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“If you think education
is expensive, try ignorance.”
Derek Bok (former president of

Harvard University)

HRARINAEE TR AL,

R T EE o
5. A5
(FIPE B R 1K)

“The opposite of hedging
is speculating.”

Mark Twain
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R ARX ST

French Revolution

such speculators were known
as agitateurs, and they were

beheaded.”

Michel Sapin, former French
Finance Minister, on speculative

attacks on the Franc
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The term “hedge fund”
initially described a “hedged”

xf i & —

fund
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Investment opportunities exist

BHENSBERFE

If all risk were hedged, so
would be the returns
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HH K.

Hedge funds are not a
homogeneous asset class—quite
the opposite
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“Education is an admirable
thing, but it is well to
remember from time to time
that nothing that is worth
knowing can be taught.”
Oscar Wilde

HEL MU HKE, A
BENZEIL, RIEESBM
ERHFHEARKBEM.
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Trying to avoid negative
compounding is central to the
hedge fund idea

B - N
REXMNMEEHZOLES

- 2008F 11F]

b

R AR ST

5N

v LMW EE ML T, gl T RMNSKRITEMN [ R 8] =
eI i ol TR G 5% a7 A & I (1 (0T 7 N I R o S R S T R S A 3
A BB YU — AN C e Rk AR T Bk R AR B e R B, H

AR O I B B BB AR A By 1 T I B A AR A, S b
Werl e =W AN Gy, AR5 T IR B0 R HE S W ARG

fMfegfemadms, SASEATRPALST . B THEAFKE
fh2e BN, b b ke B B B AT e RE AT M2 T L XM R
RPLIAE 1L K B M g B A B R, & W Bl b v s HRE (E

MR EW R MR EN MM LS T A E X, WL

X T < A 95 i P A i kA R B R T
R F 2, BRGNS IR, [ 1] & X TR A B A
WK

A E SO SO g < e A B e R e R 4E KU R R SR 28 X [l
e, F IR, BER AT R T B, RN T Y, EAMR
ESE Ui A N RS RS E AR
.

14



ATMA Pk efipiigsl - 20087 117]

Fund of hedge funds
compounded capital at around
9.5% net of all fees from
January 1990 to June 2008

H 19904 1H £ 2008 6

H, MmESNEE

(Fund of hedge funds)

EIMBRMAXERE, BF

BIE R E L8 9.5%

TEVE: 0ROk A HE <
SRiNEr =

It was relative performance
that put hedge funds on the
agenda of institutional
investors
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CE & S R EPRGE-S - DN
i AT By B Bt 2 TR
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X4 I 4 A7 A
R

FE19904F 1 J] 4220084 6 /] 1X B W1 i), 2 JC 1K 43 WL A o Bk < #9841 & 42
PERHE 0 R4, Gk B A 4E9.5%. Bl — s H B T AR Z o0 4
MR G BT A1 A B HFRI- 6 pb 8 b (1 & 25 & 48 # (Fund of Funds
composite Index)5 5. fAE LIS M RIMBETILE . HBHEHT LU
MEELECHBANBERMNES S A GRBAES T WMHNEHE X R
Moo BV 2 00K 8% & 35 ik x pb G 0 R S B ke B S ATk, b
AT AE 23 M b b R B g R B, A B HFRI-XE b R Bk G g5 4R B
KO R R MR S, O H X 2 E R s 1 7 3R X e 3k
S r RN . 54, HFRI-X b 3 4 £ ¥5 %L (Fund Weighted Hedge
Fund Index), &5 — A A DA XS ol B G e Bt Al & LB 48 £, 1240
W 2 H RS, A R (199041 22 20084F 6 J1 ) I 45 13. 3% 4 [a] 42 «

Chart 1: Long-term performance (January 1990 - June 2008)
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Performance (1.1.1990 = 1,000)

0
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~— Fund of Hedge Funds  ~ Equities ~— Bonds Cash

Source: Alternative Investment Solutions, Thomson Financial

Return figure shows the compound annual rate of return (CARR). Based on USD total returns of HFRI Fund of Funds Composite
Index, MSCI World Index, JPM Global Government Bonds Index, Merrill Lynch US T-Bill 3M Index

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Chart 2: Excess returns (January 1985 - June 2008)

24.9 = Absolute return
12.8 = Volatility
1.4 = Sharpe ratio
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51 11 7.2
[}
2 40 5.3 4.9
5.6 0.7
0.5
5
0
1985-89 1990-94 1995-99 2000-04 2005-6.08

M Risk free rate BExcess return

Source: Alternative Investment Solutions, Thomson Financial

Notes: 1985-89: AIS estimates (based on a basket of fund of funds); January 1990 - June 2008: HFRI Fund of Funds Composite
Index; risk-free rate based on monthly average USD 3-month T-Bills.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

Abs°l“tei;ettr‘]‘£”159%:)il:rme:,;gg;‘ 2 WoR, W4 7E 2000 4R LUK TR ILM R,k 1990s B 1980s
FERP RIS, s, 2000 & 01 H F] 2004 &4 12 H (87 F BOHW
AUARHESHRIBT 42104 % 5.3%, 1 2005 45 01 F % 2008 4 06 F (J5 % B K 7.2%,
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B oA -2.3%K 3.5%. 47 LA KK )5 1 F Y 18 $ (Sharpe ratio) i & #

W, FPBKEMET B RN

FEN<S I BT I = s VI BN e Sl St e TR T B U S B N R i

Expected returns of 4-6% above ) ) .
the risk-free rate are based on 28 5% F LA A I 4R 2 ok A% AT T 4 00 [FHBUM L AT UK 6
recent hedge fund history % % i 1 32 & 4-6%. X pl 3L & f0 #8 %0l ) 7€ 2005 4 01 H % 2008 4
06 JJiX Boim 28 1990 A KMGL, HUPW E & T 2000 4 01 H

WERPHESIOPIR TR, 00, 40 12 5 g mm .

TRAAEIHR 297 T T XU F % 4-6%.

Record inflow despite equity 8 3 1 F S IL L 6 HFRI-XY Wi 38 S 1 05 4 56 45 45015 MSCI 4
bull market i 15 %% GE AT W B . L 2006 J% 2007 G % o 4 0 % BLR 0 5 4 1L
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Normally, hedge fund portfolios
end the year in the black when
equities are in the red

—fRIE, BETHETRE
FREN, NHEERRIUIAIE
#

b

R AR ST
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Chart 3: Fund of Hedge Funds versus MSCI World (Jan 1990 - Jun 2008)
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Source: Alternative Investment Solutions, Thomson Financial
Return figure in legend shows the compound annual rate of return (CARR).
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Estimates for assets under
management vary

B BTN i B B 7= i 2
BT IFAHR

Hedge funds could be managing
around $2.5 trillion

X e e < e kL )
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Chart 4: Assets under management in global hedge fund industry
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Source: Alternative Investment Solutions, Hedge Fund Research, Hedge Fund Intelligence, Hedgefund.net

Notes: HFR estimates are as of Q2 2008. HFI estimates are as of beginning 2008. The USD1.1 trillion estimate for FoHF only
includes FoHFs with USD1 billion under management or more. Including smaller FoHFs, HFI estimates that around 50% of assets
under management are managed through FoHFs. Hedgefund.net estimates are as of Q1 2008.
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Assets under management are
Concentrated
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Chart 5: Hedge fund assets relative to other pools of assets
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Source: Alternative Investment Solutions, International Financial Services London (www.ifsl.org.uk) based on Watson Wyatt,
Merrill Lynch/Capgemini, BCG, World Federation of Exchanges, BIS

Note: Around one-third of private wealth is incorporated in conventional investment management

* Total value of assets managed on behalf of all investors (BCG estimate)

** Sum of global pension funds, mutual funds and insurance assets
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Chart 6: Growth of assets under management (Q1 2000 - Q2 2008)
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High growth rates primarily
explained by new money
entering the industry

PR EHEARTI KR
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Breakdown by strategy has
changed materially over the
past two decades
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Chart 7: Breakdown by strategy

100
80 ] 1.4

1]

c

o 60

‘®

o

£

£ 40

o

5

5 20

® 24.4

: 16.6
1990 1995 2000 2005 2008 (Q2)
M Maco W Equity Long/short M Event-driven M Relative-value

Source: Alternative Investment Solutions, Hedge Fund Research
Note: Hedge Fund Research reclassified their HFRI indices in 2008. Previous versions of this sector breakdown show larger
market share for Macro in the 1990s.
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Chart 8: Breakdown by manager location
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Chart 9: Breakdown by source of capital
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The involvement of institutional
investors in hedge funds has
increased sharply
S5 mES MR E
SR

Both 2006 and 2007 were
record years

2006 % 2007 FEMA K &
CUESGIRTRES

Large inflows primarily
attributed to institutional
investors

REHFEEHRA
FEERATHME & &

b

R AR ST

XtoPHE ST

R AT #B 7] &AL X b 2 B ATl b, BB KL R E 2 I
o, IS 5 U AR H RS TE, B8 O b AR b 2 <y oK) R
S SURLIE ISP KT N E VI E il S WP A 3 Y T
I, SR LA B B8 DT o bR TR A B O SE O .

REWB)

7£ 2006 F1 2007 4 43 5l 45 1,260 12 55 76 & 1,950 14 35 70 (1 37 % & $ A\ x5t
ML, B 10 B 1991 5 2008 £ 2 F, HFR X P &% &
HRmON A B G v k. APl R L, 2008 b PR B AW ON IR G, AN
2] 290 A4 36, nf LLUE K R EE A DL LT B K I R AE 2008 4 R &
b, AR, A K HB WA 1930 4 k&)™ E & [l faHlm
T, a4 FfFdn A

Chart 10: Flow of funds (Q1 1991 - Q2 2008)

Institutionalisation
220

200
180
160
140

195

o
N
o

100
80
60
40
20

0
-20

USD billion

- N O ¥ 0 O N @ + 0

338823883 89szus88ss s

PEEee2e 288888 R8RE 8¢
~ NN NN NN N

Source: Alternative Investment Solutions, Hedge Fund Research

20074F, W X b RE < i B e 6 R A RT 20 %, JF DA K K 22 BE 4T UCHT
—HEA N R, MAHMMBEERAKRE THAMBEE, W
SENE R I SIS a7 3 < B NPl S o VAL I LB S VAR o L G Y TP e
ST . FATIN A, WIF 4R 508 B8 X b 3k 4, H B 5 - Bk
BN, FHTEAL LB E R S FER R, ERAEREEHLT,
Jir A€ 10 I 1) 38 BE A, B AT - SEHL M BB A, 20004 w48 T 4R
RIS A I S 1| Rl Q= i 7 N N WP S B T S T P 0 G CL B S 0 2
Z, A RATMI AR 2 PSR E (EEREAERD, — H B 19904 4
E, AR R RAE TGN R E .

22



ATMA XL BRER51 - 20087 117

Growth expected to continue

R ITHHGIESE

Most pensions expect
to increase allocation
to alternative investments

REZHORIREE ST DB
Ao 2= 9 R %

“It is not the strongest of the
species that survive, nor the
most intelligent, but the one
most responsive to change.”

Charles Darwin
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“Hedge fund managers can be
tough to like, but it is difficult
not to admire the great
confidence and faith that they
have in themselves,
demonstrated by the willingness
to risk their future on their skills.”
William Crerend (1998)

BN HESLHTREAHER, H
HABAMRARAATHT IR K B
MEE, BEKEH AR EASR
Linfsa A

BBE. FLHE£(1998)

“Any fool can criticize,
condemn and complain - and
most fools do.”

Dale Carnegie

T NHR A AT, A —
TR HRA A8 R B SR IX A i
BUR. RN

“We are not a casino.” Anonymous
institutional investor around 2000

“BATXEARMES” -
EA AR R E
20004F

Hedge funds are closer to running
a casino than spending time
gambling

XS ERAEZE WY, TTARE
P[] e 19

“People think I’'m a gambler.
I’ve never gambled in my life.
To me, a gambler is someone
who plays slot machines.

| prefer to own slot machines.”
Donald Trump
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Running a lottery operation is

a license to print money
SEXENERRWFE
WHP R EIRIAFTIE

Hedge funds take risks that are
expected to carry a reward -
other risks are hedged
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Hedging directional market risk
does not mean nothing can go
utterly wrong
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HHAHAMRKeLE M, IEEAMRFRASE T BEE. HIX
JE AN REUR AT X R B B 0 TC B At A AF A T 1 PR RS, X R BR T 5
[T G177 O S BV 11K SR (D2 - I > NI G S S e AR
B2 L R R SR K R B L N BB, R TR AN B p % T R
Pl TR S A N PO VR W S NN i s B 1 W o U S I

Wik
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“Risk, to state the obvious, is
inherent in all business and
financial activity.”

