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$1 Billion Plus Hedge Fund Investors
With large investors dominating the institutional hedge fund universe, Graeme Terry takes a look at investors which
currently allocate more than $1bn to hedge funds.
Underwhelming performance of hedge funds and dissatisfaction
with fund terms have led some investors to scale back their
investments in hedge funds, making it important for hedge fund
managers to effectively identify sources of capital in the institutional
universe. Despite the concerns of some investors, there remain a
large number which are increasing their exposure to hedge funds,
presenting significant opportunities for managers to obtain capital.
The largest hedge fund investors can be a reliable source of capital
for individual hedge fund managers, as well as for the industry as a
whole. In this article we analyze the “big players” in the institutional
universe: those that currently allocate more than $1bn to hedge
funds.
Twenty-six institutions have joined the ranks of the investors that
allocate $1bn or more to hedge funds since Preqin’s first study of
this group in January 2012. Preqin’s Hedge Fund Investor Profiles
service currently contains 176 profiles for investors with more than
$1bn invested in hedge funds (excluding fund of hedge funds
managers). These investors represent over $550bn in combined
capital allocated to hedge funds, a significant proportion of assets
at work in the $2.3tn industry today. Having built up large portfolios
of hedge funds at great effort and cost, the commitment of these
investors to the asset class remains strong as they seek to benefit
from these portfolios.
Characteristics of $1 Billion Plus Hedge Fund Investors

Fig. 1: $1 Billion Plus Investors - Capital-Weighted Breakdown by
Investor Type
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Pension Fund, which increased its hedge fund allocation from 5%
of total assets to 15% over the course of 2012. A number of asset
managers and wealth managers also have significant allocations
to hedge funds, with both investor groups representing 12% of
the total capital of investors with $1bn or more allocated to hedge
funds.

Public pension funds are the largest capital contributor within this
group of investors, with 29% of the capital committed by $1bn plus
investors coming from public pension funds. Most of these public
pension funds are based in North America, with the largest public
investors currently allocating more than $10bn to hedge funds.
Private sector pension funds also represent a significant 15% of
total capital, and this investor group has the highest number of
investors (43) with $1bn or more allocated to hedge funds. Many
of these private sector retirement funds have been increasing their
hedge fund allocations in recent years, including UK-based TfL

Sixty-seven percent of total capital invested by $1bn plus hedge
fund investors is contributed by North America-based institutions.
The region is home to a number of large pension funds, asset
managers and endowment plans, all of which contribute a
significant proportion of capital to the asset class. Some notable
Europe-based investors have been reducing allocations to hedge
funds over the past year and this region now only represents
23% of all capital contributed by $1bn plus investors, down from
33% in 2012. Only 9% of the total capital comes from Asia-based

Fig. 2: $1 Billion Plus Investors - Capital-Weighted Breakdown by
Investor Location

