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HFMWEEK
two ways of making money: one is predicting
the future, which is notoriously difficult; and the
other is influencing the future, which is as much
about PRas it is about economics. Ifhedge funds
lead the mainstream market, then even within
hedge funds, there are some leaders and some
followers. But, given their solitary nature, I am
wondering whether hedge fund managers are
actually marginally less prone to 'herding' than
other investors.

However, a manager with weakness will not
want disclosure. Long Term Capital Management
andAmaranth are both good examples ofmanag­
ers who became weak because they became too
big in the market. That is a serious danger. A suc­
cessful trader is vulnerable when he becomes 'the
trade' as a reward for getting too big. But at that
stage he also earns the right to influence others,
and must balance these issues carefully.

None of this is really a regulatory issue, except
that it would be useful for managers to be allowed
to disclose more of what they do to the public.
The rest is just a question of caveat emptor and
for investors to take a stand - as they are doing
now - to require more transparency.

Christopher Miller is a chief executive at
Allenbridge Hedgelnfo

near the top ofthe administration league table. It's
also the type of deal that is likely to be repeated
ad infinitum next year, as private equity circles the
sector and 'big name' brands look to bulk-up.

After a period of stagnation and job losses,
prime brokerages are also in flux. The need for
multi-prime continues to fragment the industry
as an emerging army of boutique players ­
particularly in the US - compete with traditional
providers. This array of choice is finally pushing
prices down and encouraging a re-engagement
with new launches and smaller funds.

With a flurry of new, and obsessively
transparent, launches being readied for Ql 2010,
the creeping institutionalisation long predicted
for the sector is now picking up pace. Ifuniversal
registration becomes the norm, a distinct
possibility by the end of 2010, embracing this
Renaissance remains desirable. With investors
still demanding total disclosure, adhering to the
spirit of the new age is essential.

Gwyn Roberts, editor

f a hedge fund history is ever compiled, 2009
will go down as the sector's Renaissance.
Emerging from 2008's Dark Age, this is the
year when a shaft of light pierced some of the

sector's more opaque practices. Transparency,
liquidity and accountability have been the
triumvirate of change, replacing the stygian
gloom that once shrouded many funds.

So, all in all, it's been a good year. Yes, mistakes
have still been made (Galleon), the threat of
draconian legislation will haunt the sector for a
few years to come and, although engaging again,
some investors remain nervous. Yet, a number
of positive indicators - not least performance ­
point to a promising New Year.

In many ways, 2010's possibilities are already
upon us. Rather than petering out, 2009 ended
abruptly in October, as many of the trends
HFMWeek predicted began to prematurely
crystallise in the form of new investment and
industry consolidation.

In the midst ofthe magazine's own AuA survey,
we saw the first in a series of expected tie-ups
between administration firms. State Street's
purchase of Mourant has increased its profile in
Europe and catapulted the Boston-based bank to

routinely sent out to anyone who asks. The trans­
parency that is obtainable on-site is usually much
more rigorous than that available in the DDQ

I have a great belief that managers are entitled
to keep some things confidential, or at least dis­
close things on a need-to-know basis, ifthat helps
them retain their competitive edge, and provid­
ing it is proportionate.

Opacity in hedge funds originated with the
outlaw designation, whereby hedge funds were
not allowed to say anything that might be con­
strued as marketing. Certainly also, many hedge
fund managers are quite private people who run
small private businesses in preference to the big
bank networking machines. But what is not well
understood is the relationship between benefi­
cial and harmful transparency.

Take portfolio information, for example.
Disclosing one's hand in a game of poker is usu­
ally a poor move, but in hedge funds the differ­
ence is more subtle. A star manager usually has an
interest in disclosing, because of the likelihood
of others following him into the trades. The fol­
lowers may make money too, but the first mover
will generally make more by getting in before the
crowd. Arguably George Soros's famous sterling
trade was enhanced by the publicity - even if
it did not make him popular. I think there are

"Not only will Europes
economic growth rate and

employment be affected
but there will be long-term
consequences for Europes

pensions too" Aima chief executive Andrew
Baker reacts to the findings of the Econ-commissioned

AIFM Directive main impact assessment

JJYou're in a period now
where you're seeing a
lot of spinouts, and most
of these new funds are
SSOm, S100m and S12Sm
launches"Smaller prime brokerages are set to
benefit from this wave of new launches, says Noel Kimmel,
head of Cantor Fitzgeralds new prime brokerage unit

JJTransparency, risk, and
managed accounts are the
three strongest trends at the

t"momen Andrew Smith, vice-president and
global head of business development at Butterfield
Fulcrum, summaries the shift in focus for FoHFs in
HFMWeek's 13th biannual AuA survey

THE WEEK IN QUOTES

it's rare that an Aima questionnaire has all the
questions answered with complete frankness.

