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The hedge fund industry is increasingly institutional and therefore it is important to
understand the sourcing and investment process of institutions active in the sector. In
this month’s feature article we break down the entire hedge fund investment process
from an institutional investor’s perspective, featuring the results of in-depth interviews
with over 100 investors.
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The Investment Process: Institutional Investor Portfolios
For hedge fund managers, understanding how an investor constructs their portfolio is integral to ensuring
that their offering is attractive to potential investors. In May 2012 Preqin conducted a study of institutional
investors regarding the hedge fund investment process - Katherine Johnson discusses the results.
In this month’s Spotlight we examine the entire hedge fund
investment process from an institutional investor’s point of view
– from sourcing funds through to redemptions and terminations.
With institutional investment on the increase, and fund managers
becoming ever more aware of the importance of the backing of
this sector, knowledge of the sourcing and investment process
of this group of investors is vital to all managers looking to gain
institutional assets. The results of this report are based on indepth interviews with over 100 institutional investors, conducted
in May 2012.

Fig. 1: Typical Number of New Hedge Fund Investments Made Each
Year by Institutional Investors
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Compared to other alternative assets, hedge funds are relatively
liquid investments and are typically added to investment portfolios
by institutional investors in order to diversify, add a liquid source
of alpha and tap into new sources of returns. As the institutional
community matures, their portfolios of hedge funds become more
complex and multi-layered, as they add funds over a long time
frame. With this in mind, we first asked investors how many new
funds they add to their holdings on an annual basis.
Thirty-two percent of investors surveyed revealed that on
average they make 2-3 new hedge fund investments per year
(Fig. 1), while 27% stated that they would make one new
investment and 20% typically make 4-5. With 3,300 investors on
the Preqin Hedge Fund Investor Profiles database, this shows
there is the potential for thousands of new allocations to be made
each year from the institutional market. In order to gather one of

Fig. 2: Methods Utilized by Investors to Source Hedge Funds
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these mandates, managers need to be aware of how institutional
investors source and select vehicles to allocate capital to.
Institutional investors use a variety of sources to find new hedge
funds to add to their portfolio. Consultants are widely used by
investors (41%), while 38% of participating institutions look to
source managers from the fund proposals they receive directly
from the managers themselves, as well as through building
their own relationships with the hedge fund community through
networking events and conferences. A further 20% use database
providers to search for funds open to new capital inflows. With so
many avenues being used by institutional investors to find new
funds, the savvy manager should use as many tools as possible
Fig. 3 Average Time Between Being Sent a Fund Proposal and
Making an Investment
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Making Your Impression on the Institutional Market
Due to current fundraising conditions, managers hopeful of
attracting institutional capital need to really stand out from the
crowd to be noticed. To find out more on this topic we asked
investors what single factor is most important to them when
short-listing fund proposals. A large proportion of investors,
20%, said that the returns were the most significant factor
when deliberating over a fund. Investors look for funds with a
proven track record of good performance, as although historical
performance is no guarantee of future returns, it can provide the
investor with insight into how the fund has fared during periods of
volatility in the past. An additional 20% of the surveyed investors
said that the source of the returns and the strategy used by the
fund was the most important factor. Investors look to pick funds
that complement their existing portfolios of hedge funds as well

Fig. 5: Average Time Invested in a Hedge Fund
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Liquidity also plays an important part for many investors when
assessing potential hedge fund investments. Liquidity has been
a key issue for investors since the financial crisis and remains
a concern for institutions allocating to the asset class today. In
times of market volatility the ability to access capital is important
for institutional investors, many of which were caught with their
capital gated in 2008. Therefore even though investors do look
to stay in funds for relatively long periods, having the comfort of
short lock-ups or redemption notice periods can be a reassurance
that they can access their money should the returns environment
turn hostile again.
Acquiring institutional support offers many benefits for the
growing hedge fund. Firstly, the typical institutional ticket size
is larger than the typical high-net-worth individual ticket size,
and gaining a few key investments from the institutional market
can catalyze future fund growth. In addition, institutional assets
are often reported to be “stickier” – that is these investors
remain invested in funds for a longer period of time than private
individuals. With this in mind we asked institutional investors
Fig. 6: Typical Frequency of Redemptions and New Investments
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as their wider holdings, and therefore getting access to the right
strategy is important.
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So, once a fund has caught the attention of an institutional
investor how long does it take for them to allocate capital? Twothirds of the participants in the study make an investment up to
six months from the first time they view the fund. Despite this, the
length of the decision-making process varies depending on the
type of investor, with some more cautious investors taking more
than 18 months to mull over a potential investment. Investors
with larger investment teams have the resources to make a
decision in a shorter timeframe and are often quicker to allocate
to strategies they see as offering the best potential during a
certain period. Other investors may be restricted by the decisionmaking process of their committees or boards, or may prefer to
observe the fund over a longer period of time to assess how it
performs.