Alan Greenspan
X, AETH, BREEEXR
MAFEAM R ERESIT.
-B

Hedge funds are likely to
increase efficiency of a
balanced portfolio

PN R SR LT d A iR
T DASR R BB AR

Hedge funds may use risky
instruments for conservative ends

X &0 T P AR S
T P B AR 24 XU TR

People typically do not
wash rental cars

MIBRASHEHR ST

BT SR £ FRa )

RES R

BE=: WorhE& R A SRR

LN IR L7 S Q= (| B G 5 3 N /7 87 /N I Mo/ I D 4
WooR, WRAMEONE. HERZHBERAEMERAG T, HA
o HREAT - RS, AT e R i BB AN I R R 0 B SR, O B E B SR
M RCRS CRe 2R AR BRAE R GE KB ) o X R B &S, AL
KRR E IR R Bl AN BT AT D, D SRR RE R E B, A K ) R
R R < T A OR B R E Rt — A AN B R BB R . (A TE R
2 VF 2 [0 3L VF F AR O BE A0 X b 2R e 1 T, Al T O R £ 8 B X L
ARG AR R G135

75 Je 4 oy A i % /R 7 (Schneeweis and Spurgin 1998)LL ¥ £ (2 & &
FH, EAEETFERBEEAS T AN A, 6848 ORI 1K
G NS . X R F S, B RS R AE RS RS
WK Y, HEH S E S —HUKRE R XK EE R
i, #B AR TR WY N X pb B onk £ B AL G KR A BT AF AL o AT T R
[ER G 1 oA 0 1 I SN (1O, ) - B E N W L1 7 7 Wl 7 GOl S| A S A 1
Km#ew, HARKMI SRERBERAEHED.

BN XS RRBHHATH

M EGBRARABEANR (U5 EEBN ALK, AR LAEN
HAA MY , HEIFA KR o B2 8w AR L2 w . X h 5
IWENBEIAT I RMEAERE T, ~RASH BB L EMLHBEILERK
THMNFHRRES, BHELMHERHS B LREGHRIET. X5
WMEMHMWZ 2 EREXARM. T2X M ESMEH /AR
SRR BER, BEATHERHAEG, HKRATENEEZ, #
P R A AR AT B, WA E R — AN ENLE . 4R S
Mg —ARMm, RREAT, BHT RS @A, I8 R
WO & A i RCR, ff HIX S TR B R (e SRR W HLTE
T, BEHRASHXAE, mMAEHN, TRMENH4 2, K241
Qe S 2 I NS I K (I 2 s I 1 I 1 | A T s S S B A SN E A (=
g ¥ o # & ¢ fun management” , W A & ¢ fund
management”, i fift 2 & F N BRI A T AT AT B K A N f 5T AT
Mod, FE2RRTZH?

o f Bl 22 B ph 5 A, B TR AR R A B T K b . o A AT T
o KT W E R RSORE MR R. BT ER A, %
AR AR T ZEE, MR RENFIDE 5o H X
Mol Em e Xk, E£RXHEMAERT, L mRe NsLs
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“Many men of course became
extremely rich, but this was
perfectly natural and nothing to
be ashamed of because no one
was really poor, at least no one
worth speaking of.”

Douglas Adams

AR ZANLBB/WANER, BHIXE

HRRR, AEEH 2L NEE

B, By EA T MER R
REINRERIR T -
BRI

Entrepreneurs and artists can
have call-option like payouts.
Administrators do not.

AN FRERFKAT T WEA
FHRIBUR AT =, B
A EITBON R E L Al .

Attractive fee structures could
attract most skilled money
managers

BRI AR LS,
R T BB RN EE S

R R L & o 2

REE R

& T A AR JF HOR) W R L 5 BE R b, MR LB O S5 B, e ) uh g, A
HHREMASHETZAZTRANERESRA W LTE ERHATHRERN. Btz
Ab, REE R R Ik 4 5O X [0 IR e BN AR AR AR R R A N AR, (A XS
MESLW, BHSBEBANACKHZR S, W28, EMN0EAR. L
I R R OIS Al - £ [5 C NI (7 BNE SR SIS 7 O N 07 Nl <
KB -JEH R XA CHSERN, FURERERSFESHE I ANKR
. %3 A (David Swensen) T ¥t -

TEPTFESERTIE [T 1 AN 25 PEN FFIZLEGE AR F C N5 G2 LA
P2, MBFERAE T WITHFE LT HIBE IR o = 2T 28T b P T 1 1%
ARG NE A FE s T RAK RTINS s B EEEN EFEMBE
HHM LR

BER: WrEsld R

XE o G W TR A O K R DL R i R R R R R e o R A
FET, MwmAEEENTL, SEXILERIAKEHNEHEAN, AHBRAMN
AL 5 oo B RN A AT AR R o BLAR AT TR R A B, AN U AE
FER; i e AT o (HAEIX L, FRATT L A A A OB R . |k
WA K H R R, BB R e ML R A B E R, KA,
AT =018 T B B{E (dead weight) X S HE & .

A TR F) 22l i S

FC ) BE 4 — M 0 W 7 A IR I — s L 1 B 2 A Dk I SR U, T
MWESBEFERATERRHN LS RIAMHXRN . 2 LI, XA
RS TRBIM A, TR GIRRS, siF, AR ERES, 2K
HA b 5K p B B A IR 28 BN AR o B G AT . HUJE, A
BETUHZHHA LR, WXEWHEE.

Xof e e < A7 M B 51N TR 5 Dl o BE B AR Sk et i G e LR I A2 2R R B O,
NEWEI T — R E R ITRIET . fn BE5 ovh 3 4 2 FLAT fig bL AL
Tl AR AR T R e G S R A 4F, RIFAN 2R TNE M, By B S A il
WA by, 3BT UL S A et B AR R I A NN AT . Xk
FMANMI BRI SJ—, Pk, %1% %) (Roger Federer)5 &
2. %% (Tiger Woods) 4t i & £ 45 52 W 2K 55 JR K BRI AR 7K B3 10 25

I fe 8 Al [ v A0 L B2 4 IE R X AN B, X AN s AU B BE B &
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Option-like incentives
are a hot potato
FAAHIB KR T7 =K
ARBENMRTFILF

The concept of dead weight is
what your local long-only
manager does not want you

to know

TR E R
MEEGRK B ALHE
AEIEARGITE (K S 1

BT SR £ FRa )

RES R

XF R e B R BL SR B AR KR AT K AL R E 3 B A [
AR TTIR IR A R A S i 3] — AN BRI, AL G 2 52 H A,
A T 2 T ) TG R, B TR < £ T 5 A VAT BN AT A B G AE A i B 4
{018 R I (T I= P = a2t B B D R M NS e R R R U E N TR S
B, 1 T8 128 BENAE AT B K 58 AN 2 BUAE AT 10 29 0K, XURG Hs A6 389 I, (X
PRG350 W o 3K A ALY 22 il 7 3, A8 B[R] < MR AR 3R AT Mk N IF
AL, ABFEAZ ™ BIHE G SO0 b I < A2 W 3 A7 A o 9% [ L [ 3 < A
WO R B 2, 06 Z0AF A P 3 RUE U (fulerum  rule), EXANENIR T, Lig
P50 5% SR A 23 0k < 28 B R AN RS, o A U, 2 AR I L AR B v
RUAE, 2 BN REWCIDCIE (R R B B, R R 0 3 R DAL E 1 R B o ki 2,
28 BN — FE S BRI AN (7] EE A0 PR 2 L 9, T 0 o 3 < 0 B R B2 B 3 32 Tk
) £y R i o

U R B 2 B FE R A D A, (R W IE RO M AR, XK
BURAEREANRE L by m RUUS DR AN 0T 0 6 3 I & ), R B 2 i 4 ) o A
5 Al 20 B 2% 00 SR IE A 2 0F (RIS i s KL B BE T, U A D e A 2 B NRE
HIBRAERUC,  DURIBCR B 2 (R M v o LR S B2 0 i i 5 7 e, 4 ik 20
FETE B R BK G, SRR G, WG M EOF S0 A G, ot T 3 5
s

BEAE 1oy KA A HE o

TR HIAE

TC B 7= 2 T 28 BN AE B9 AL B v BT R A A A 0 38 DA 1) 8 A7 o AR X [l
AL T AR 1T 3 RIS UE 2 R 8 7 3, B R U 2 U g L ilie
BR AR, X A R R RS AR EONAT 7 o RIS, FREUEE A 5 LR I
G T 3 0 A B KRR AE T, )5 3 2 1R b L s i v (i 80) ) 1 ] 2 2045
25, A T R IR OB BE A% 25 (tracking error), i 7E JE [R] JE 4r # %4 & b ok
P G B KB 1B O, ) LA E) AT B B O R, IE X ARE, BT
A7 8K 2 1 4 i L b N RT3 W 8 5Nk, G T R 4 I R 1 45 A AT M 8
BRI R BATE E — A PTE RN G W g B N GERFES), i Bk
7 BR 4 & 200 FE Mk 5 (basic point; 2%), Mt B R EHE N AAH LA
5 R SR E AR R, 1 AR 10% 4 2 B IE 8 T AR A, RS E A 2K
PR O 0.8% 1 A HL 9, IR N 1K 2l FH BT I 10% 1) 08 41 A 8% 11
P (W =)o WIXANMIEE, H5 b G AT b g A AT] i #9588 ik
TR, WA R Ao 2y 3 R s 1 DR R DR D ML 8 S AT vk T DA LA
JUIE % B A 1) T AR X 90% ) 43 4
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Hedge funds carry less dead
weight and therefore manage
invested capital more
efficiently

Xt PR B H T RHAE B AL,
HmER=EE L RAERE

R R L & o 2

RE5 R

Chart 1: Concept of dead weight
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500bs assuming gross
return of 20% for a
net return of 15%*

30

Traditional Hedge
asset management funds

B Passive M Active

Source: Alternative Investment Solutions

* Assuming fee structure of 1% management fee and 20% performance fee

RZ, AEX PR T, SBAN T oMM, TR, LHRe
RExfof, #OE A MRS K, JF Hoovd ok KOS P TR sl e b B B AR R AR
PR, X R TT A, MRT R AR BB e AL, AT E AR B I g P %
ANKZ I BEA, R, i e G20 AT DUA B vy LU 491 B8 < 56 N A A7) BT 6 320 1
B2 MO, BB A WE Y, RULHMAN THRELSGTEEMN
BB B O JE Al o JF AT U K B0 JC K BUE I . AR < 1 +20 7 9B
ity (1% PP, n E20%&BL9%) &, A B R D5 20%, 1Bk IX L2 5% [ 2
Ja s 3RO 15% (B1), 0 pf ik < AR SR AT BT IR 8% 1) 9 H L (AT 4 0 e
% 15 35%.
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Hedge funds sometimes report
positive returns when markets fall
and sometimes not

X e A BN AT DAAE T T BRI
RAIEER, B4 AR

Correlation between hedge
funds and the equity market in
down quarters is weak at best

T T R,
X e SRR
FREER RN

- 2008F 11F]

TR S gL £ PR

RES R

BB W E ST R HILT AR REIRS LR ER

AN A R A, A X b G B RS T I AR AE A G . BN IR
EAfI, WX B4 SA G5 4G, fEWig N BRI, NZ AR S — bk 1
e EFBER, HAIHAEWm, E22I19904E1 H 22200846 H , MSCIH S5
10 R B fe 22 7 P IR A1 SR DL, JF K 22 55 08 b e < T A 45 A1 SR 1) [
R GEAT AL BRI 22 (5 B )& FHR 8 /SO0 i 2 F iR .