The worst offenders are the managers that
call it an Alternative Investment Management
Association (Aima) questionnaire and put Aima's
logo on the front, and then change or delete the
inconvenient questions to suit them in such a
way that they conceal the truth, while appearing
to be totally straight.

Closely followed by those that leave the ques­
tion the same, but the answer in a way that bears
little relationship to the question, either because
they answer a different question entirely or
phrase the answer in such a way that the answer
appears to tick the box, but in fact is so narrow
that it should be considered as a 'declined to
answer'. Again, it is misleading to the unwary.

Of course it is not ideal when a manager
declines to answer the question. It implies less
than perfect transparency, but at least they would
rather be honest than artfully economical with
the truth. Probably, they will get marked down
by the box tickers for lack of transparency. But
the reality is that most managers are more likely
to want to give maximum transparency to people
who are genuinely on the brink of investing,
rather than to spread confidential information to
every Tom, Dick and Harry in the DDQ,which is

WHAT WILL CHANGE ABOUT YOUR AREA OF BUSI­
NESS IN 2010?
The hedge fund industry was founded by some
of the greatest investment managers in history.
The flexibility provided by a macro investment
mandate in times ofhistorical financial stress has
proven consistently to be a clear relative advan­
tage. In some sense, the hedge fund industry
may well return to its roots in 2010, with macro
strategies once again leading the path forward. I
also believe that investors, funds of hedge funds
and the consultant community will broaden
their search away from the largest funds. We have
learned that 'large' is not necessarily better or
safer. This search will be made easier by the spot­
light focused on manager performance - not just
in the bear market of 2008, but also in the risk­
seeking environment of2009.

slippery ones who are always answering a differ­
ent question with the insulting implication that
they think you won't notice. Are hedge funds
any different?

In hedge funds, it is no crime for the salesman
to talk about the good trades more than the bad
trades, but when straight questions are asked in
due diligence questionnaires (DDQ), I expect
straight answers. Actually, let me correct that -

in both periods have proven themselves to be
worthy of the mandate of "positive returns in
all market conditions': This crisis has produced
clear winners and losers in the hedge fund space.
The winners will be rewarded and the losers will
be eliminated, as is always the case in a highly
competitive, meritocratic industry.

CHRISTOPHER MILLER explores the difference
between good transparency and bad transparency

"Opacity in hedge funds
originated with the outlaw
designation, whereby they
were not allowed to say
anything that might be
construed as marketing"

DOES THE CRISIS OFFER ANY OPPORTUNITIES?
All periods of crisis offer opportunities. For our
industry, investors now have the opportunity to
evaluate manager performance in the diametri­
cally opposite market conditions of 2008 and
2009. Those managers who performed very well

HOW LONG HAVE YOU WORKED IN THE HEDGE
FUND INDUSTRY?
I started in the asset management industry in
1996. In August of this year, I founded SEAL
Capital with my Partner, Toby Chandler. We
manage a global macro investment mandate,
offered on the HFRplatform, with a track record
from my previous firm dating back to 2006.

HOW IS THE INDUSTRY CHANGING?
The industry was essentially founded on a simple
premise - the goal of offering positive returns in
all market conditions. Managers receive gener­
ous fees and investment lock-ups as a trade-off
for this performance expectation. The under­
performance of many managers in 2008 placed
this foundational premise under a microscope
- some managers performed well, while most
unfortunately fell short of investor expectations.

hen you watch Jeremy Paxman
sneeringly grilling politicians on the
television, obviously much ofit is for
dramatic effect. But I wonder wheth­

er he hides some sort of a grudging admiration
for some of these people who have a tough job,
reconciling the irreconcilable between opposite
interests, with their heads always above the para­
pet, or whether he has pure contempt for the
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