25%

Returns

The Decision-Making Process

Fig. 4: Key Factor Investors Assessed When Shortlisting Funds
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to get their funds noticed by the institutional market. Managers
should not only ensure that they know who the best contact is at
the institution for direct marketing, but should also establish good
relationships with consultants and take the fund on the road to
conferences.
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what their typical holding period of an underlying fund is. Fig.
5 shows that around one-third of investors involved in the study
invest in a hedge fund for six months to one year as a minimum.
A similar proportion (32%) have a minimum holding period of
up to a maximum of 25 months to three years. However, more
than one-fifth of investors are open to keeping capital invested
in a fund for over five years, with 16% stating that five years is
the minimum amount of time they would stay invested in a fund.
This shows that the institutional market can be a long-term and
stable source of investment for those funds that meet institutional
portfolio objectives. Despite this, however, a not insignificant 7%
of institutional investors surveyed would redeem from a fund in
less than six months if it failed to deliver.
Portfolio Turnover
Fig. 6 shows that the majority of investors in hedge funds
make at least one redemption per year. Twenty-seven percent
of investors add new investments up to every six months, with
78% of the investors surveyed making investments within an 18month time frame. With the pattern being similar for redemptions,
it is clear that most investors regularly redeem and replace
managers in the management of their portfolios. This creates
many opportunities for hedge fund marketers. Not only is fresh
capital coming into the asset class from new investors, as well
as from existing investors increasing their allocations, but also
significant amounts of additional capital are being redeemed and
reallocated by investors that are at their targeted exposure to the
asset class. Therefore fund managers have a broad spectrum of
investors to target in their fundraising efforts.
Improve Returns or Return Money
The financial crisis of 2008 has left investors increasingly cautious
and more diligent when reviewing their hedge fund portfolios, and
so unsurprisingly a significant proportion of investors surveyed
(39%) make redemptions due to performance concerns. Indeed,
the ongoing performance issues that have dogged the asset
class in recent years have lead to investors looking ever more
closely at how their managers are performing. Managers that
cannot meet institutional portfolio objectives will face pressure
from investors to improve or face redemption requests. Second
to performance issues, concerns over other aspects of the fund
- such as strategy drift or overuse of leverage - are the most
cited reason as to why investors liquidated their holdings in
funds. Additionally, one-fifth of institutions that participated in this
study stated that redemptions usually stemmed from an internal
change in portfolio strategy, as they seek to rebalance their
overall alternatives and wider portfolios, leading them to cut a
hedge fund from their roster.
Summary

Fig. 7: Institutional Investor Reasons for Making Portfolio Redemptions
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accumulated large and complex portfolios of investments over
time. By gradually adding new funds to their portfolio, as well as
redeeming from funds which they have allocated to over longer
time frames, the flow of capital in and out of institutional portfolios
is very dynamic. This offers exciting opportunities for hedge fund
managers marketing their vehicles in a competitive fundraising
environment. Institutional investors have also indicated that
they can be long-term sources of capital to hedge funds, with
most choosing to invest for up to three years, and nearly 50%
indicating they would keep their capital in a fund for longer should
the vehicle perform as projected.
Returns are key for investors following another disappointing
year for hedge fund performance and consequently hedge fund
marketers looking to tap into this market will need to show proof of
strong returns and a solid track record in order to woo discerning
investors. Post investment, managers need to live up to investor
performance expectations or face redemption requests.

Data Source:
This month’s feature article features data found in Preqin’s Hedge
Fund Investor Profiles database. This constantly updated resource
contains in-depth profiles on over 3,300 institutional investors in
hedge funds, containing detailed investment preferences, future
plans, key personnel contact details and more.
Interested in finding out more? For full details on how Hedge
Fund Investor Profiles can help you, please visit:
www.preqin.com/hedge

Our study shows that hedge fund marketers can anticipate a
number of good opportunities to raise capital from institutional
investors over the next 12 months. Institutional investors have

4

Hedge Fund Spotlight, May 2012

© 2012 Preqin Ltd. www.preqin.com
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The 2012 Preqin Sovereign Wealth Fund Review has been completely updated and expanded to include new information on every
area of sovereign wealth fund investment portfolios. It represents a vital purchase for all fund managers, consultants, advisors and
other finance professionals seeking to gather intelligence on this reclusive group of investors. Now in its fifth edition, this year’s
publication is the most comprehensive yet, featuring full profiles for 63 sovereign wealth funds worldwide.
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•

Overview of the sovereign wealth fund market.