Chart 2: Hedge fund performance in ten worst quarters for equities (1990 - Q2 2008)
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Source: Alternative Investment Solutions, Thomson Financial
Based on MSCI World Total Return Index and hedge fund indices from HFRI.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

Z B 7R, AR BT R BRIN RG0S b e < R AR SRS AT N 5 IS T 3 S B G
P, A ﬁ é%w%ﬁﬁiﬁﬁ XF o G b SR T A ORI, KO0 K
ZHMBREBREARM . WL — e, KA IERRIL SRS KT
ﬁﬁ%@ﬁmmAK 7 268 5% [l 4 2 BN T 52 B0 A% 1] 41 [R] 2 3 1) AN 36
P, IREIERA APl 2 FOK T 5 AL 3o 2 BATT LB 2% S e o) b Ik < 5 B 5
T 37 45 2R A I I B AR DG, S RBP4 I A7 A0 I S A O R M. R ifEAE P
We? 1556, MOCTEIFAUER P& M AF AT R R, RERoR, EFmd, RERK
MTRE 5 o8 55 4 9 & 6] B A TR MO SR TR, LB 5% 111 37 00 AN 2 3K 28 0) o Ik < 0 4 3
Mgt ) [ R R U o FL K, R [ R A BB, BRSO AR BB AL G T Rl R
SRS KA SRR 7 B o SRR, AE AN ) B 20 A S R B 2 TR R G R
P, Wl LS A R AL, B2 2 R e A i BT .
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In equity long/short a certain
correlation to the stock
market can be expected

RS/ FE A NS 5 S T AR AE
SRR BE IAH SR AT ATRI 4

2008 is reminiscent of 1998
20084Fik NBXAEAE 19984F

To some, the long-only mantra
is weird

XHELENK, FEEFKEH
KR ABRERRMTENE

R SR £ R )

RES R

JBe 5 A T A WL — P B A R 5 TIT A A RS AR O R () i i 4 R A O
W, SR B 20T W F, S K R SR g 1Y) 48 BN AEMSCIHE S 4R H 10k R L
WM, A 3R A E MR iR T b M e - s BE F
JB SR K A N IR M, U AE 100K R AT 8RR AT I IR . 2 BT LA A X
) A7 76 1M OGO IR SR K i e SR M 2 BN R AR IR E W Rk AT R R, BT
BT R B 43 N )4 FE AT R B A . M20004F $I 20074, K i A Sk 40 B
BT 7 389 4 UG 43 7 £ 09 35%, 391 1) Wi & I\ J5 62001 35 32 11 13% £ 2007 45
H e mi1f156%, 2007445 )%, P35 KK 24143 %, {15]20084E6 H it — 0~
WAH32%. M4BT 7E 200841 H T k8%, i B% A 46 4 0 w48 LN T 35 4%
KL%, AT FE AT 50% 10 1B 117 v KA B A I, IXORE (6 &5 L 22 4R A e T
Wo NI, X i R 4 R A A B SR s D) AS A7 AE e L R DG &R

19984 4537, M2 M7 LU A vk M I 1 95 A BB 2 S 4F . iR BE KA iR 2 2
B8 < M e XU P B e A e A M R I (flight to quality), 5% B9 BUJF
72 P K Pk . AEASASFRRE K 2 BN ph R AR KR A AR R R R
HFRIZE 6 Fp i 6 25 15 17 BOU 2 T8 8 7 A7 s DOR B K R k. 20084 25175, %
PR AT 2 A R R R S BOURF T UM UL B VR A 5 AR DL, B S A AR AR NG
RUE19984E #5375, HUZMA LT, BN AR AEALAT b3 8l i iy 2 1) i 5C Bk
PEHS EL 20084 551, 22Kk 15 i o

B 171998455 37 ) 20084E 251, 23, fE G, AN A SR O 0) b 2k < AE 3R
Bl b s s b A A 22 5, B, JBEEE T g rp P AR AR ISR T 9 A% R A
i K2 2 ROEFRR, TAE19984E 5 375, Bt AU T k1.1%, Wtk /K
PR R T —AE A BAEBRMFEE . 28RO o 3 18 MOK B R BRI
oI TR R RS A5, eSS W EMAREN SR, E2rHE
HYAE 8 VT 7 T K A T A IR R, ISR T 9 0 B A 8.9% 21 18.3% AN, [l I
Xt G I IR AT 4R N R, PRI A 5% o SRR A S
B AT A G 4, AR BN AT R KR . AR, X R R T g
FE SIS T RERK, R, €EGL -WAOMNERENE T, £ TFHEN
BB, AR TR AR B

ERAWM, FEXEETW AL SMmAIMEREMINN, 7 HEFEKE”
(B 98 7 X —H5 P i B B8 e #E R R TR AW K, R LSl E
B B 8EAT 0, AT, XA AN BRI R 5 . WAL IR s I
W s mA, H— R A MR R RO, B RO AR B A BT A
1 P 2 0E U WY1 A < Rl T 3 7 2R IR O B SBITRD 3 B R A B T KO b 3k e B A%
GEFF KA RS ) P AR 2 S5 .

32



AIMA Xﬂ'{iﬁlé&?ﬁ?ﬁﬂl - 20087 11%]

“Most of academic finance is
teaching that you cannot earn
40% a year without some risk of
losing a lot of money. In some
sense, what happened is nicely
consistent with what we teach.”
William Sharpe
on the collapse of LTCM
REWEERBRER L VRR,
AR E40% R AR, ARG A&
HEMERER TR . EEMEX
b, WRRIEMNIRATER BT .
B, B (19904 JURRE E)
KR A 7] 181 P Z Bs

Investors should diversify
idiosyncratic risk

BeFEE N A RS

BT SR £ FRa )

RES R

R LTCME: Bl w2 B B B ph &

VF L MU BEHE H 5, k4 (Headline risk)ff 52 & — /> B2 (1 $5 % % 18 %
o, XU AT N R R B R A A B AR A B A R ((LTCM) BT H 41 (Amaranth)
PEAEBER B B R Ak & B E, T MBS, B9
B B S T AR E T R TR E M, m K TR R LR
TOHI B BR o AELTCME] H G, 38 [ BR MY K 2 4 B 2 B 2092, [N 4 2 O 2R
THREVF o A W P (| CAIAA) R A1 4E N34 - 45 Jé 45 B (Thomas Schneeweis)
of 1 A B2 L At 1R R A

MLTCMZHF LFFE)FZHI AN E 7 (DE AT ()G WA TR T 55 18 2208
TEACLIR (DR FIR NI AR R TT5 5 55, 1 755 K A= R IR T v 2 K Ao (4)
B I0%HT Z 71T, FERLTCM B 28 B3 H T IR 5, A2 —FhF i B9
R BN LTCMIIH G Z T 5 X LEH AN, (HIFAFBILTCM —RIXT 5%
e LR,

AL, Rk R e B - KRR B AT AP, ASERE, PR
A b 2, R K o 2R A RS T B R D K s, R R BB
FICRE 98 1R 3 TR (R 0 2 BORE AT 100 A ol Ak U)o 0 e R < 0 £ BT, ek R ARAT
W™ SR RE IR A ) LA A | PR, AR AT BTN S R, R
1, AT U E A, B AR A KA 20 B o i A RS, (H BB A AT DU
H B A & T N BOX SRS o Hefg il e, BB NI%FE AR o S < 1 5t 4L
o ARG DEM LR G F3RIX RS SRR TS, kAR
KA R R I < 5 B SR K L

Chart 3: Large losses with stocks and hedge funds
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Source: Alternative Investment Solutions, Thomson Financial
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LTCM is, sadly,
the most famous hedge fund

AN, KHAFAEEAF
R LI P

The hot potato that is
systemic risk

MRFHRAME R

Market heterogeneity increases
market efficiency and therefore
reduces transaction costs for
all investors

Th 3 B BN v 5 R
W R AT A BB 038 5 A

BT SR £ R )

REE R

T 3 X LTCMI) 81 P 3 A% 5 VF 2 A W R, JL 2 — it 2 ax A by e B 11 i
GEHE SRR E TR TS BB & A s 54, s okl B
KAl R A R A Sy — A T, B LTCM Y I8 11 453 2% AH ¢ 12007 4 -
20084F G il f ML, B UEAHRAT I B SR R sk N, A HEHILT Z2AR
B R Ao T DR A, LTCMIE i i 8 g ) o 3 4 o 4Kk JL A8 5 S ok
B, WBARREARTT S M AN, 280 sORAT & 7 20 R 106 7 R
RS @ A7 I, R 37 i B RAT BAS B B N B A IR B R M, RS
A2 Gy PR R AR T 8 B o Ry I KURS o LTCMOE 5 A 0k 28 28 5y ) o3 — o,
B B, e AR R A PR AR T KU, LTCMAA i 3 A8 5 5% 4 4
FRERERAFAMAZHET], MARL B MEES . IRAT RO ph k4.
WLTCM; REW Y. %4k (Enron)' BT K, H Bt — 5% WX FF 1K
e R — K LW AR, B2 By G A E B, LTCMIU A
S, AR AT A s, XA R AR ST, DR
PHEAE R FA T 20T, HHASELTCMT Z %, 8 AR Z 50,
/NP B o A 3 ORI A 5K v AR AV B B AE 7 R 66044 55 T A K IR R 1)
b, WA AEVF S 5 R 4610 K TTHUR BT . 1R L BUB R, 5 — AME AR
RYEM A, A B U # B LTCME AL 5wt TT 46 £ 98 B 2045 11 b 1k, 5 n 45 5
FIRL A 18%. XL HLTCMAE R HEZ ST, S—IH. Hil =i
BORE B, R, XA A S R A R a1 L AW .

B\ W S0 R SR IR S KU

B AN N ORI DU . B ATTARAS , uF b 3 A nl e A Lk 4 T B R e 1 A
My WA e RAEANTE . GRS # 2 B g s st e, fAT] T 2K
E (N A I e N R/ S s PR = T 5 5 A 2 = AT s ) 1 B R N TR R
SE . I 45 AT B TR R AR A S T e, LR S R 5 2
L5 8 TR T AR AR fe TR 8 X T 3 A A T AR B, X Bl ) 4 b o T 2 R AR
B RO, I Al P DL R TR A A SR TE R , # nT RE R A P RO 1 A A
S TEIF BUMRAR AR R o IX BB 8N, A BB R Y, R RE o 3 BUE DY AR
VR R AT, g 2T S A TR S B 4 1 A . LTCMEE {1 %2 2007/2008 1%
FH A6 Bk S o 4 1 ] o

FATFFEN Ty, Xk S S R A E W 0 ) . EBE B W N T
(R B Pk B A, EL A T RO 1, 1 n T 4 kA T T B0 ) B 1 B
— A DR D0 T 3 2 A5 BRI D7 i, RN AE T M BB A0 R L R S 1
I 1]

34



ATMA Xfphgl & 8eotnd|

Hedge funds can act as
providers of liquidity and
therefore stabilize the system
o Yk <5 AT DAYE R s
freaE IR E SRR A

“The reasonable man adapts
himself to the world; the
unreasonable man persists in trying
to adapt the world to himself.
Therefore all progress depends on
the unreasonable man.”
George Bernard Shaw
REHE F 8 CENHEA,
AEMRABEHR RGN E S
Fibk, B E A E MBI
Frif. wE

Introducing a benchmark and
herding behaviour potentially
more dangerous for integrity of
financial markets

f 4 ) SR A TS5 B A0
BEAAT N R/ E MR

“Short selling is not for sissies.”
Barton Biggs

FEAR KN T

B, A

Unlike with a long position, an

adverse move in a short

position increases the portfolio

weight of the position

HeaiBR T RERN ke

ERRASHRE R, MKeE
B RE AN FIE o

- 2008F 11F]

R R L & o 2

RES R

FEJL-T 4T, BB E B LRI 8] 4 BE K BT 3R A5 (10 TR UE S R AE A i b, (HA
H XAl g - /& 28 LR I I ) o X EGE AL T AR, (HR R I
Bt B TR K o

— O T A DA e X MR AR SE I, s AR R A o Bl 4£2002
EER, MNESRMAT W RTE, AWM T ds etk moesEi:. 78
2002 4F B SR T 3 R R R, BROOH R B 2w ER T ik A £ S A AT O XU R B A
(actuarial solvency risk limits)m # 18 #6555 o 78 I 2o vh & 2 Br, X
MWES RN TR LI AT IR T W T 2 X b 47 b T | Ak
S AL B WA A T 3 B BV T S ON B S I 3 R BT O R R G KU T K .

2 S 1 0 I O R L 2 1 P 40900 L 7 U3
I e ik . S SRR, BB I R R TR B, A A 9 1
PR L. B4 5 % M b 1 00 025 AR A I U K, B b — e R b
A F S0 R 0 T O T T L (AR S
gz,

19944 % % W7 WM 5 5 3 151 25 8 < 17 0 060 i, (RS 0 2 56 T 0 3 o A0 A 2
TR R G, AR BT A T T R B A I %
B UL Y R R R L A R T B A, LA I
PRI o Ay X bR G E AT B BT 0 R R, ARBE L F R bE
LAV A ) £ TR BN O A B S R AT R A
33t A D At 5 0 9800 B 5

BRI ZEREFKEWHER

S H A SR SR R R R, X EGE A ek AN IER R, 2R A
RERKGHMR. KRZREHTHFSH - DARFKOILE, W HIFARTY
e B E L MRS AR, 2, ROAUR &S KIRA S %42
ENENINEE 7559 NN

HOeOMmR R T RO M. HO R T7 mAs N, Hid B 6 #&
G R AT 2 0 IR B ALK 2 BB o Bt B o R AR
(52 Wi, EL A 6 A7 K B 5% 4 15 A H 0 B T 2 1, B AR K A I 11 A A% 0
R RS0 (B D i A% SO e ) S I S T ), EAF G VRS W
Xt 25 3 0 S A T R I AN 22
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For a short sale, the investor
needs to borrow stock that
later might be recalled to
the investor’s disadvantage

SRS, BAEE DI
= (A AR B 5
K, IR

Hedge funds see themselves
as seeker of truth by telling
the market that an asset

is overpriced through selling
it short

X B A
HESEMER) R IEE
%ms@g

ST B P T e £

Attempts to explain away the
absolute return phenomena in
investment management are
unconvincing
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b s 200849 1E 0 3 5 A G 2 B, T A WL 9 9 A 4 11 5 % 1
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Kb, TRERXMMESREMRT NMERMEILRE, AN EERERTE, &2
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The risk-neutral portfolio of
the absolute return investor
means no risk on the books.
The risk-neutral portfolio of
the relative return manager

is the benchmark
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HE M RRIHEHRE R

“The normal-scientific tradition
that emerges from a scientific
revolution is not only
incompatible but often actually
incommensurable with that
which has gone before.”
Thomas Kuhn

T By rR AT AR Y B TE B
A5 SERT 018 B A A
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Negative compounding does not A6 145 A8 1 J— L 5 20004 41 “F 1 10 5 W 09, 81T A K50 RE T34 0L 4549
require external help 5 7 —srpitil, 41, CHBEBZOBREAN, REE N T 28%0 8 %
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“Either you understand your risk
or you don’t play the game.”
Arthur Ashe'
KTHEBRE, BRI T #

B, AR

B « LFEEMEREK)

Different investors have
differing mandate

B E BT

EHU

Investment process involves
both selection of managers as
well as allocation of capital

BRAES
R KBk S 2B L
KRARE KSR

gL £

s NMEESHEZENREABRFETIEN, XX
REAHAPAWTHERE (XL BENHE
BHRAS) UAWHKAURE (RE&LBEHHFEMR
B )

e WITAXNMWESHEBEME, —FTHAT N HES
GEETHTLESXSAEURFENERTRE, T
ERBIMERABTFREEN HFF. RE, WER
RAGFAPOLERLPORE, WEI XX HEE
XA ZREL2RITUNA -BREESF .

e 5V EHMARKRAML, RERENHWEEST
LHEREWNEMBEREAIBCLERFHEA K
B, BE, THEREENESLLHURNEFEN
MEMREACAANFHES . Bk, L ANEH
AAFWEREFAB I THREBLER NV RARBREAR
AR E, EFEMRE.