Fig. 3: Method of Investing in Hedge Funds: $1 Billion Plus Investors
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Fig. 4: Key Facts: $1 Billion Plus Investors vs. All Other Investors
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As Fig. 4 demonstrates, $1bn plus investors have, on average, been
investing in hedge funds for 11 years, approximately two years more
than the average for other institutional investors. These investors
also typically have larger hedge fund portfolios (28-35 hedge fund
investments compared with 13-16 for all other investors) and have
a higher average percentage allocation to the asset class (15.0%
versus 13.7%). Larger investors are generally able to create larger
hedge fund portfolios as their greater resources and investment
knowledge allows them to conduct due diligence on a wide range
of funds.
These additional investment resources also allow $1bn plus
investors to conduct due diligence on emerging managers and
lesser-known funds. Eighty-one percent of investors with $1bn or
more invested in hedge funds will consider emerging managers,
compared with 43% of all other institutional investors. These
investors are also more likely to seed new hedge funds, with 37%
of $1bn plus investors willing to consider seeding a hedge fund,
compared with just 17% of other investors. The average minimum
track record requirement for $1bn plus investors is 2.9 years,
compared with 3.3 years for other investors. These investors
do, however, have a higher average AUM requirement, with an
average of $818mn compared to $474mn for other investors in
hedge funds. Larger investors have larger ticket sizes, and so they
may have internal restrictions prohibiting them from allocating to
funds where their assets dominate the fund’s total assets under
management, or may prefer not to do so.
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Fig. 3 shows a breakdown of investment method for the $1bn plus
investors compared to the rest of the hedge fund investor universe.
A striking difference between the two groups is that whereas only
9% of these investors solely invest through funds of hedge funds,
34% of all other institutional investors only use multi-manager
funds for their hedge fund allocations. These larger investors tend
to have more internal resources dedicated towards hedge funds,
giving them the platform and expertise to construct their own
single-manager portfolio, rather than relying on the expertise of
fund of hedge funds managers. Despite this, 49% of $1bn plus
investors include both direct investments and funds of hedge funds
in their portfolio, meaning that more than half of these investors still
include an allocation to at least one multi-manager structure. This
indicates that funds of hedge funds still remain valued by some
of the larger investors in order to tap into niche strategies, lesser
known managers and emerging regions.
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Fig. 5: Strategies Sought by $1 Billion Plus Investors over the Next 12
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investors; however, some prominent investors are located in these
areas, such as Japan-based Pension Fund Association, which
currently allocates more than $4bn to hedge funds.
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Where are $1 Billion Plus Investors Looking to Invest in the Next 12
Months?

As these investors seek to maintain their portfolios through
reinvestment of redeemed capital, as well as adding fresh capital
to funds in order to reach target allocations, they are likely to
continue to be the most active institutional investors in hedge
funds going forward. Consequently, it is interesting to examine
their investment preferences for the year ahead. Long/short
equity and macro are the most commonly preferred strategies by
investors allocating $1bn or over to hedge funds (Fig. 5), followed
by long/short credit. However, more than half of these investors are
targeting a diversified mandate for new investments in the coming
12 months, suggesting that the majority of investors will consider
a broad range of strategies as they seek to identify the best hedge
fund opportunities.
Although more than 50% of the $1bn plus investors currently
have at least one fund of hedge funds in their portfolio, less than
a third of these investors are targeting new investments in funds
of hedge funds over the coming year (Fig. 6). This is a result of a
shift which has seen more of the larger investors focus on building
direct hedge fund portfolios in a move to save money on fees, as
well as allowing more freedom in building a portfolio which directly
matches an investor’s requirements. The majority of $1bn plus
investors are targeting commingled fund structures, although 23%
are targeting managed accounts over the coming year, highlighting
that there is continued appetite for segregated accounts among
the larger hedge fund investors. This is in comparison to 6% of all
other investors which are seeking managed accounts in the year
ahead. Larger investors are far more likely to demand separate
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account mandates from their managers than the rest of the investor
universe, as they have the internal resources to cope with the
additional management burden of managed accounts, as well as
the desire for the ownership of the fund through this structure.
One investor which expects to be active in hedge funds over the
coming 12 months is Arizona Public Safety Personnel Retirement
System. The $7.2bn pension fund currently allocates around
20% of its total assets under management to various hedge fund
strategies and plans to make six new hedge fund investments over
the coming year. It is targeting direct investments in commingled
multi-strategy hedge funds and will consider managers on a caseby-case basis. Dutch asset management firm MN also expects
to be active in hedge funds over the coming year. The group
currently allocates approximately 5% of its €90bn assets under
management to a portfolio of 27 hedge funds. It plans to make four
new investments over the course of the year, with strategies such
as managed futures/CTA, macro and equity market neutral under
consideration for new investments.
Outlook

Due to their investment resources and strong capital base, the group
of investors allocating $1bn or more to hedge funds will remain a
key component of the institutional universe over the coming year.
These investors represent more than $550bn in hedge fund assets
and their large investment sizes make them key targets for hedge
fund managers looking to source institutional capital. Many of
the $1bn plus investors regularly turn over hedge funds in their
portfolio in order to take advantage of the best opportunities. This
group of investors is also likely to provide a significant source
of capital to emerging managers, with 81% of the investors that
allocate $1bn or more to hedge funds considering investing with
emerging managers.
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Fig. 6: Structures Sought Over the Next 12 Months: $1 Billion Plus
Investors vs. All Other Investors
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Subscriber Quicklink:
Interested in viewing the profiles of the top allocators to
hedge funds? Subscribers to Hedge Fund Analyst can click
here to view a league table of investors, listed by their current
allocation to the asset class.