•

Separate analysis sections identifying all key trends and patterns for sovereign wealth
fund activity in each asset class.

•

League table of top sovereign wealth funds by total assets.

•

Full profiles for all sovereign wealth funds.
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News

Industry News
Claire Wilson rounds up the latest industry news based upon intelligence gathered by Preqin analysts.
Preqin Online subscribers can click on the investor name to view the full profiles.
A number of fund of hedge funds managers are to make
changes to their portfolios, Preqin can exclusively reveal.
Tages Capital SGR is to redeem from various funds and will
look to invest in long/short equity, event driven and global
macro strategies. The €280mn fund of hedge funds manager
will consider funds focused on Europe, Asia and North
America, and will only invest in managers with at least €200mn
in assets under management. The Italy-based firm manages
three fund of funds vehicles, through which it is invested in
between 40 and 50 underlying hedge funds. Transparency is a
key issue for the firm, and it will not consider investing in funds
with hard lock-ups.
Fellow Italian fund of hedge funds manager Euromobiliare
Asset Management is looking to add to its portfolio over the
coming 12 months. The €200mn manager, which is is currently
invested in 25 hedge funds, is particularly interested in equityorientated opportunities. It takes an opportunistic approach to
investment, and will commit to funds globally, although it does
have a preference for UK- and US-based managers. It has
interests in a number of UCITS-structured vehicles, and views
transparency as a key issue.
Swiss-based Systematic Absolute Return, meanwhile, is also
looking to add to its portfolio in the next year. The €60mn
manager, which redeems about 20% of its portfolio annually,
will consider managers focusing on long/short equity and
managed futures. It is willing to seed funds and invest in
emerging managers.
Erste Bank Alternative Investments is planning to invest in
around five new hedge fund managers in the coming year.
Following a series of redemptions, the €300mn fund of hedge
funds manager is actively invested in 25 managers. The firm
now wants to increase the number of single managers in its
portfolio and will consider a range of strategies. It is particularly
interested in vehicles that target emerging markets.
And finally, Eufex is launching a new fund of hedge funds. The
Finnish investment manager, which already manages one such
fund, is to focus on UCITS compliant hedge funds for its new
Eufex Aegis fund. It will have between 12 and 15 managers
and seek exposure to a variety of strategies including long/
short equity, market neutral and event driven. Managers must
have a track record of at least one year, and a minimum AUM
of $20mn.
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Chart of the Month: Breakdown of Total Institutional Capital
Committed to Hedge Funds by Investor Type
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Data Source:
Want to find out which investors are changing up their
manager portfolios? Which New York family office is expanding
its hedge fund roster? Which $200mn fund of hedge funds is
going to launch a new product? This and even more news can
be found on Preqin Hedge Fund Investor Profiles.
Preqin gathers industry news from our direct communication with
hedge fund investors and regular news can be found on Preqin
Hedge Fund Investor Profiles. In the last month Preqin’s team of
dedicated research analysts have added 35 new investors and
updated over 300 investor profiles.
Not yet a subscriber? To find out how we can help you, please
visit:
www.preqin.com/hedge
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Emerging Asian Fund of Hedge Funds
This month Dami Solebo takes a look at investor appetite for an emerging fund of hedge funds based in
Asia. Which investors represent the best target for such a fund?
Fig. 1: The Assignment

Fig. 2: Proportional Appetite of Investors by Investor Region
Asia

Fund Structure

Fund of Hedge Funds

Manager Type

Emerging

In this month’s fundraising assignment we look at an emerging
fund of hedge funds manager based in Asia. Preqin’s Hedge
Fund Investor Profiles shows 206 potential investors that would
be interested in a fund managed by such a firm. Institutional
interest in Asian hedge funds has increased in recent years as
investors look towards new markets to deliver increased capital
returns. In 2011, global markets were impacted by Europe’s
ongoing sovereign debt crisis and restrained growth in the
US, making Asia a region of greater attraction for investment.
Furthermore, the increasing sophistication of Asian hedge
fund managers has enabled them to navigate volatile markets
successfully, which is crucial to investors looking to hedge fund
assets for diversification. Because of the embryonic nature of
asset class in the region, many of the managers do not have
a high degree of experience; however, emerging managers are
typically return oriented and they offer a considerable amount
of flexibility to accommodate the needs of clients. Furthermore,
smaller managers are being held to standards of due diligence
akin to more established managers and as a result inflows into
nascent managers remain significant.

