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Foreword

2016 has been a challenging year for hedge fund managers: investor concerns surrounding the performance of the asset class
have led to many difficulties in both retaining capital and raising fresh assets. Despite signs of improvement in performance
in recent quarters, the industry has not done enough to stem outflows of assets from the industry: almost $70bn in capital has
exited hedge funds over the first nine months of the year. Compounding outflows and performance concerns, a number of
macroeconomic events have made for a challenging environment in which to generate alpha for investors. Among these events
was the referendum on the UK’s membership of the EU, held on 23 June 2016, which saw a largely unexpected majority vote
in favour of leaving the Union, resulting in volatility and uncertainty both politically and in global financial markets.

Five months on and uncertainty still prevails regarding the timing and terms of the UK’s secession from the EU. However,
with nearly half a year to reflect on how the hedge fund industry could adapt to the changing landscape, Preqgin surveyed 276
hedge fund managers and 108 hedge fund investors, as well as utilized data from Preqin’s Hedge Fund Online, to analyze
the changing sentiment of the hedge fund industry surrounding the ‘Brexit’ vote and how the performance of hedge funds has
been affected by this event.

We hope you find this report useful, and welcome any feedback you may have. For more information about Preqin and our
Hedge Fund Online database, please visit www.preqin.com or contact info@pregin.com.
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The Impact of Brexit on Hedge Funds:
Year-End 2016 Update

UK- and EU- Focused Hedge Funds
Suffer in Immediate Aftermath

of Brexit, but Both Show Rapid
Recovery

The latest performance data taken from
the 1,922 UK- and Europe-focused
hedge funds profiled on Preqgin’s Hedge
Fund Online illustrates the effect of the
Brexit vote on both markets over the
course of 2016.

Both benchmarks have been broadly in
line with each other since the beginning of
the year (Fig. 1). Prior to the referendum,
both sets of funds recouped early 2016
losses, with the UK industry reaching
positive returns for 2016 in April at
1.12%; however, Europe-focused funds
were still in negative territory (-1.71%).
The immediate aftermath of the EU
referendum had a negative impact on
both UK- and Europe-focused funds,
with UK-focused vehicles losing the
most. However, both UK- and Europe-
focused funds have managed to capture
the upside of the volatility created in
European markets post Brexit, and
despite a small loss in September for
UK-focused funds, both benchmarks are
in positive territory.

Managers Report Brexit Has Had
Significant Impact on Performance
of Hedge Funds in 2016

In a June survey of 270 fund managers
— conducted prior to the EU referendum
— just 26% of fund managers noted
an impact of the forthcoming poll on
the performance of their hedge funds
at that time, with nearly two-thirds of
these managers stating any impact was
negative (Fig. 2).

In the immediate aftermath of the Brexit
decision, the effects were widely felt
across the hedge fund management
industry: 61% of fund managers
reported to Preqgin in July that the EU
referendum had impacted their fund’s
performance. More than half (55%)
of these fund managers reported this
impact was negative, in line with the data
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Fig. 1: Cumulative Performance of UK- and Europe-Focused Hedge Funds in

2016 (As at November 2016)
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Fig. 2: Hedge Fund Manager Views on the Impact of Brexit on Their

Performance
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in Fig. 1, which shows the sharp fall in
the performance of UK- and EU-focused
funds in June 2016.

However, despite managers in the
weeks after the Brexit decision facing
performance difficulties as a direct
result, hedge funds at this time were
also largely positive about the effect of
the referendum on their portfolio for the
year ahead: 31% predicted that Brexit

would positively impact their portfolio in
the forthcoming 12 months compared
with 13% that believed the effect would
be negative (Fig. 3).

Five months on, and the effects of Brexit
continue to be felt among the majority
of hedge fund managers: 53% of
managers surveyed reported to Preqin
in November 2016 that the outcome of
the EU referendum had impacted the



performance of their funds in H2 2016
(Fig. 2). However, those fund managers
that believed that Brexit would have a
positive impact on their portfolios were
proved correct — hedge funds were
able to rapidly bounce back from the
post-referendum market volatility. Sixty
percent of the hedge fund managers
whose performance had been impacted
by Brexit reported that in H2 this impact
was positive (Fig. 2).