BT

ANTAL R B8 B A A R A BESE H 0, DR A sl i A TR 38 9 44 D LA AL i
HE . T oh @Ak a2k 2, AR E A Enen R s e
FE A U R AN B B R KRS 3R o A N i A D 1) R R [ R SR
Mg, TR IRt AT LA N b AR A T T R O R G e B S o i P G T )
PEMUAE WY 7 i P SN AN [, AT 6 R < AT Ml A Al R LR O Rk

T HEBHEFEEA BB br, BRI B R AR w5 B . AR B R Wi
R, AR AR . PSR 2 ) X o G g0 B (2 e Al
R ) L T PN A (A I 2 T B < BRSO i S AR
REBER R SRR . EERE, PR EMPATEF 0 KR 2 )
AU G RIR o B AT LU Bl 3 i B0k o 5 < B 58 A BB B e A AR
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Manager selection is key
7 e e8]
BRI 2 BT &

Chart 1: Dynamic investment process of a hedge fund investor

Selection Monitoring

Manager

Manager
Evaluation

Manager
Review

Portfolio/Risk
Management

Portfolio
Construction

Portfolio

Source: Ineichen (2001)
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Infusion of capital always
changes characteristics of
opportunity set

B EE)
BB R

Tenure and experience
probably matters
ERHEK

HiW=EZE

Due diligence is
labour-intensive and more art
than science

RIREE R
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SRS 22 P, KR VRS R 2 O ) 013 R R S A R S S 0T B i A 22 Wi
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Manager review is dynamic and

iterative
AL S 2 F R T
AL AT B ES AR

Every hedge fund is different
FHXHESHAR

There is no accepted consensus
as to how a hedge fund
portfolio should be constructed
el R X R S I B B A A
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Caveat emptor: One cannot buy
historical returns
BRBREAEEFRTERAAS
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RanReblile

BB AR
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Ko fERIR2T, =FE RSB A& 2K B R G2 B U 58 42 20 1l
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Chart 2: Optimized hedge fund portfolios versus strategies and traditional asset classes

16 Equall ight
Optimal weighted quap{)xfeolﬁo ed
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Volatility (%)

Source: Alternative Investment Solutions, Thomson Financial

All based on USD total returns from January 1990 to June 2008. Grey squares: Merrill Lynch 3-month T-Bills Index, JPM Global
Government Bond Index, MSCI World Index. Black squares: Four main strategy indices from HFRI. To adjust for any biases in
the underlying data, 300 basis points were subtracted from historical annual returns and volatility was multiplied by 1.5.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Reasonably low correlation
among strategies allows
constructing hedge fund

portfolios with equity-like
returns and bond-like volatility
ot v 2k < SR 2 [8) 5 B IR AE 5
T, ATDAM R R R Rl A R
HROBF BN HE

The unfolding credit crunch is a
reminder that “volatility” is an
incomplete measure for risk
A ERERFIEXNBREE—
HEA e A3l &
et 82 XU

- 2008F 11F]
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FE 1 o I B S AL A (AH ] 0% B B R ISR R R R ) . RN, RATH
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Chart 3: Mean variance optimal hedge fund portfolios

I Relative
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Portfolio volatility (%)

Source: Alternative Investment Solutions, Thomson Financial
All based on USD total returns from four main indices of Hedge Fund Research from January 1990 to June 2008.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Most hedge fund investors use
full spectrum of diversification
potential
ZHN IR EBRE

HR 5B HE I 70 BB B

& ?*ﬂﬂlﬁl =

BRAR

BI3rh B e R s B 4l &, BIPTIEM TR ] , s N
2.9%. 0 5] 2 g e (¥ $5 98 445 D00 100% B¢ 4 56 4 598 T di £ ] 4R 23 1 5K g
o A FEASEIE Fr, [ BCSE R ol ) R IRl B v SR o T [ IRA AR ] 1
PR AW AR L [ AR AS) o B3 U WA 7 v A6 Bl A2 3 Ik
P2y B Y i AL B g v AR B A 3 i AR R LR T g PR A 2 AR
(T35 0B ek AR o VR 22 HLR B0 58 8 5 0] b 3k < 0 5 <o 000 i) T Ay 22 A B il A 0L
M BewE A, DX B XU 5 [P 3R 5 P AR A 10 5 — L2 AN B . e fy il
B, WEHR D SEFR B HALM BT . R DT R3IR, KRBT HA
0 F1 4 2 L 3 B 55 A S OF 2 s

Table 1: Performance characteristics for four main HFRI strategies

Correlation
Return Volatility Sharpe RV Macro EH ED
Relative Value (RV) 11.35 3.56 1.78 1.00
Macro 14.95 7.79 1.28 0.40 1.00
Equity Hedge (EH) 15.75 8.50 1.27 0.58 0.59 1.00
Event Driven (ED) 13.55 6.40 1.34 0.66 0.55 0.79 1.00
Off-diagonal correlation 0.41 0.39 0.49 0.50

Source: Alternative Investment Solutions, Thomson Financial
All based on USD total returns from four main indices of Hedge Fund Research from January 1990 to June 2008.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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(let the reader beware) ) .
wm MAOR . BT TR VA LR S R B R DI A
R AL (6 T o T EL AR TS S [ 5 e T e, Y 5 W

BB a AR

Table 2: Selection of portfolio characteristics

Minimum Most Equal 4% 5% 6% 7% 7%  Maximum
risk efficient weight volatility volatility  volatility volatility volatility return
Return 12.54 12.96 13.90 14.24 15.00 15.40 15.58 15.70 15.75
Volatility 2.89 297 3.64 4.00 5.00 6.00 7.00 8.00 8.50
Sharpe ratio (5%) 261 2.68 244 2.31 2.00 173 151 1.34 127
Worst month (%) 6.23 6.28 640 642 626 -5.90 -6.81 -1.39 165
Worst month (date) 08-1998  08-1998  08-1998  08-1998 08-1998 08-1998 08-1998 08-1998  08-1998
Worst 12-months (%) 1.12 0.50 072 -1.15 -2.34 -3.28 -6.09 -1.66 -8.30
Worst 12-months (date. 12m to) 01-1995  01-1995  01-1995  01-1995 01-1995 01-1995 09-2001  09-2001  09-2001
Skew -0.66 -049 021 015 0.06 0.24 0.18 0.16 0.15
Excess kurtosis 3.81 2.52 1.24 1.03 0.77 0.81 122 1.39 144
Correlation MSCI World (all) 0.59 0.61 0.63 0.63 0.62 0.61 0.64 0.64 0.64
Correlation JPM Global Gvt Bonds 0.03 0.02 0.01 0.01 0.03 0.04 0.00 -0.02 0.03
Negative months (%) 18.0 194 24.3 24.8 215 29.7 28.8 284 284
Average monthly return (%) 1.01 1.05 1.12 1.14 1.20 122 124 125 1.26
Average positive monthly return (%) 143 1.53 1.83 1.90 213 229 233 2.38 241
Average negative monthly return (%) 0.86 0.97 -1.08 -1.16 -1.22 -1.23 -144 -1.59 -165
Portfolio weights:
Relative Value 62.3 50.7 25.0 15.7 0.0 0.0 0.0 0.0 0.0
Macro 1.7 15.9 25.0 285 37.7 438 20.8 6.3 0.0
Equity Hedge 89 13.8 25.0 289 419 56.1 79.2 93.7 100.0
Event Driven 17.0 19.6 25.0 27.0 20.4 0.1 0.0 0.0 0.0

Source: Alternative Investment Solutions, Thomson Financial
All based on USD total returns from four main indices of Hedge Fund Research from January 1990 to June 2008.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

MWB RN ONR2ZI AR S
o BRI

o R (7 5 ) i JEE AR A1
o IETHMTACTT 1 [9] 30 2 1) (R AN RS RRPE gl 2D, R AR T 5E

"The real difficulty in Changing —, w5 s g 2 e v 201 45 s 0 A 22 07 B B 0 17 90 DI 48 W0 AL 4 A 00 52
any enterprise lies not in

developing new ideas, but in SRR BN, BB AL GORBOE T T AN 6 K 855 AL A A A D AR
escaping from the old ones.” & ¥ . 2 KM F BKIRE < 5% 5 50U 6 LU B SR 5 5 450 0 /8 00 i P ok
IO Maynard ROYSS kb, R UL 4 A B TR BT A L B 0L B AR L
B IFHAE B B R ety 8 v 1 et
RSRTTIE R A T B A A 1A o 22 AT R I U 0L 4 K
YRHEES ) G T R ER AL A 3.2%, HR S WS RS 01/3(2.9% % 8.5%).
WA X8 9500 A0 R 25 FRATD 46 52 00 0A 4 B 6 1 950 6 40 2 W 3 FE 15 65% L A2

TARTIT



ATMA Pk efipiigsl - 20087 117]

Difference between skill-based
and market-based portfolios
are best examined

by examining loss properties
of a portfolio
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Not all portfolios
are treated equally
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Table 3: Skill-based versus market-based portfolios

Skill-based Market-based
Minimum Most Equal MSCI JPM Global 60:40
risk efficient weight World Gvt Bonds portfolio
portfolio portfolio portfolio

Return 12.54 12.96 13.90 7.24 7.37 7.56
Volatility 2.89 297 3.64 13.91 6.27 9.03
Sharpe ratio (5%) 2.61 2.68 2.44 0.16 0.38 0.28
Worst month (%) -6.23 -6.28 -6.40 -13.32 -4.30 -6.89
Worst month (date) 08-1998 08-1998 08-1998 08-1998 04-2004 08-1998
Worst 12-months (%) 1.12 0.50 -0.72 -27.87 -6.53 -15.84
Worst 12-months (date. 12m to) 01-1995 01-1995 01-1995 09-2001 12-2005 03-2001
Skew -0.66 -0.49 -0.21 -0.49 0.16 -0.26
Excess kurtosis 3.81 252 1.24 0.59 -0.02 0.23
Correlation MSCI World 0.59 0.61 0.63 1.00 0.13 0.96
Correlation JPM Global Gvt Bonds -0.03 -0.02 0.01 0.13 1.00 0.40
Correlation 60:40 Portfolio 0.53 0.56 0.58 0.96 0.40 1.00
Negative months (%) 18.0 19.4 243 38.7 39.2 35.1
Average monthly return (%) 1.01 1.05 1.12 0.66 0.61 0.64
Average positive monthly return (%) 1.43 1.53 1.83 3.17 1.74 214
Average negative monthly return (%) -0.86 -0.97 -1.08 -3.30 -1.15 -2.12

Source: Alternative Investment Solutions, Thomson Financial
All based on USD total returns from four main indices of Hedge Fund Research from 1990 to 2007.
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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PRI I = 124 A R R B ME R IEE . (A2 IR G (60/40 4l
HAE20014E3 H AT 124 H JI B 2K T 15.8%. X & 46 e B8 41 & 55 M) £ 58 3% 1
xR R A A I B R ZE G e BRATTIA D IR B BT 1 10 % b A < 2L S 1 B e 2
5T Gk A A Gt P08 AL 3K R I iR LI E R
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Balanced hedge fund
portfolios - unlike long-only
portfolios - have avoided
extended periods of negative
compounding
NMAKGEEHE
PSS
RIS BB R BmlR

panaeblile

BB AR

Chart 4: Underwater perspective (January 1990 - June 2008)
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——MSCI World TR Index
~ Balanced (60:40) long-only portfolio
— HFRI Fund of Funds Composite Index

Source: Alternative Investment Solutions, Thomson Financial

All based on USD total returns. Balanced portfolio is based on 60% MSCI World TR Index and 40% JPM Global Government Bond
TR Index, monthly rebalanced.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Prime brokers are often
gatekeepers for
difficult-to-borrow stocks
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Prime brokers provide financing
and leverage to hedge funds
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Prime brokers have widened
their offering massively over
the past few years
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Hedge funds’ internal
operations vary
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Fund of hedge funds construct
and manage hedge fund
portfolios thereby diversifying
idiosyncratic risk
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Fund of funds have been vehicle
of choice for new entrants
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“The first rule of investment is
don’t lose. And the second
rule of investment is don’t

forget

the first rule. And that’s all
the rules there are.”