Fig. 3: Proportional Appetite of Investors by Investor Type
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The Long List

The plethora of opportunities in European and US markets
means that investors from those regions may be less likely to
allocate capital to Asian managers than their counterparts from
Asia. Such managers are often better received by investors
who are more familiar with the macro-economic and financial
conditions within the region. Consequently, it is no surprise that
proportionally there are more investors from Asia than Europe
and North America that would have an interest in this fund. As
Fig. 2 shows, 13% of Asian investors have a preference for the
Asia-based emerging manager fund of hedge funds, as opposed
to 6% of investors in both North America and Europe.
Sovereign wealth funds present a good target for the manager’s
fundraising efforts, with 21% of such institutions prepared to
invest in the fund (Fig. 3). In general, sovereign wealth funds are
relatively new hedge fund investors, and funds of funds have a
strong appeal to institutions that may have less experience at
selecting funds themselves. Endowments may also be a good
source of capital, with 12% of these institutions prepared to invest
in an Asian emerging manager fund of hedge funds. On the
whole, endowments favour the degree of diversification provided
by multi-manager vehicles, and often have a global outlook.
Organizations such as the University of Kentucky Endowment
could be important potential investors.
The investment barometer in Fig. 4 shows how the list of 206
potential investors is derived from the universe of institutions

© 2012 Preqin Ltd. www.preqin.com
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Emerging Asian Fund of Hedge Funds
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Fig. 4: Investor Barometer: Proportion of Investors with Interest in
Fundraising Assignment by Type
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Preqin’s database contains information on 206 investors that have
expressed interest in investing in an Asian emerging manager fund
of hedge funds. 130 of these potential investors are based in North
America, 56 are located in Europe and the final 20 are Asia and Rest
of World-based investors. Subscribers can click here for a full list of
all potential investors for this fund.
Not yet a subscriber? For more information please visit:
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tracked on the Preqin database. A high proportion of investors are
prepared to invest in multi-manager structures and will consider
Asian-based funds of hedge funds; however, the universe
shrinks considerably when the emerging manager criterion is
included. Emerging managers can offer several benefits, but as
a number of investors have prerequisites in relation to the degree
of experience of managers, many of them may be reluctant to
invest in new managers.

only meet the criteria for this manager type but also meet other
requirements - for example being under their target allocation to
hedge fund investment.

The Short List

Of the 206 investors interested in this type of fund, Preqin has
picked three investors of particular interest, as shown in ‘The
Short List’ in Fig. 5 below. These are the institutions that not
Fig. 5: The Short List

Investor
New Hampshire Retirement
System

Type
Public Pension
Fund

Compagnia di San Paolo

Foundation

Location
US

Europe

Details
•
•
•
•
•
•
•

Innocap

Asset Manager

US

•
•

Has commitments to managers with exposure to a broad
range of investment strategies.
Invests exclusively in fund of hedge funds structures.
Below its target hedge fund allocation of 4% of total assets.
Invests in multi-strategy-oriented funds of hedge funds.
Has no specific requirements in relation to assets under
management or track record of managers, but it will not
seed funds.
Is currently below its target allocation of 5% of total assets.
Has exposure to both funds of hedge funds and single
manager structures through a platform of investments.
Invests in both commingled accounts and managed
accounts.
Will invest in emerging managers.
Source: Preqin
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Netherlands Investors

Netherlands-Based Investors
Graeme Terry takes a look at the investment preferences of Dutch investors. Who are these institutions?
Which strategies do they prefer? Read on to find out more...
Fig. 1: Key Facts: Netherlands-Based Investors

Fig. 2: Breakdown of Netherlands-Based Investors by Type
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Subscriber Quicklink:
Preqin Hedge Fund Investor Profiles has detailed profiles for 57
Dutch institutions interested in investing in hedge funds, with over
$1.5tn in AUM. Subscribers can click here to see the full list.

Source: Preqin

How can Hedge Fund Investor Profiles help you target the most likely
investors for your fund? Please visit: www.preqin.com/hedge

Fig. 3: Strategic Preferences of Netherlands-Based Investors

Fig. 4: Structures of Hedge Funds Used by Netherlands-Based Investors

60%

80%

58%

68%

70%

50%
40%
33%
30%

31%

31%

27%

27%
18%

20%

16%

13%

13%

10%

Proportion of Investors

Proportion of Investors

70%

60%

60%
50%
40%
30%
20%

Source: Preqin

Hedge Fund Strategy

Long/Short Credit

Fixed Income
Arbitrage

Commodities

Equity Market
Neutral

Multi Strategy

Event Driven

Managed
Futures/CTA

Long/Short Equity

Macro

Diversified

0%

11%
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11%

9%

0%
Commingled - Fund
of Hedge Funds

Commingled Direct

Managed Account Managed Account
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UCITS
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Fig. 5: Three Key Netherlands-Based Institutions Investing in Hedge Funds
Investor

