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As illustrated by recent headlines, the hedge fund industry has been a lot more resilient during the COVID-19 
crisis than in 2008, both in terms of performance and assets – with redemptions representing around 1% of 
industry assets, against more than 15% in 2008. 

Clearly, hedge funds have gained in quality, transparency and liquidity. They have also demonstrated their 
ability to play a greater role in investors’ allocations, especially since lower interest rates won’t support more 
traditional ‘diversifiers’ such as bonds.

Hedge funds have shown resilience through the first 
quarter downturn, with a decline of roughly 8% 
across the industry. This notably compares 
favourably to other asset classes, considering that a 
60/40 portfolio for instance, was down roughly 13% 
in Q1.

Nevertheless, it is important for investors to keep in 
mind that there is a significant amount of dispersion 

across hedge fund styles. The recent pick-up of 
volatility highlighted that some hedge fund strategies 
are slightly correlated to bond and equity markets. In 
addition, as hedge funds are not all created equal, 
we also observed a wide dispersion of outcomes 
amongst each hedge fund style, in both bull and bear 
markets – confirming that a multi-style / multi-
manager approach is a reasonable option to 
navigate fast changing market conditions.

What we have seen so far

HFRI Indices 2017 2018 2019 2020 YTD

HFRI Fund of Funds Composite Index 7.77% -4.02% 8.33% -5.47%

HFRI Equity Hedge Total Index 13.29% -7.14% 13.74% -7.96%

HFRI Relative Value Multi-Strategy Index 4.09% -0.23% 5.27% -4.09%

HFRI Macro Systematic Diversified Index 2.12% -6.62% 7.11% -0.75%

HFRI Macro Discretionary Thematic Index 0.29% -0.92% 5.46% -0.42%

Within hedge funds, relative value (RV) strategies 
struggled this year, with declines across fixed income 
RV, merger arbitrage, statistical arbitrage and 
structured credit. Negative performance was driven 
by massive dislocations, as elevated volatility and a 
collapse in liquidity, combined with leverage, 
provided the ingredients for the resulting declines. 
Long/short equity strategies fell by 11%-12% over 
the first quarter of 2020, but mitigated roughly half of 
the downside experienced in long-only equities. 

Notably, there were various hedge fund segments 
which were able to preserve capital quite well 
through the downturn. For instance, market neutral 
and multi-strategy managers were flat over the first 
quarter of 2020. Even more impressively, systematic 
and discretionary macro managers posted positive 
performance, rising 3% over the period. These 
managers have taken advantage of opportunities 
amidst the heightened volatility to drive positive 
returns across styles (directional trading or relative 
value), asset classes and regions.

Sources: MSCI, JP Morgan, HSBC Global Asset Management Fixed Income Quantitative Research calculations.

Performance of hedge fund strategies (indices)

Past performance is not a reliable indicator of future performance. Forecasts, forward-looking statements, views and 
opinions are subject to change without notice, are by their nature, subject to significant risks and uncertainties, and 
are not a reliable indicator of future performance. 
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What’s in store

At this stage, Credit and Macro strategies are poised to benefit from interesting 
investment opportunities and should provide returns that are uncorrelated to
one another.

Hedge fund managers capitalised on credit’s weakness, favouring investments in 
high quality credit assets. Regardless of the possible economic scenarios, some 
industries will struggle on a medium to long term basis. De-ratings and defaults 
are likely to rise in the coming months, potentially creating opportunities in 
stressed and distressed credit later in the year.

Macro managers’ success is based on volatility and trading flexibility. Given the 
wide potential outcomes of the current crisis, volatility should remain elevated 
and the trading ability of Macro managers dovetails nicely into this environment. 

Regardless of which economic rebound scenario comes to fruition, we believe 
hedge funds can continue to deliver consistent returns, as they have 
demonstrated, capturing the market upside of 2019 while limiting declines in 
2020. This can be explained by the diversity in sources of returns across the 
various strategies and proves that in hedge fund investing, selecting the right 
strategies and the right managers is absolutely crucial.

Richard Berger
Global Head of Hedge Funds, 
HSBC Global Asset 
Management 

John Ware
Senior Product Specialist, 
Hedge Funds, HSBC Global 
Asset Management
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Key risks of investing in Hedge Funds

The value of investments and any income from them can go down as well as up and investors may not get back the 
amount originally invested.
There are several key issues that one should consider before making an investment into hedge funds. The risk specific to this 
type of investment may include, but are not limited to:

Regulation: The hedge fund industry is lightly regulated, with the majority of funds domiciled in offshore jurisdictions. 
Regulation is more prominent at the investment adviser level, those based in the UK are regulated by the Financial Conduct 
Authority and/or the Prudential Regulation Authority and many in the US are regulated by the Securities and Exchanges 
Commission. However, it should be noted that these funds themselves are generally classified as “unregulated” and are not 
typically subject to the same levels of scrutiny and protection as a traditional investment fund. A thorough due diligence process 
can mitigate these concerns. For these reasons, these funds can generally only be offered to experienced and sophisticated 
investors. 
Gating: In event that redemptions requests on a particular dealing date is much higher than the normal level and full 
satisfaction would jeopardize the longer term portfolio balance, a gate or partial execution of redemption requests may be 
implemented generally on a pro-rata basis. Gating essentially provides a floodgate to temporarily relieve the pressure of 
unloading fund assets in big amounts at inappropriate market conditions.
Side pocket: There may be instances when certain assets in a fund portfolio could become less liquid and the fund manager 
may segregate these illiquid positions from the main portfolio into a side pocket (or a separate vehicle). Generally, the side 
pocket is self-liquidating, i.e. selling down the illiquid positions once market liquidity returns. There may not be a fixed timeline 
for the redemption of the side pocket and investors may receive no payments in some cases.
Suspension of redemption: Suspension of redemption is a temporary halt in exiting the fund during a given redemption 
window. This is a stronger measure than gating because there is no dealing for the fund. This is generally used under special
circumstances such as when liquidity conditions have markedly deteriorated in a short period of time or when there are heavy 
asset outflow such as the loss of a core investor. Typically this would lead to a restructuring of the fund or other plan to ensure 
an orderly liquidation of assets on basis of equal and fair treatment to all investors.
Capacity: Hedge fund managers identify a certain amount of capital where they can effectively and successfully manage the 
fund on behalf of their investors. Once the assets of the hedge fund reach this level, the managers tend to close the fund to
new investment in order not to dilute the return to the existing investors. Therefore, the majority of the longer-running “star”
hedge funds are now closed to new money and investors are not able to access them. However, long term investors who have 
built a strong relationship with the hedge funds over time are often favoured when capacity becomes available.
Transparency: Many hedge fund managers are wary of regularly publishing their positions in the belief that this will remove 
any advantage that they have over their peers. This can pose a problem to the investor, as he or she cannot be certain to which 
stocks, geographies, markets or even strategies he or she will be exposed to when investing in the hedge fund. However, 
trusted investors who have built strong relationships with the hedge funds can access this information for the majority of funds, 
enabling thorough monitoring of the investment.
Tax: Due to the nature of hedge funds and their domicile, an investment in one of these vehicles could have tax implications for 
the investor. Therefore, tax advice must be sought by the investor prior to investing in any hedge fund.
Manager failure: Over time, a number of hedge funds will close or fail, due to weak performance or operational difficulties. An 
investor must take this into consideration before making an investment, seeking professional advice to help minimise the risk of 
investing in a fund that is likely to fail.
Liquidity: Hedge funds typically have much longer dealing cycles than traditional investment funds. Depending on the strategy 
being utilised, a hedge fund may only allow subscriptions and redemptions on a monthly or quarterly basis. Furthermore, some 
hedge funds have long lock-up periods, where an investor is not permitted to redeem from the hedge fund unless a period of 6 
months, a year or even 2 years has passed. Some may allow a redemption before the lock-up period is over, but the investor 
would have to pay a hefty penalty to be able to do this. Some hedge fund managers may also operate a redemption gate, 
where they place a limit on the amount of shares that can be redeemed during any set period. The objective of these terms is to 
provide the manager with a stable capital base that enables them to execute strategies they would not otherwise be able to. 
Such strategies can provide a better risk reward ratio than would be available to a more liquid fund. 
Access: Hedge funds operate larger investment minima than traditional investment funds. Investors are often unable to access 
a hedge fund unless they were willing to invest USD500,000 to USD2million, implying that only wealthy individuals, who can 
meet those minimum investment requirements, would be able to access hedge funds. However, investing through fund of 
hedge fund products or managed accounts can provide access to these managers with greatly reduced minima.
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Disclaimer

.

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and 
Financial Advisors in Canada and the US. This document should not be distributed to or relied upon by Retail clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the amount 
originally invested. The capital invested in the fund can increase or decrease and is not guaranteed. The performance figures
contained in this document relate to past performance, which should not be seen as an indication of future returns. Future returns 
will depend, inter alia, on market conditions, fund manager’s skill, fund risk level and fees. Where overseas investments are held the 
rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are 
by their nature higher risk and potentially more volatile than those inherent in some established markets. Economies in Emerging
Markets generally are heavily dependent upon international trade and, accordingly, have been and may continue to be affected 
adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures
imposed or negotiated by the countries and territories with which they trade. These economies also have been and may continue to
be affected adversely by economic conditions in the countries and territories in which they trade. Mutual fund investments are 
subject to market risks, read all scheme related documents carefully. 