Warren Buffett
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Table 4: Ranking of fund of funds with other investment choices

1996
14.4

14.0

1997 1998
16.2

16.2
5.3

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
62 44 [HO4N 338 152 10.0 108 4.8

25.3 1.8 A0 1.2
49 |28 08 31 69N 96

ESRIN -12.9 -16.5 1.1 -6.5 4.9 5.0

I sis [ ] Fund of Hedge Funds

Source: Alternative Investment Solutions, Thomson Financial

Notes: 2008 includes June. All total returns in USD. Equities: MSCI World Index; Bonds: JPM Global Government Bond Index;
T-Bills: Merrill Lynch 3-month T-Bills Index; Fund of Hedge Funds: HFRI Fund of Funds Composite Index (net of all fees). CARR:
Compound Annual Rate of Return.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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The fund of funds managers’
investment philosophy is one of
the key considerations about
which to gain insight
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Most fund of funds managers
blend directional with
non-directional strategies
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Having been around the block a
couple of times probably helps
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Intangibles are impossible

to measure or model. They
need to be assessed
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Principal and agent co-investing
could easily become the norm in
investment management
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Incentive structures - apart from
being a hot potato - bear
optionality the investor needs to
understand
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“I’m more concerned about
the return of my money than
with the return on my money.”
Will Rogers
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Some managers revert to
the mean and below
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Maximising assets under
management is not always
optimal
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Funds of funds might have a
wider allocation window than
investors with less resources
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Ability to secure capacity is
still important
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Is it a “war for talent”

or a “talent bubble”?
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Chart 5: Supply / demand imbalance and allocation window
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Successful hedge fund investors
need to be in the loop
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Manager due diligence is an
important and integral part of
the fund of funds manager’s
value proposition
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Driving with a rear view only
has its limitations
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Qualitative information
is important and essential for
manager assessment

TR BIEVEfS 23 A
REE BT

Manager selection has become
more difficult and
labour-intensive despite
increase in transparency and
information flow
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Fund of funds have a cost
advantage relative to most
investors
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g

The Amaranth incident of 2006
caused fund of funds
disintermediation to reverse
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n

In a fund of funds both strategy
and manager risk is diversified
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The key to manager
diversification is to have
numerous and independent risk
managers and risk management
processes
EEZBE W REBREES 2
LSRR e3P T g
BEi:R

Some single-strategy

hedge funds might run
better diversified portfolios
than some concentrated
multi-strategy funds
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EEER L £ TSRS R
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Chart 6: Diversification characteristics of hedge fund vehicles
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“Anyone who likes legislation or
sausage should watch neither
one being made.”

Otto von Bismarck

M BRI R EGE R R
HALEREN R HIELRE
Bz

Regulation adds transparency
and normalizes an industry

BURFARTE
BnAT i B SR ElL

"A ship in port is safe, but that's not
what ships are built for.” Oscar
Wilde

EEE LR R 22210
{BARA R HIVEAR R B B
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Assessing leverage can be tricky
ALAF B PPAL AT AR
VWNIE: o)

- 2008F 11F]

& ?*‘ﬂﬂlﬁl =

Xtk

KX e

EWE

B 037 W 520 2 0 O6F P 3 B O 2 DL ROHL A BB A DT AR I A TR0 2 o R
I < 20 P e LA AT R T (K BB R AN R L B, AT AR
e 25—, ZHFEE PN NI — B85 KA XL . Pr LA AT 2 7S
HIX AT B KRB SCEAL T3 2 85 5 % M 5 IR e . X058 4 f 3
55 ) ¥ 5 Ak B A 2 AR AT 22 B S i 5 B 3 AN KRR . I A DR P ARATT A K B AR
EERAMESHAT N T F o, WRESLHESA N2 ARTTER
PO I AL N ENTE T, B4 T b A R 8B T RE e 2 R G, B
ALK Z AW 2. Wi BBCRER W T AR sh Ehi i A 2w s tE i .
19984 55 3= iy WI 1], K I B A 24 W AE & A I 2 D AR5 A AN VAt 3 P - 47 B 9
P, T EUT I HAR BB A L FOO T R OK B R A A S
2008 F 4 (R AT Ml 2 55— A2 iR o ARAT ML 1 L X e R < N 1)
SRS o T LA S AR AT 27 AN S T I R PAT IR N 0B B S, BRAT R 1R 19984E 1
X3 AT b A, R 2 KD AT A K SRR R AT Ml B N B A . BT
BATIEWIE Z 50, 2 R 0 ARAT Mkl 3200 2R B AT — B A B, R T )
AL o AAT MV AE [F) B AR B I R O el e A AR SR UL o (BB R RS RT3 e Y
PRV 880, oK e 81247k H @ dr i fb ). H 31200846 1k, [F L
I WAL IR 92 0 SRS T AR AT IBE U A i U Bk i 50% R B 7 s DR, e < ik
T 5%

FLAT

X i < AR 53— IOUA T A B A AL T A S R . SR, AL AT BE AN 2 3
A E RIS, WA — UL A A R U . AN, ATAT X BB, AL
Sy f TRV G 20 BT R AR T LAY, DR N B RE = ) A HE A X A R R
SO T I DR < AR BT RS AL 2l R RIS o R e e < ) S < 20 PHLA T BT RE D
s B 5% R it A X I 6 il ) Rl BE AT AL K

BATAEAT R — Bl 7 REEW e B s T30 2 54 . G A7 s T I W5
PG RO R BEAT AL . IR, A5 [P ph R Siss | MM b, R, &
Ty K 2 M N 2 LR T 10 2K~ L[] It 25 B AR T 3 oh FE A 8 20 B AL AT o il B AT AL
M AREEZMEEAHKK. RER - ANIR: BT AZ B
DA A ML 2, TS A A T KU B L AR SRR Bk AR 4R A ) VE Al ok
BATIE M o E R LU0 0 5 5 20 BEEL BE k0 28 BN AE i 58 RS I BE A0 1Y
7



ATMA Xt S BegE a5

Distinguishing between style
drift and seeking new
opportunities is not always
straight forward

BN W 5T RIF BRI
BERE—&RZMH

Exploiting new opportunity and
adapting to change nearly by
definition means drifting from
the original style

WIFH&. BERH SR
FEEX EMmE
BRARE A 25 SRR £ 5 Uk

Manager flexibility to adapt to
changing circumstances is an
embedded characteristic of the
hedge fund structure

ZEA
R R T e 45 3 At
JER A TR X o

M — TRt

“In economics, the majority is
always wrong.”
John Kenneth Galbraith
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Taking operational short-cuts
is akin to selling out-of-
the-money puts
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If you’re hot, you’re
hot;if not, not.Saying

H L TR

Classifying hedge fund
strategies is difficult

K Xy e 7 D SR 23 22 PRI S Y

“The universe of alternative
investments is just that

- the universe.”

Richard Bookstaber
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Hedge funds are not
“buy-and-holders”

S EEHF MR KPREE

Hedge funds do not easily
fit into a box
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One way to classify hedge funds
is by their directional exposure
to equity and bond markets
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Chart 1: Classifying the universe of alternative investments

Alternative
Investments
Hedge Private Real Alternative New
Funds Equity Assets Alternatives Alternatives
Relative Value Venture capital Land Art Cat Bonds
Event Driven Buy outs Real Estate Coins Insurance - linked
Directional Mezzanine Timber Stamps Infrastructure
Commodities Wine

Source: compiled from various sources

VF 22 $L B8 R ur o 3 B 00 0 A7 00 T 050 2 BB S AR IK) B 200 o AR, 2z i
W, Mpieal S AEaRn THRNESESMAGEZ T mMAR, €42
[KE]  TKREIEA] W b S B s afrt, BT [AR
A1 LLAMRI SN, 0 b R < A

3 RBIEAR T Z A, X R A R B e R e N
AT H A AR WA, A 6 b < a2 e R B e R A B H
TAEARER A HUN o AL AT XS i 2 6 20 K10 U7 Wt B o EAE R BRFE A Ty & 7R, K
A TCVE M VI IE 2 o AH O R AE 92 S T5 T A W, ok b R G R A L B
Ph o DRt b B < 40 28 I R LA o A 1K) 5 BE B AT A BB TR A0 R B B AL 10
AR BRI, AEAT 3 A A G N . LUR BTk AL 70 XS o ik 6 10 5k 2
o BIVERHIZ, 2 I SRR i Ik G B 0] < B < A A8 [ I 4 W AE AN ] Y
S, PO AE LR R R

B2 R0 e Ems 0 o TR E ) THMES ] o T mdE ] & =4
SR o [ I A TR T b s AN S S 0 T 3 o A AR LD AR T R BL ST
P LLAEE — 20 (R o XA SR R DI BE 5 mtE il e R s . 2
M2 THISHNE ] — s s T | 0 5o 783X AN 200 1) 56 s
AR AE B S BT R T I AR D T ) P B B T R B A (R D e i
AP NE) .

64



ATMA Xt S BegE a5

Multi-strategy hedge funds
are even more difficult to

classify than single strategy

hedge funds

LIRS E R — R ST

HEEDR

2008F 117

V-

B RS

>
X phFE I 3

P B ey TEAF TR ) Sms, i Aa B SOt i BEBE L& 19 KU A L i 37 3 36
FAA R A2 IR ER ] (&R ) S 5 W T BRI . T 32k
UESF | SRS rh, 5 A — 50T I IS W )~ w T BRI R L.
(M 22 5 R Ja B AT 5 M MR BBt IR, BT IF B . A LSRRI Ty bk ]
SRS o B b B AT B2 T 3 7 1 8T EL AN A P S S 2 ST R pf g
&, #E TR AR

Chart 2: Classifying hedge funds by strategy and sub-strategy

Hedge Funds

Relative Value

Event Driven

Directionnal

Convertible arbitrage
Fixed income arbitrage

Equity market neutral

Merger arbitrage

Distressed securities

Equity long/short
Discretionary trading

Systematic trading

Emerging markets

Market share 28% 20% 52%
Returns ~-9.12% ~-10.14% ~-13.16%
Volatility ~-2.5% ~-4.7% ~-8.14%
Sharps ratios ~-0.7-2.0 ~-13-17 ~-08-1.4
Leverage High Medium to low Low
Liquidity Medium Medium to low Medium to high

Fat tails Yes, of course Yes, of course Yes, of course

Source: Adapted and modified from Ineichen (2000)
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Demand for capital guaranteed
fund of hedge funds structures
has declined

Xt T ORA B G B &
RNy U

Tradable indices have
underperformed and comprise
only a tiny slice of overall
market share

RGN B SRS R AN
T B R AR5 19 >88 5

“You can't program a computer
with management skills from
Jack Welch's book and expect it
to run General Electric.”

Ed Easterling
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“Academics talking about hedge
funds is like nuns talking about
the kama sutra.”

Prof. Sandy Grossman

S R e R R A TR R AT L SR A
PR ENERE HARAR-RS
BB (2 £X)

Hedge fund industry has become
more diverse over the years,
allowing investors to construct
conservative portfolios

X AT b R B TR R TSR % 4
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Historical single strategy
hedge fund returns could
be upwardly biased

B — SRR b 2 B 7 S [EI R
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B3R, sl SR ACH A

R LA AT S B R BN 2 A R A%, T B A A
R BRE IR, B RBATE A AN F R R R R E R R A O
J A 2 IR EAKIE DY A T . BB, 0 b B G A 20004 22 A7 T 4R 2\ A6 1]
FEAG R I A, 38 20 2 e IR W < % 5K A A Rt o i < XK T i A 1 AR TR A

Returns fluctuate: extended
periods of negative
compounding is a historical
fact and a statistical
possibility

[ 5 b4 B 4R 2
KHHEE R0
H) 2 AR

SRR P 3
T TR 2 R g %o i B AT LSS B A R i &, JeH R T A4 iR |
I T Mo e iT WA B RERNFHAL. BT RIREERK, LH
TE 19944 Z H Y 58— S O0h pl e < 10 o] 4 A, 4 4F R AT 750K 50 K 5 2 300 4
Rl X0 R RS KR SR Y 23 TR B A 5 AN 1990F 20084F 6 H JF 9F LA 4F
15.8% GG, W7 AL 2 LA12.8%5 [ R G .
Table 1: Hedge fund strategy performance characteristics (January 1990 - June 2008)
1M Returns 12M Returns Drawdowns / losses
Annual Sharpe Negative
return Volatility ratio Best Worst Best Worst Worst Recovery returns
Index (%) (%) (%) (%) (%) (%) (%) (months) (%)
MSCI World 7.2 13.9 0.20 10.5 -13.3 451 -27.9 -46.3 40 38.7
JPM Gvt. Bonds 7.4 6.3 0.47 5.7 -4.3 24.9 -6.5 -8.1 11 39.2
ML US 3M T-Bills 4.4 0.5 0.00 0.7 0.0 8.4 1.0 0.0 n/a 0.0
HFRI Fund Weighted Composite  13.3 . 1.34 7.7 -8.7 39.0 -6.4 -11.4 7 26.1
HFRI Relative Value 11.4 3.6 1.94 5.7 -5.8 27.3 0.9 -6.6 6 14.4
HFRI Event-Driven 13.5 6.4 1.43 5.1 -8.9 31.9 -4.8 -10.8 7 21.6
HFRI Equity Hedge 15.8 8.6 1.32 10.9 -7.6 55.2 -8.3 -10.3 10 28.4
HFRI Macro 14.9 7.9 1.33 7.9 -6.4 55.1 =71 -10.7 15 30.2

Source: Alternative Investment Solutions, Thomson Financial
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

U A S P Ml R IR S, AR AR I R BLB D L A SRR T, X b B G I K
(R AT 2 AR H W 5] o AN I AR I R R B Ay, AT E AR BB AR
B A RSB ph R A, BEREE B O N %SG TR i < B
A AL A — RS A E AR . FRATA PRI kL A O A R By
REIE L H E ™ E s . e E, ERTHREPSRAKE. KRG HR
BEOTE, MR BB R A R SR A UE NI IE R AT R R . AR, XA iR
IAEFE R R I10~204, L2 50 00 1) A AL AT RE S B R, D N R O B K R T 4
BERJE . B BB A e R IR g K. BLH AR ], H $120084F 6 /]
JE& A B T AT AR AR T 1989 4F i s AT 50% ot 3 2 Ul 47 A A BB
1990520084 6 J] — FL K A W 55 A 19 HURF 4F & S0, At 1988 856 58 MR & AE i
AAREL . TEANBE IR T, FREEHIREMA -3.6%.
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The possibility of an extended
period of negative compounding
is an alternative way of looking

at risk

BB ElR AT RER A KRR L 22
R 73R

“There can be few fields of
counts for so little as in the world
of finance.”