Investor Type

AUM (EUR million)

Allocation to HF (% of AUM)

Shell Asset Management Company

Asset Manager

50,000

20

ABP

Public Pension Fund

239,000

4

Finles Capital Management

Fund of Hedge Funds

150

N/A
Source: Preqin

9

Hedge Fund Spotlight, May 2012

© 2012 Preqin Ltd. www.preqin.com

Conferences

Conferences Spotlight
Forthcoming Events
Conference

Dates

Location

Organizer

Shorex Singapore

22 - 23 May 2012

Singapore

Shorex

6th Annual Hedge Fund Investments Japan

23 - 24 May 2012

Tokyo

IQPC

25-May-12

Singapore

Eurekahedge

30 May 2012

New York

iGlobal Forum

GAIM International 2012

18 - 20 June 2012

Monte Carlo

ICBI

Fund Forum International

25 - 29 June 2012

Monaco

ICBI

09 July 2012

London

IIR

30 - 31 July 2012

New York

Financial Research
Associates

Asian Hedge Fund Awards 2012
3rd Annual Alternative Investments Summit

Hedge Fund Startup Forum 2012
Hedge Fund Investment & Operations Boot Camp

GAIM International 2012
Date: 18-20 June 2012
Location: Monaco
Organiser: ICBI
Meet 250 hedge fund investors and 400 managers. 150 speakers including Colorado Fire & Police Pension, CERN Pension
Fund, Barclays Pension Fund, Howard Hughes Medical Centre Investment Office, University of Richmond, Ohio State
University, Retirement System of Texas. Unrivalled networking tools to connect investors and fund managers. 15% Discount.
		
Information: http://www.informaglobalevents.com/fkn2333prqem

All rights reserved. The entire contents of Hedge Fund Spotlight are the Copyright of Preqin Ltd. No part of this publication or any information contained in it may be copied, transmitted by any electronic means, or stored in any electronic
or other data storage medium, or printed or published in any document, report or publication, without the express prior written approval of Preqin Ltd. The information presented in Hedge Fund Spotlight is for information purposes only and
does not constitute and should not be construed as a solicitation or other offer, or recommendation to acquire or dispose of any investment or to engage in any other transaction, or as advice of any nature whatsoever. If the reader seeks
advice rather than information then he should seek an independent financial advisor and hereby agrees that he will not hold Preqin Ltd. responsible in law or equity for any decisions of whatever nature the reader makes or refrains from
making following its use of Hedge Fund Spotlight.

While reasonable efforts have been made to obtain information from sources that are believed to be accurate, and to confirm the accuracy of such information wherever possible, Preqin Ltd. does not make any representation or warranty
that the information or opinions contained in Hedge Fund Spotlight are accurate, reliable, up-to-date or complete.

Although every reasonable effort has been made to ensure the accuracy of this publication Preqin Ltd. does not accept any responsibility for any errors or omissions within Hedge Fund Spotlight or for any expense or other loss alleged to
have arisen in any way with a reader’s use of this publication.
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New networking friendly venue:
15% D
ISCO

IP: FKN NT OFFE
2333PR
R!
EAD

Quote V

3in1
http://www.informaglobalevents.com/fkn2333pread

U

Le Méridien Beach Plaza
Monaco

Bonus Day - 18 June:
Asset Allocation Summit, Fund Manager Selection &
Capital Raising Masterclasses
19-20 June: Gaim Main Conference

Meet 250 Active Hedge Fund Investors & 450 Global Managers
e Hear From 150 Top Speakers Including: u

■ Colorado Fire & Police Pension ■ CERN Pension Fund
■ Barclays Pension Fund ■ University of Richmond
■ Howard Hughes Medical Centre Investment Office
■ Ohio State University ■ Grosvenor Estate
■ Julius Baer Pension Fund ■ American Legacy Foundation
■ Teachers’ Retirement System of Texas

e Connecting Investors &
Managers By Strategy: u

■
■
■
■
■

Investor listings by strategies
Manager listings by strategies
Investor/Manager speed networking
Small investor strategy roundtables
Schedule meetings 2 weeks before the event!

Thought leadership debate:
Niall Ferguson, Harvard University and
Jamil Baz, GLG Partners
discuss The Limits Of Microeconomic Policy
15% DISCOUNT OFFER!

Quote VIP: FKN2333PREAD

http://www.informaglobalevents.com/fkn2333pread
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