When looking forward at the effect of
Brexit on hedge funds in 2017 and
beyond, there are significant levels of
uncertainty: a third of fund managers
reported that they are uncertain as to
the impact of the referendum on their
portfolios in the next 12 months, and a
greater proportion (36%) are uncertain
regarding the longer term impact (Fig.
3).

However, any effects felt by the hedge
fund community are mostly predicted
to be positive: a quarter of hedge fund
managers surveyed in November 2016
believe Brexit will have a positive impact
on their portfolio in the next 12 months
and in the longer term, in comparison to
7% and 5% respectively that predict the
effect will be negative.

UK-Headquartered Hedge Fund
Managers Look Set to Stay in the UK

Our survey of fund managers after
the vote in July indicated that it was
unlikely there would be a mass exodus
of UK-based hedge fund managers
immediately following the Brexit result:
80% of UK-based managers did not
anticipate changing their location
(Fig. 4). Fast-forward five months,
and with the implications of Brexit still
very uncertain, a greater proportion of
surveyed managers in November are
uncertain of their position (24% vs. 17%
in July 2016), or are considering moving
operations away from the UK (6% vs.
3% in July 2017). However, notably, no
hedge fund managers surveyed directly
after the vote or in November stated
definitively that they would move their
business out of the UK.

Investor Senfiment towards UK
Improves Five Months after Vote

Pregin also surveyed 50 institutional
hedge fund investors globally in July,
and a further 108 investors in November
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Fig. 3: Hedge Fund Manager Views on the Future Impact of Brexit on Their

Portfolios
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Fig. 4: UK-Based Hedge Fund Manager Views on Whether Brexit Will Lead to a
Change in Location of Their Business Operations
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2016, to discover the potential impact of
the UK’s decision to exit the EU on their
portfolios, and to see if there have been
any changes as year progressed.

In July’s survey, the majority of investors
thought there would be no change to
their UK hedge fund investments as a
direct result of Brexit over both the next
12 months and the longer term (Fig. 5).
Five months later and this looks largely
to still be the case. Although a greater
proportion (21%) of investors indicated
to Preqin in November that they plan
to invest less in the UK in the next 12
months than those that plan to invest
more (13%), the proportion of investors
looking to take capital out of UK hedge
fund investments has decreased and

those looking to increase their UK
investments has grown since our July
2016 survey.

A similar trend was reported over the
longer term, suggesting the concerns
of some investors immediately after the
EU referendum have been assuaged in
the intervening five months, even though
there remains a relatively significant
proportion of investors — about one-fifth
— that may reduce their exposure to UK
hedge funds as a direct result of Brexit.

In contrast to the UK, investor sentiment
towards the rest of the EU has become
more bearish since our survey in June.
While the maijority of respondents to
both surveys stated there would be no
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change to their activity, when asked what
their plans were for the year ahead, only
4% of surveyed investors in November
stated they will invest more in the EU,
compared with 12% directly after the
vote (Fig. 6). Over the longer term, a
smaller proportion (4%) of respondents
in November plan to invest more in the
rest of the EU than when surveyed in
June (9%), and a larger proportion will
actively look to invest less (15% vs.
12%).

Outlook

The UK Government is yet to trigger
Article 50, which would formally notify its
intention to withdraw from the EU. Given
no state has ever left the EU before, the
political and economic consequences
of the Brexit decision, both locally and
globally, are still far from clear.

The results of a series of surveys
conducted by Preqin throughout 2016
reveal that uncertainty about the full
ramifications of this unprecedented
decision also pervades. In the immediate
aftermath of the referendum, funds
focused on the UK and EU suffered
performance difficulties as a result of a
decision that shocked many, including
the 71% of hedge funds that reported
to Preqin in June that they expected UK
voters to choose to stay as part of the
EU.