John Kenneth Galbraith

P 3 EARZDAG SoAth UG A 5 Sl
—HFE, AIBIERT B 255 0t
FEAEREDS L) -Fa i 5

“In the long run, we are all dead.”
John Maynard Keynes
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Chart 3: 10-year real total returns in the United States (1813 - 2007)
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Source: Altemative Investment Solutions, Global Financial Data, Thomson Financial
PAST PERFORMANCE IS NOT INDICATIYE OF FUTURE RESULTS.
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BO104F /1 S8 T AE AL [ 4R AR 2w 0%, w2 B WK X4 i & TR A 1
fide L, (ARERIENE AL BERIXAL R Eadl B s
KR ROM S, HAKMZERATAIL T . ST A FAEE L HES T E
AT A T B AT SE T B o B BE 2 B R 2R I, LB U 2% XUR o S5 25 KT IR £
JE W o
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Long-term survival and
prosperity is pre-conditional on
surviving in the short run

KEFESERNIIRE
EREHET AR AT A

It requires an extended bear
market for investing in hedge
funds to become apparent

KRR RET A B
BB xR SN A RRHE

B 5% e

EIEGO il N R Ei=p(EHIRR ]

XU KA AE BB S L RGBT E . BRRW R AL N A RIEFIS, K
IR AN A VIS bR 0 . ALK R, g AT b ) R AR R A
W AN RN TRATT R BB A FRATT S TO VA R, D R ) 2
(04 0 BT 2 18 . BN 1R 5 A O 5 52 B B A I T 4 A R L HR T 1 A

—RME, BR X E T R AE O ERMPAA . LL2007-2008
AR S Rl T A5 PR LA B, R T s M RS 0 A B A Rl XS T
W 2% TR X o o A A ARV o A I 25 BT AR SR A BRI TR 55 5T T IR S 0 Rl AR R K
MK, (R KA MR B IR R A Z . WA 2 B
N T IR R R RS BRI bR, OO MBS e A R K O AR, T B
BET VP2 AR 53 2888 77 5 B 08 SR vh o K 8 3k B BB 7 IR KRR ST 4 K B
HHOCAAHRRKERES B RERL BRIV EREFAKHEM . XL
PEHISTTRE M A OB . G BE R, B RN RTE I S T B K4
il 3 FEE 1 43 10T 38 I SRR AL 4 %, g T K B e T 3 KR T B Ek
R LPEHIM W B K o A WA J7 TR S PR . BN R .
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The current credit crises have
emphasised the importance and
the complexities of valuing less

liquid assets

HHTHIE SR T
RSB B = fh (K
HEWSERMNE

A sound valuation policy
is prerequisite for all
financial institutions,
including hedge funds
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Leverage is both risk and
opportunity

ALAT-FT A TR AT A

Using leverage is akin to
walking a tightrope - it requires
both skill and a good sense

for balance

A5 PR S5 AL AT AR A S 2R - R B 7 B TS
SEES iR

An investment in the S&P 500
Total Return index of a 100 at
the beginning of this decade
stood at 100.5 by June 2008.
An investment of 100 in the
HFRI Fund of Funds Composite
Index stood at 164.6
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Use of leverage varies

FLAHE I (K 2 T

Accounting-based measures for
leverage can be highly
misleading when assessing risk
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Leverage amplifies both gains
and losses
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“Reality is always far messier
and more complicated than
models can capture.”

Robert Rubin

LSS I LU 254 2 R B4R (R B S TR
fl. BR-BREEMLEHFEE, BH
AR EERK)

The “VAR vicious circle
hypothesis” does not only apply
to banks

VAR BB R T MR ZERIT |

“Nothing is more obstinate than
a fashionable consensus.”
Margaret Thatcher
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Chart 4: VAR vicious circle hypothesis
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Source: Adapted and modified from Persaud (2000)
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Quantifying leverage for
the whole hedge fund industry
is difficult

BEREAX ST AT TR
B, BAEXERNS

Excessive use of leverage is not
a representative characteristic
for the hedge fund industry
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Chart 5: Breakdown of hedge fund industry by leverage
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“Illiquidity and leverage can be
a toxic cocktail”
Larry Summers

A ST R A FHMGRE. B3
¥ (REBELIE)

“In a hedge fund, returns
should be dependent on risk
management, not just on
stock-picking”

lan Wace
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5E, TR R FEREXT R -0 B AR B (o 2
GEHE)

Investment horizon for hedge
fund investments is medium
to long-term

BFExT R SR A IR H Ok

Some strategies involve
illiquidity and long lock-ups are
warranted
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A liquidity premium could be
a function of opacity and
the willingness and ability to
pick it up
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Luck might not be such a
great explanatory factor of
superior investment
performance after all
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Chart 6: Alternative risk-reward trade-off
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Hedge funds can be long as well
as short “liquidity”
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Hedge funds are often
contrarian by nature
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Chart 7: Winners and losers in liquidity shock
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Source: Ineichen (2007a), p. 234, data from Alternative Investment Solutions
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Understanding liquidity
characteristics is crucial when
constructing absolute return
portfolios
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The idea of returns being
normally distributed seems to
be immune to attacks of reason
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“No amount of observations of
white swans can allow the
inference that all swans are
white, but the observation of a
single black swan is sufficient
to refute that conclusion.”
David Hume'
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Things that can go wrong
actually sometimes do just that
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The idea that returns are
normally distributed is not the
pinnacle of investment wisdom
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Returns are not independent
and drawdowns are not healthy
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Chart 8: Normal distribution and its real world explanatory power
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Source: Alternative Investment Solutions, Thomason Financial
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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“The only thing we learn from
history is that we learn nothing
from history.”

Friedrich Hegel
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The risk management
profession has indeed been
focussing on tail risk, despite
popular suggestions to the
contrary
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Chart 9: Historical drawdowns in the Twentieth Century
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** Gold hit $835 in January 1980. This is around $2,270 in today’s money.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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There is a scenario or two
where the best asset allocation
and risk management will fail
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Accidents are impossible
to predict
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Portfolio construction is a
forward-looking exercise
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Chart 10: Past versus future
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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Q: What is the definition of

a long-term investment?

A: a short-term investment that
went wrong

Saying
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ANETR RIS (AR A FE KB BE
HATE])

Outsourcing risk management
is an option

RS K TG Z —

“In an institutional environment
with staff and committees and
boards, nearly insurmountable

obstacles exist. Creating a
decision-making framework that
encourages unconventional
thinking constitutes a critical
goal for fund fiduciaries.”

David Swensen'
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Chart 11: Efficiency versus investment skill
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The task to manage risk can be
outsourced to investors more
skilled or more nimble or both
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“Worldly wisdom teaches us
that it is better for reputation
to fail conventionally than to
succeed unconventionally.”
John Maynard Keynes
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“Man had always assumed that
he was more intelligent than
dolphins because he had
achieved so much... the wheel,
New York, wars, and so on,
whilst all the dolphins had ever
done was muck about in the
water having a good time. But
conversely the dolphins
believed themselves to be more
intelligent than man for
precisely the same reasons.”
Douglas Adams'

ANE—HU KN B ORI

BRI 28 RS BN 4 2 -

RE A4, BEFEE

T IX 29 R AE K LT =
BRA PR KB

B Rtk

AR B AR R 9 B A i B 2
EARIEHZ T

AR, T4

What we today call a hedge
fund is perhaps just an active
asset manager
BATA H BRI R &
WERIF R AR B0 5 7=

“It’s only when the tide goes
out that you see who has been
swimming with their trunks
off.”?

Warren Buffett

REERE R

A RESNIE SR HEAE BRIk

we. EIEE

- 2008F 11F]

X MR R EETK
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o MK A Z R .

o MMM NS B, HEMRAE DY G TR N
] B R R, 10 R BB RS / R £ 58 A A
MHL2 .

o ECRET R A EIROIFAE AW B, R TTE R
TR R, T A R e K S B T N A e
Bo- R W IR RS AR, BRI E R &
FEEAENAE - g2 AN W AR A R A R A {E .

B 5 g 2

BT A R A S R B AT PR A M, o R S A DX AT R [ 4 % ke [ R A
FrH R RS R SC R B R e I A TR R PR g, BRI R XU, IR AR
K AT DA 5 4 RE o BUAE S A 20 0T [l i B ARG o2 4T A e O R P L, B
AT LR B 52, I AT S R, BB E IR IR ARSR AT AT
Wyl FEE . AT L, FAT AT LU A BT AR R i R < i S O e T AR AR S B
R, MR NEREEERBNE AN S 2 XA, A
Al UK B SR T i S uE R 2l R K 2 AR B ah X2 BN . ok, RS
SH AL MRIKNZRE TR, NmBsE Al Srew ] — Lt
BB BE % A O 060 1K) O 349 2 [RUAE (K 4R o LR, 4R BN JF R 32 iy 8 4 %t
ALK, HE 2z, KA ARG KRS th T g e, NS R < XU U AE T
B 22 BRI E ) o BT A 3K L A 9k N A% B EE N X2 AR 3 4 3 S 4
B AN TA

REFRATE A BT LR AL S A R R A BB AT AR BB
HH A T B A SR 2R K B I BN . XA TR, AT FRATX )
B G KRB &, O R E AR BB AL & R AR A, B BAT
K i B S I DR SOAS B B2 A8 3 b (0 10 < il TR PR 7 oL L. AR
1M, FEBEEE T F ER50% M AT B, Prig B K2l fE K B 2 BN R IR 5
REEEMRAA AW RN ZER,
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Some strongly held beliefs
supporting long-only investing
for the long-term are currently
under attack

— I S IR (R T
A ESZ T A

“I have noticed that everyone
who has ever tried to tell

me that markets are efficient
is poor.”

Larry Hite

ROULHERD
FNMEREERFR

TR AREMATZTA
Wik e VAT

X B R UTHME

MRS g3 EH

Kk

P R B R Z150% . 53— T I, X PR GAE T R BRI, A E S AT R
GO EDURULE S S8 DUE & § 1 IRE s SITeieof<i1 = e 5 ' | LA RSPl Sy AN R g A
BEAT X R A R e, VSR K BB S IR B S A T g
T3 7T R S BUAR ALK DR 45 P, RS b R e AN E AT R KUK B A, DT
AT " BRI 30 5 7 e gl 30 AN I T B0 b 2 < 5 2 25 e b (a4 4
TR i) (0 TG .

