential for 
stronger returns. The challenge for investors is to identify managers 
that are able to diversify either within a strategy or across strategies as 
well as delivering stable returns effectively.

Subscribers can click here to access detailed profi les of the 1,693 
investors committing or considering committing in funds of hedge 
funds. 

Looking to source potential investors for your fund of hedge funds? 
Hedge Fund Investor Profi les features information on investors 
fund searches and open mandates, key contact details, and more.

Not yet a subscriber? For more information, please visit:

www.preqin.com/hfi p

Data Source: 

http://www.preqin.com/go.aspx?lid=3698
http://www.preqin.com/user/preparedQueries.aspx?QueryNumber=164&src=1
www.preqin.com/hfip