Preqin Investor Network:
82% of investors with $1bn or more invested in hedge funds
are using Preqin Investor Network or other Preqin modules to
source and evaluate alternative investment funds.
For more information about our complimentary investor
service, please visit www.preqin.com/PIN

Asia’s largest & most established
hedge funds conference
3 – 5 September 2013, Harbour Grand Hotel, Hong Kong
Now in its 16th year, Hedge Funds World Asia 2013 is back to bring together Asia’s leading family
ofﬁces, pension funds, sovereign wealth funds and private banks together with the world’s leading
hedge funds, fund of funds and asset managers in order to discuss, debate and formulate solutions
to the key challenges affecting the Asian alternative investment industry.

hedge.fundsWORLD
Asia 2013
co-located with:

Co-located with Emerging Managers Forum, Hedge Funds World Asia is Asia’s most established
conference for hedge funds and end investors seeking to maximise returns, manage risks and make
invaluable connections in the funds management industry.

www.terrapinn.com/hedgefundsasia

Speakers include:
Joseph Pacini, Head of Alternative Investments,
BlackRock
Edwin Burton, Trustee, Virginia Retirement
System
Nobuki Yasuda, Director of Alternative Investment,
Pension Fund Association
Florence Koh, Group Advisor, C T Koh Family
Peter Douglas, Principal & Investment Committee
Chairman, GFIA
Ed Rogers, CEO/CIO, Rogers Investment
Advisors
Philip Tye, Chairman, Hong Kong National Group
of The Alternative Investment Management
Association Limited (AIMA)

Ken Chung, Senior Vice President, Vision
Investment
Stuart Leckie, Chairman, Stirling Finance Ltd
Carolyn M. Weiss, CFO, FJC Inc.
Vik Mehrotra, CEO, Venus Capital Management
Edward Gustely, CEO, Penida Capital
Richard Wilson, CEO & Founder, Family Ofﬁces
Group
Tomas Thygesen, Head of Cross Asset Strategy,
SEB group
Kevin Liem, CIO, TTG Wealth Management
David Bridge, Associate Director, PAAMCO

Michael Liang, CIO, Foundation Asset
Management
Jerome Lussan, CEO, Laven Partners
Amy Bensted, Head of Hedge Funds Research,
Preqin
Craig Israelsen, Author & Founder, 7Twelve
Portfolio
John Lunt, President, Lunt Capital Management
Richard Waddington, CEO, The Sherpa Funds
Raymond Gui, Managing Director, Income Partners
Simon Hopkins, CEO, Milltrust International
Group

For more information, please contact Manmitha Srinivasan at +65 6322 2321 or manmitha.srinivasan@terrapinn.com
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Compare. Connect. Invest.

2013 Preqin Investor Network
Global Alternatives Report
The Report is the most comprehensive review of the alternatives industry
aimed exclusively at institutional investors ever undertaken. It includes
in-depth analysis on:

Methods of investing in alternative
assets.
2013 Preqin Investor Network
Global Alternatives
Report

Performance of alternative assets,
including industry benchmarks.
Alternative funds open for investment,
including league tables.
Consistent performing managers, and
top performing funds.

Investor Network
www.preqin.com/pin

Compare. Connect. Invest.

Terms and conditions, funds of funds,
secondary market, and more.

Plus hear from some of the industry’s most significant voices, including
David Rubenstein, Josh Lerner, and Luke Ellis.

For more information, or to download a free copy, please visit:

www.preqin.com/PIN2013