FROR ] A B 5 52 P DL 2 88 % R O R A9 T Bk I JsU IR, T BU T 2 B AL
FUL RGN AT WO 1 10 B8 7 1 e AR S O g ok o T DG BE 1 TR R
J& IR % % 41 4 B8 (Modern Portfolio Theory: MPT)X| i35 5 # KUK W & 11
HOK W o MPTIL o — A J a8 R 6l O 20 % T 4 & Ui (Efficient Market
Hypothesis; EMH)u & (7% A4 I o —1iF 2 M A% B 3 & BL 7 BEALIE 0 7 11 2
W . i H%( Charlie Munger; ELAERR 1 AR 28 W) A 4k N ) 0f b 3308 2 W R

DY AR HRCF TGP 16— P KL HRITIFA, AN T A 9455 . 3%
L A GTE TR LR 2 2GR R T R BRI AANTHES
GO ST G H AU AR ZCF I, ol 8 2P T Frdfe i
ZEWF T AIT X TN TG =R ZEFS T 2RI K BN TA VA b thi 2
FIFH, 5 Ja K2 DA TR 2= A 25 s L L T A F1 A i s
LSS MERIE M 2 1T A OB e 2988, Ml ity WOR 2 A H ST EFEE Y
HEI, ZERIGEATIAHE o

BT W+ LA VFZ 52 WA K D3R 1058 TS R DL SO TR R O AR IR 1 (B
(LS 24 ), BT A5 5 2 M 00 TU T 37 0 AH =2 DR HE 1) (B BN R RE ) o AH [ 3t
Bl BL AR M A K B T R R R e WAL R BNy, A T 3 S AT P
BEIAE 27 2 LB AL 20 (0 7 2 B, 28 Bk UE, XSS 2 BN 2 4R 2
BUBL™ 2, Fefgili v, MEh BB s R TR T fldn: EEER 2
ANS0ERTT IR ot HE e K2 $e s & i dlh — A ia 5, K2 EAAFH iR
B i, PR KA BEAL ™ A A E 2R WL, TR IMCE LT . A
L FRATTIA N XU A B 2 TR TS BB AR AE
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Investment management is more
akin to a national chess or
poker tournament than a
national coin flipping contest

BREHLBRER
] e A e P AR R SRR B
T F FE Atk B PR T 525

“Adapt or perish, now as ever,
is nature’s inexorable
imperative.”

H.G. Wells
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(IS, i Ui 28 0 Rk o BATTIN ) 45 A3 A [ o Pk 0 00 8 1T 9 Xk, e 28K AT
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A b, A BRI B, O [ B A 74 v B e RO e, X
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AN A B A BEHLIE D B 0K S B AR TR R, AR
REVL (F R g OB IR b & I AN IR AT i AR ) o A B, FRATIATAR B D %%
ML mOF AR IE YR e R A B, M2 0 1E — R 45 BOXUR B B B e
FREA AN KO, 0 BRI AR AL, PR A 8% K o 0T 1 I 55 i 4 5 A
b A7 335 ok A AE 1 T T (U R W R AR R R TS T, RS ) RE AR K A
WK ) e AT AR R I A, IOE M R R BN s AR AR ., WA
AR AL n] B EE BE R A B ISR, H H M8 BE AR SR K A NN E )
g . IR LEIE N AR AL KBRS s B R A B ( curveball) . B ER (1 L e Bk
(topspin). 25 =X /& 3K i) B 8 1% Bk (forward pass), JovEAH %45 URIE 48 73X L i
R RS R BEWIE B AR XA F b, RSN
BB B S e T ()RR E, TEENEEREHE.
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Alpha and entrepreneurialism is
active; Beta and benchmarking
is passive
ARl B R 5 Al KB
HE TR E =

T al4R K IR BB K

B g zh e

“All generalizations are false,
including this one.”
Mark Twain

BT B S IH g ER R AR I
LRI — VA
Oyg. iR

- 20087 11%]

XS R PME K

RRA S H A EE

Chart 1: Active versus passive asset management (AM)

Entrepreneur
PrivateEquity
Hedge Funds
Traditional active AM

Passive
Market

Diversification

Source: Adapted and modified from Jaeger (2003) and Rolf Banz, Pictet Asset Management

P10 S B AR U B il s SO B 2 R i Uy R — o RSB B R, AT
I 5 & 18 W ET 4 (Alpha, Fil 7K %) 5 7 37 [l 4 (Beta) . 1T 37 B 4l R A T 3 1) A2
2y BT I B A R s TR A PR R B T AN R IRAR
USROS 8 Al LTS Sl = PN U s & N = B it S )
RHOU BT TR (B I J7), SR AR FEA s W B B i A, VA B BBl
GHWH S HERHAAAAEMER, AXHLE, PREE b s ke, @
W, AR A7 (Beta). FAEEM AL MBS, L& FBH S i
¥ 4% g B S B8 7 B . T E RO AT P X R B S S mIE 2 AL, R
DR D A7 28 20 R I 20 BN SEHT A7 26 R 90 B, 0 B R 22 KU 4 A £ AR D (1 X
W], AT L85 A AR A BB AL S 1B AL PR AT T HE R, AR A BEINRE B B 4L
A G AL N B AR AT AR B AR R R < M AR 4

T A 1 2 Ty — AW — kK . WOr g T A O Ak 2 K A AR K
(R 5 He A o e B ) 1 e g 4, B R A BN RS, I R A H B IR g
Frdko BIPR SR G X o R e ik 2 b, o T U LM A ) AL
MR, A < A A S S < A0 R AR AT RN ARG, i A B i G AR 6 3 < U
P B DU BR o R i R < 53 A S Aol KR AR G K BB 5B A B B 4y
K O b R G T R T A BAT R A DB BRI A b R BB B L T A
Fll, AR A e P A R S B B R U 2R o S
A7 T R B R Bk R I, e i 1) B A A B 3 .
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“Being a contrarian is very
chic. The only trouble is that
now everyone is a contrarian.
.. Therefore, instead of being
contrarians, perhaps we should
be contracontrarians.”

Barton Biggs

YA RIS T R ALE 2R
PA-ME—(ERHE Y F B R
BNAERT RAREE
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JUT B BT i da ) [al R & BN (Qn: 14948 . L4558 (Bernard Baruch). JP
Morgan. % 77X (Benjamin Graham) . [ JE%F(Warren Buffett ). &% I
(George Soros ). K AH|z:. Z {1 (Julian Robertson) . 4 nf. St iH My 4F
(Michael Steinhardt) . Z ¥ (Ed Thorpe) & 4hiF (Jack Nash)Zs), ¥ 5fhfl1
T BR B R ZE T 20008 5T (2%) N, AR AT I R IR e AL T S R SR AR A

AR I 8 P % 2 1) 36 [R) 50t 2 A XRE IR R, Al AT AR BB ORI S AT M R
250 (B v, A — TR W VR A XRS5 R A T IS R AR A . 7R IX
T R AR TR R BN B B AT X L K
WA R R A TAFiE, W R AT FH . #% (Henry Ford). ik
/K il (Sam Walton) . ¥ 72 2 %) (John D. Rockefeller). & H B X (Akio
Morita). % il 4= (Thomas Edison). % & I~ N 2 (Andrew Carnegie). ili /g
(Walt Disney). Lb/R# 2% ( Bill Gates). /K (Michael Dell)%:45, #8H 24E
{5 I i . 2 GBE M, X8 N\ (¥ B Th v BE B B AW L, i LT
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KR Bl Bk HLAN 2R, LM 7 (R EF), BE: A6

BEL OWSE. . NI BhEE. B, TEh. SRR EL . fliE . #
WG TN (R AR A ) BL R e R e e R (AR D).
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“Mc2 is the Law, here as well as
elsewhere.”

Richard C. Grinold'

TWAETE, Mc2#AR Ef/

B EIE/RE

PE: E=MC?
REZRGINEE 22 AR

IEH & S Re & A] DL H AR 3

Performance attribution
analysis without an
unambiguous benchmark is
rather difficult
BH—MNERNSE
EBATRIAR st 2 L

There are no benchmarks in
absolute return space
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From two identically
(positively) skilled managers,
the one with the larger
opportunity set will add more
value

R RA MRS TSN Ap
WEBRAISS
Rl E L

Hedge funds are not entirely
unconstrained

xS ETEEARZM

Searching for Alpha and
constraining investment skill
could be viewed as paradoxical
REEKEHER (Alphad

(ERA S &g s Y&
T ER
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X R ME T
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(o TE AR, T AE T 3% T BRI B SR B R . BRI A A KBS xR, (H
WA AR .

“The essence of investment N . -
AR {0 A 4 26 T DA 4 10250 3 T — A A, 2%
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asymmetries s 0t S Bl A% e St E R S EL e pE AR
T R T T AR R A AT FRARMT B F o, AXTRR RS/ BRI PRS2 RSN, TR
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The term “Alpha” is derived
from a linear model from the
1960s and might not be
applicable to the value
proposition of hedge funds
“Alpha” XA

VR H T 196044 1 S AR A
EREANER TR ESHMEEK

X IR I ME K

ATFFREIR IS

X BE AR FR T A HT 280 4 7O A R R . B R AL S K
MR AW R AEE, 55— DS ERRERENRR A S, A X
BB E K/ RS H, )N B A G 8, AT L& 56%40 1< &
JBe 55 55 449 2l A ot I 2H 5 T P i B B A S, XS AT Tk E B R TR
GRS X B R R/ A s fe L, 7E19904F 1] 3 20084F 6 J] A
AHFE s &, 218.6%. KBRS WLWARA ST IEA R . PI# s
A A 4 K (The compound annual rate of return; CARR)FR/R FEIERT
Y I =G B E iR RO 7 1 71 R = W <<

Chart 2: Example of an asymmetric return profile (January 1990 - June 2008)

3.0
24

72% 66%

Average monthly total returns (%)

-2.0

Average negative returns Average positive returns

B Active: 15.8% p.a. BIPassive: 7.9% p.a.

Source: Alternative Investment Solutions, Thomson Financial

Active: HFRI Equity Hedge Index; Passive: 56% MSCI World Index and 44% JPM Global Government Bond Index,
monthly rebalanced, based on USD total returns.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

Horp, BB A KA P B A R PR R N T.9%, T I A FATIA N KR
B BB A BB B 08 A 5 AF R4 O 15.8%, X TR M ORI ZE R, X 2E 5 O A
A RE AN 56 5 1K) 3 B0 H0HR At B A R 4 A R0 ARORE L B A% g B A LI OR
ifr, RTAlpha(dF % 48 KUK ) 5 Beta( & 48 X6 ) B M & 1 Jo V5 i B XA 26 7 .
Alpha JzBeta Py /> 4 Uil 52 K H BE A B 7™ 5 fir 452 8 (CAPM) [ £ P 41 A5 B Y, BE AR
TG KB AU A SR 1) e P Onr A 1 ) R B 28 OB, (R AT AR R 1k (A X
W) KB BRI ph e B, A B AT T . ( “Alpha” Ch 1R 4t
K5y BB 2 B — MR AEAE AT AR RV . )
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Hedge fund returns are not
symmetrically distributed
ot 1 2 < PR B4R

IE RIS RIS

A long-only investment style is a
big bet on history treating

you well

AR E TR

TR R L RF S E

Different strategies have
different patterns of
asymmetry
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ASIFRBIHR I8

Pl 237 4 b 52 LTI 3 BT 4 B AN X BRI (BT R R R . s, BB
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X R EETK

AFFFRIBIR IR

Table 1: Symmetric and asymmetric portfolios (January 1990 - June 2008)

Magnitude Frequency

CARR Volatility Positive Negative Positive Negative
S&P 500

MSCI World
Market-based

JPM Global Gvt Bonds
Balanced portfolio

Equity market neutral
Skill-based

Source: Alternative Investment Solutions, Thomson Financial

Notes: CARR: Compound annual rate of return. Based on USD total returns. Balanced portfolio is 60% MSCI World TR Index and
40% JPM Global Government Bond TR Index, monthly rebalanced.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

Returns of absolute return AXF IR G TN Z A EHERL, Ntk eKEEG 2 HBALS S 4N
portfolios are more g un v gy 47 g x4 ik ) [T HRE S50, 261060 I8 22 15 S 407 5 43 4145 1 IF 5 ] 9
asymmetrical than long-only

portfolios  WRIEF JLIE T 55 4 MO RTRR T 5 25 B W8 4L 0 JUFT 85 IR A B DU & 85

Qo EERR A A Y FHEA A IE R IR A A T 61% % 64%.
Hasl KRR AL BT AR
Sl o 88 ¥ 200 AT RS T 0 ARS8 I K
“Be nice to nerds. Chances are sy o e s e ) B 6 401 4 oR L IF [0 90 ) A K10 2 S o B K B 2
yourlt end up working Tor 0. " iy I W4 51 IR T6 1 HE 1 (0.76%: 2.41%001.65%), 7ML U WS
REMXERFRRARGS )k P2 R I5 1007 25 £70(1.00%) 2R, 7 1h 41 S0 £ [0 40 1 LA i) A
va&ﬂ%&mmmwwrﬁi SOFFRPE B, I K S, LI AR A B R 72%, 1T [ 4
Bl b agp  28%e TBEELLIG bt F R 0 I s AR LSRR A Lol
JBe 51T gy b S0 W S B O I R I B O 47 B, R R B e T
PP B M, R TR BB AT 0 A B o LI T I o A 5 s ok
UL, 184k, HUBLIE [T 63 0 A R 82%, ST U K 18%. (i BT
b 5 K H 1k R 199848 H 1-1.67% ., T4 S R R B 7 A
O B B B LSO G R AT R MR IR KB )

BERA OR R G I (EAE T 45 S X PRI T N AN R BRI AN X B
Ao LA o B 1) XIS A A e 1 SRR TR . T It R A e B A BE R s
Bl BB BT E RENSAE TS N BRI, B I SR RO Al 1 35 Bt 4L
AT NS b DURE G4 O, AR, K R BT R A5 AT A () BT (S AT
ST < F80 X G B R U ) 5 X o R < ) 5 B A g Bk, e AT
HBUA By RS BLIA B3 28 AN AR, AN il 2 DA SR DB 9 1) 5 =i A 1] 3
A P -
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Active risk management
requires a skill set that is both
flexible and applicable in the
market place