However, as the year progressed, many
fund managers globally, as well as in
the UK and EU, found that although
Brexit was impacting their portfolios,
this effect was positive, as they were
able to generate strong returns on the
back of the resulting volatility within the
market. Looking ahead to 2017 and
beyond, although a large proportion of
fund managers are unsure of the impact
of Brexit on their portfolios, most believe
any impact would be positive rather than
negative.

There has been growing uncertainty
among UK hedge funds throughout
2016 regarding where they choose to be
located as a result of the EU referendum.
Although the largest proportion of UK-
based fund managers surveyed have
no plans to leave its shores in the
immediate future, many will be paying
close attention to the negotiations
between UK and the EU nations if and
when Article 50 is triggered.
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Fig. 5: Investor Views on the Impact of Brexit on Their Hedge Fund Investments
in the UK
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Fig. 6: Investor Views on the Impact of Brexit on Their Hedge Fund Investments
in the Rest of the EU
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Pregin Hedge Fund Online: The Leading Source of Intelligence on the
Hedge Fund Industry

Hedge Fund Online is Pregin’s award-winning hedge fund information resource,
incorporating all of our hedge fund data, intelligence and functionality, providing
you with the most comprehensive coverage of the asset class available.

Hedge Fund Online is updated on a daily basis by teams of skilled research
analysts based around the globe, making it a vital source of data and information
for fund managers, investors, service providers and other professionals seeking
to keep up-to-date with the latest developments in the industry.

Arrange a demo to explore Hedge Fund Online:

www.pregin.com/demo
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Pregin: Global Data and Intelligence

With global coverage and detailed information on all aspects of the hedge fund asset class,
Preqin’s industry-leading Hedge Fund Online service keeps you up-to-date on all the latest
developments across the hedge fund universe.

Source new investors for funds

Find the most relevant investors, with access to detailed profiles for over 5,000 institutional
investors actively investing in hedge funds, including insurance companies, pension funds,
family offices, foundations, wealth managers, endowment plans, banks, fund of hedge funds
managers and more.

Identify potential investment opportunities

View in-depth profiles for hedge funds seeking capital, including information on investment
strategy, geographic focus, structure, service providers used, sample investors, direct
contact information and more.

Find active fund managers of hedge funds

Search for firms operating hedge funds. View information on key contacts, assets under
management, performance history, key investment preferences, known investors and more.

Benchmark performance

Identify which fund managers have the best track records with fully customizable performance
benchmarks, and view performance details on individual named funds and share classes.

Examine fund terms and conditions

Access fund-by-fund and industry level fund terms and conditions data for individual hedge
funds, which provide a market overview, enabling you to see the current trends for specific
strategies, structures, sizes and more.

View detailed profiles of service providers

Search for active administrators, custodians, prime brokers, auditors and law firms by type

and location of funds and managers serviced. Customize league tables of service providers
by type, location of headquarters, and total known number of funds serviced.

For more information on how Preqin’s hedge fund online services can help you,
please visit:

www.pregin.com/hedge
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If you want any further information,

or would like a demo of our
products, please contact us:

New York:

One Grand Central Place
60 E 42nd Street, Suite 630,
New York

NY 10165

Tel: +1 212 350 0100

Fax: +1 440 445 9595

London:

3rd Floor

Vintners’ Place

68 Upper Thames Street
London

EC4V 3BJ

Tel: +44 (0)20 3207 0200
Fax: +44 (0)87 0330 5892

Singapore:

One Finlayson Green, #11-02
Singapore 049246

Tel: +65 6305 2200

Fax: +65 6491 5365

San Francisco:

One Embarcadero Center
Suite 2850

San Francisco

CA 94111

Tel: +1 415 316 0580
Fax: +1 440 445 9595

Hong Kong:

Level 9, Central Building
1-3 Pedder Street
Central, Hong Kong
Tel: +852 3958 2819
Fax: +852 3975 2800

Manila:

Pascor Drive

Sto. Nifio
Paranaque City
Metro Manila 1700
Philippines

Email: inffo@preqin.com
Web: www.pregin.com