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any 
purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings.  The 
material contained in this document is for general information purposes only and does not constitute advice or a recommendation to buy or 
sell investments. Some of the statements contained in this document may be considered forward looking statements which provide current 
expectations or forecasts of future events. Such forward looking statements are not guarantees of future performance or events and involve 
risks and uncertainties. Actual results may differ materially from those described in such forward-looking statements as a result of various 
factors.  We do not undertake any obligation to update the forward-looking statements contained herein, or to update the reasons why actual 
results could differ from those projected in the forward-looking statements. This document has no contractual value and is not by any means 
intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer 
is not lawful. The views and opinions expressed herein are those of HSBC Global Asset Management at the time of preparation, and are 
subject to change at any time. These views may not necessarily indicate current portfolios' composition. Individual portfolios managed by 
HSBC Global Asset Management primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity. Foreign 
and emerging markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential differences in accounting and 
taxation policies, as well as possible political, economic, and market risks. These risks are heightened for investments in emerging markets 
which are also subject to greater illiquidity and volatility than developed foreign markets. This commentary is for information purposes only. It 
is a marketing communication and does not constitute investment advice or a recommendation to any reader of this content to buy or sell 
investments nor should it be regarded as investment research. It has not been prepared in accordance with legal requirements designed to 
promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. 

All data from HSBC Global Asset Management unless otherwise specified. Any third party information has been obtained from sources we
believe to be reliable, but which we have not independently verified.

HSBC Global Asset Management is a group of companies in many countries and territories throughout the world that are engaged in 
investment advisory and fund management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). HSBC Global Asset 
Management is the brand name for the asset management business of HSBC Group. The above communication is distributed by the following 
entities:  
• In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversión, Agente de 

administración de productos de inversión colectiva de FCI N°1;
• In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset 

Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This 
document is for institutional investors only, and is not available for distribution to retail clients (as defined under the Corporations Act). 
HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the 
requirement to hold an Australian financial services license under the Corporations Act in respect of the financial services they 
provide. HSBC Global Asset Management (Hong Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong 
under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is regulated by the Financial 
Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the Financial Services Authority of the United Kingdom 
as it was previously known before 1 April 2013, under the laws of the United Kingdom, which differ from Australian laws; 
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.

• In Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct 
investment business by the Bermuda Monetary Authority; 

• In Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of Canada except 
Prince Edward Island and also provides services in Northwest Territories. HSBC Global Asset Management (Canada) Limited provides its 
services as an advisor in all provinces of Canada except Prince Edward Island; 

• In Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or 
regulations and are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee to 
deposits at your bank or on www.sbif.cl; 

• In Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC) whereby its 
activities conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor. This document is 
for the exclusive use of institutional investors in Colombia and is not for public distribution;

• In Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised
by the French regulatory authority AMF (no. GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), 
regulated by the Swedish Financial Supervisory Authority (Finansinspektionen); 

• In France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio 
Management Company authorised by the French regulatory authority AMF (no. GP99026);  

• In Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the 
Austrian Financial Market Supervision FMA (Austrian clients);

• In Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission; 
• In India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India; 
• In Israel, HSBC Bank plc (Israel Branch) is regulated by the Bank of Israel. This document is only directed in Israel to qualified investors 

(under the Investment advice, Investment marketing and Investment portfolio management law-1995) of the Israeli Branch of HBEU for their 
own use only and is not intended for distribution;

• In Italy andSpain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French regulatory 
authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France), regulated 
respectively by Banca d’Italia and Commissione Nazionale per le Società e la Borsa (Consob) in Italy, and the Comisión Nacional del 
Mercado de Valores (CNMV) in Spain; 

• In Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversión, Grupo Financiero 
HSBC which is regulated by Comisión Nacional Bancaria y de Valores; 

• In the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Bank Middle East Limited which are regulated by relevant local Central 
Banks for the purpose of this promotion and lead regulated by the Dubai Financial Services Authority. 

• In Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital Market Authority of Oman; 
• In Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Perú whereby its activities 

conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the Superintendencia del 
Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the 
investor. This document is for the exclusive use of institutional investors in Perú and is not for public distribution;

• In Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore;
• In Switzerland by HSBC Global Asset Management (Switzerland) AG whose activities are regulated in Switzerland and which activities are, 

where applicable, duly authorised by the Swiss Financial Market Supervisory Authority. Intended exclusively towards qualified investors in 
the meaning of Art. 10 para 3, 3bis and 3ter of the Federal Collective Investment Schemes Act (CISA); 

• In Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission R.O.C. 
(Taiwan); 

• In the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority; 
• and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities and 

Exchange Commission. 

NOT FDIC INSURED   NO BANK GUARANTEE  MAY LOSE VALUE

Copyright © HSBC Global Asset Management Limited 2020. All rights reserved.  No part of this publication may be reproduced, stored in a 
retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the prior 
written permission of HSBC Global Asset Management Limited.
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