BB R 2
FE—ETETG L

RiEiz FKHISE RS RE

The return of an absolute
return manager should be a
function of applied skill, not
Beta or luck

#a 5t Rl 2 N R I
kBT HEGmAfHEES

Skill can be assessed

Bk 579 R FT AR AR F)

Skill can become commoditised

BTG LA AL

- 2008F 11F]

XL R UME

BRI X B 2

BRI X

FRATTS T o [l 41 P B R e TRT B ) U9 A JE SR M R R B A A S G, i
B o W R BB AL A R e BT D K R TR AN R R R I A S
b MARE BB S BB . AR H AR AR B A A I B . R
N AR AT LAAR 458 5y oA AT o EL AT e 3 R 10 0 B8 7 5 B A & AE e, il mT LU AR
HIT o fEXFRARLA b, BUIE G N KRS 9 7 o e AL ke 30 110 777 e 2 45 ik
] B IE S [l R B A T, A PR o B R AR . DD, FRATTIA Ok 48
PONGIE & S SO = IR IE i o -3 A L M (I K FRE0E ok RN LT AN A e & A (IR )
A CP NIEIE - S/ AP s o NI AN TETE -9~ S I 1 O o - R AN 5 ey
2ot BE SR AT W AT P R AR R R, R S A K Bem B B, RN B0 AR
AR K R AT I AR S8 A AN TR o 280 0] R AR R (] P e A 2

SITE T, AT R H AT BB AR 5 B, S A . BRI KUK A AR
TR SE BB LYYy, TR S T AN A A A LN IR R A 2, 0E

110 PR S BB A A i A Y R

BT IS R K& ST

FE AN BRAR I I FE B, 200 R 10 R BLN 102 ok B T80Ty, JRARR AR ALE
P, AN SR 7K HH T 3 KRS BT AR R 8 O o X o R < 1 S AR . B I
(Alfred Jones)FER, 2y —ADHETERY, MHBEEIHOKR A T 2B A £k
1 AE B SR T 3 22 By o TE 914 K R - G Ml 52 KORs i SRS B KR AT A 5%, i I
KA % R 8 G U A X B B 2 5 R BRE . 3K T T R 55 ) R AT AR A
Hah sk, W8 B0 4 1058 7O B 21 e fIG .

Ui R REAE BEBERERE PR SE AR T, S BN R AT B R S B L AT AE T
Wy P RAS B HL AR X T N AN T, W] R A R R R SR b AT T (1 (A X
THEHL F) .

AT N 5 TR I S T A R . B Y, HisHE T B, A
TOE R R, R RN E IS WS S 2 i A, B BT SR
BTG WU, BT 0 S AS AT ST A AR ARTL, M 2 R BT S B T
Jhe S 00 B A i AL IR, S RE A IR 20 AT T ON BB B 10 > BN A TR
JBe 25 3 A 4y v i 3R A B [R1 4R

1 - Please see page 132 in the Appendix for a brief synopsis of hedge fund history.
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“The only constant is change,
continuing change, inevitable
change. That is the dominant
factor in society today.”
Isaac Asimov

ME— AR 5
FREERIUA, AT R
XA Bt SHEERER
YR - XAEKR

In the absolute return space,
risk is reduced if the
applicability of skill stops
carrying a reward
FEZE X [RIHR IR

i H B 10 SE P G SR B[4
2R R
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X R EETK

B AR B o 2

RALAE TR BB B — AP AT R . R, IR R AT BT AR T
AR TR, B AR S 4 AR 7, 45 R 3 80T A T RIDAE SR AT ] o ) e S o A
FTR LRGN L R m PR, AR, W OB EARE, o1
BT R WA N B A T, P DA T 18 23 A A BRI AT (5 RN, A RE SR AT
KRBT B R B AR A o FEAT W SE S S DL N, A B AR ML B f
R AL R IL S . T UG, AR [R]HR 28 BE N R 8 B O VA B RE SR A BE
Ho— @ AT R AR, 20 BN B 5 k250N TR RS 25 SRR A T AR SR A L 2 B
WG Y X LR I IR UL, XL R s k. DI iR )
A MAT M, TR U 25 AR PR 2 BT I O, ELGS 1 452 i A i 110 45 3 2 AR 1
XA O A A R R 3 e A O A BB IR I s R 2 e RO AT AR A
A2

&N S EE AR
S 1A B 58 SRS LL B A BB NS R Dy TR, R R KO R A SRS K 2 B
(0 ok AT R W . flan, W2 SIFEN S AN S NS T+
S K A% 0 SR B AL e AU, T B USRI e BN, T HLIE A N ] A
B Je 52 s BT A AT o 3K 28 SO B AR I G T AR O L B KU i BE 7 (style
drift), 1 % K VL Wt 2 BN BE 4k, At Al AT 44 DA 2 A DL I 26 8 A
2R, PN 5 5D A RETE I B IR, T K B T N AE B T . ety
WG, AT AR T 3 R UGS B2 10 g . X AT, AR AE T A
AR Hff S 2 AT T B (ISR AP AN AR R ). BT AR R T HA A e
SR PR WIANAE I B e Y B, WS A T S B 10 S A AE T 3 R AT
ORAE AT [ 43, St B e IR B8 A P 7K 32 1) XIS
JR 44 BE T 47 Bk i 3 4x 45 B W ) 4> (Andrew Lo) L 73E AN RV R — A 4
A7 AR AE PRI L 22 O [ D0 R AN AT A 0 AT D o BRATT AT DL BE AT 3 R K
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MAEARBIET, RTX—0, PRAN Bl
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K, HIFTHIEBESITF, 58 1E 217 5E 7T 268 Al 2R B

TS AN [RI PRI AT — PR (K B SRR AT SO L2 A de e 2 K 81 1
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Markets learn

W ER

Active means to adapt
to survive
BURHR IR IE RIS
PASR AR

“Wealth is the product of Man’s
capacity to think.”
Arthur Schopenhauer

e 2R E RE T K=
A

Intellectual property and
adaptability are
complementary requirements
for survival in hostile
environments

FPT=RRAERL
EFRRBNNEFE
RAEAME
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NLIRASWTHE ASR A7

B I 2l , MW IR TS ENRIERTS, TR EAME, W
BT O BOR BT 40 L SeAT & WA AT 3% 0 B AR AR IR 2 . 500
YERFANAZ, 38 L E T ARAT 10 [ 45Ke B 2 I A) 0 0ok v PRI DN 0k 1 37 22 18 D9
WA A, Wt DA ISR ERESE, AR NS
3T P R R ORE B AT I BB AT BE D AR IR B AR L .
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RIE R W2 5 F A A [ 138 1 Dy 68 i 2l K i 45 20 ol % 4 fi 27 gt 8 Herp —
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FATHE AR — HIRBE 25 SR (JR A AT AE 1 B 25 DR 7 52 31 3 3 a2t A 0 17 e
A%, AR Al IR B T R A R N B 55 ) v SR R, R s R AN KA. BT
16«35 3 (Warren Weaver ) 3£i2 & B (Lady Luck)—Hl < K H 6 11E & 55«
0B A O I U 1 U7 R AR B IA A B A G OB IR U K R B gk R i A
X7 PMEFHEMYN TS TBAEN, FEENTRESSTMABKKA S
TS . ARB Tl R E AE b, RN R A, R
SR PR IE N ) AT

Pl 344t 2 th N R FERU 0 Y ) AE T AR T AT I B SR . JRATT BT IR R
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Intellectual property and
the fitness to adapt are key
indicators in the search for
excellence

ERI BRI
A GG W BB N AL S
R ERMERER

2008F 117

X R EETK

B AR B o 2

Ber) i, £ ANWET, KW eI, HAESS M nREAR MR T Bt
Rl HURAESE K PR b AT G 5 R AR AR DL A, (H I R AR S 2 0 AR A 3 R
BHAG o AR, A 58> 4 BAT M p, VR 2 0 B8 A B Ay W) AR A T B B S R [
G o BB A T R R N LA

Chart 3: Intellectual property versus adaptability

High survival
probability . Intellectual property
- High Low

~ .

N o . HIAgh
~ < E |
High Boom & !
> > < :
= ~ ~ 1
i o 2 I
S S >0 1
S ~ =X I

@© N 38
§e) ~ % E |
< N o o !
Low ~ g |
Doomed S5
'~ LIS

. 38

~ N L) Low

= ~
EN
Exit probability / franchise value Low survival
High < — - LPToDaDITy /7 Tranchise vake_ _ » Low probability

Source: Ineichen (2005)
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BB BB B 57 ORI RRPE MR EE ST AN A 5 00 40 e Y el aE
g, Bt A R T T AR A EERENS TR T M, SR TR Y TR) A 0% Ik
PERIH 7 3 & . RIIBETEE 0 i RO W ROIR B, A R A b T
PR JUY (K AT R AR L U I T FRATT I AN A Ay Sl R LA B R g 2 A B
Ho AT LI R, T 58 A R RO P T R B, RS N E R
Koo R, R BE 7 BML E R UL, 35 RE NS BT IR R S R AT R AR 2R (1 4k
SO, G EARCRE R T DU A A o A AT S A A Al 7 R A S
Sl KW I KBl J — — Pk S LB I RE T, BEAh, X ARIK ) ) ERERS B

103



AIMA Xﬂ%ﬁﬁ&?ﬁ?ﬁﬂl - 20087 11%]

X R EETK
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“Investment is by nature not an
exact science.”

Benjamin Graham
BRWARR—TIRE

BhE

“The truth is, successful
investing is a kind of alchemy.”
George Soros

= b

FRIIRI R — PR EAR

BYH

Defining risk as the attempt to
avoid losses is materially
different than trying to avoid
underperforming a benchmark
WA T HKE X

RIETAFT
TR S RIEEER & X

Absolute returns mattered
before the relative returns
game became the main doctrine
in institutional investment
management

25 R4 LU AR EIHR R LE R
BT SRR E B ERETE
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o TRHUE AR SR MRT o R T SOk T i, ik
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Ze W7 (tracking risk), M 5 £ X (o] 4 4003 o K RGBS 2 SO 58 37 ik
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MRARAAT AL iy 2 — o AENLR BB B AR P (T IEAESE . Sepish), JE
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“The fact that an opinion has
been widely held is no evidence
whatever that it is not utterly
absurd.”

Bertrand Russell
~¢&§ﬁAuﬁ%m%$%ﬁ%$
L=

Hedge funds are somewhat
antithetical to the idea that
markets are efficient
MHESERENMERE ERE
TGRS

“The efficient market
hypothesis is the most
remarkable error in the history
of economic theory.”

Lawrence Summers after 1987
crash

HETN B R AP

R PR3 S A e AN AT R AR

The absolute return approach
tries to rectify some of the
shortcomings of the relative
return approach
ZaXFEIR T EZ R BT IE

AR B3R 77 V5 R A A 5k
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WREZRHRE, A RN NG B CLIRER AR A B8 B R SR Y
M. RiARA 2D ERRT, IF A A 1175 BRI SRR BT fE
RAUE R BRM, AEEEEREICH AN RN, FFAR T
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A V8 5P B AE LA BB AT B AU, O i e B B = BOR R .
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B TGRS — JFER AN 5 G5 RS R
(benchmarkitis)” . ZEi G/ Z BN IENERSFGRE N 75750 e 2 —FLAEXNT M
B AR TR U, X e 25 H BT NI B T MGG I L7
W92 EEFE T o AR I T ZEH KN

106



AIMA Xﬂ%ﬁﬁ&?ﬁ?ﬁﬂl - 20087 11%]

Caveat emptor

iR

Trying to compound capital at a
high risk-adjusted rate of
return is materially different
from trying to outperform a
benchmark

BREEHEAENN R
TR AT E

In hedge fund space, risk is
defined as losing one’s shirt

FEXT R O T 57
RS R T EE

M B3 2 28 5% 2] 3%

BB ZE XS 5 RS 5B

B RE P AR R A AR R L, e R AE B B B b, KSR BB AR XS
(] 2 0y 6 A B 0 55 200k AL — bR, BEPREE S, A Al K B SR Ak
SR T X RIS IR T xRk A S 2R, RIF AR E K
T AR T E SCI AT IR G BT I R

Table 1: Difference between relative return and absolute return model

Relative-return models Absolute-return models

(Indexing) Benchmarking)
Return objective Relative returns Absolute returns
General idea is to Replicate benchmark  Beat benchmark Exploit investment
opportunity
Risk management Tracking risk Total risk
General idea is to Replicate benchmark  Beat benchmark Preserve capital

Source: Ineichen (2001)
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B, EMHBRZERY LT AWM, WK &, Ik B 40 b H
i o

24t 08 (] 55 R 0T T 5 o A () A8 P 22 S 2 AR D IR, S A AU o e A e
XORE B BB R 2 KRS A BT U IR 36, B B 20 B R o 32 A A gk
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B L e R . EREHANKEKE B E RN, LW
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“When you are finished
changing, you’re finished.”
Benjamin Franklin
LEIESR)E, RBEET
PEEHT « BT

A long-only investment process
is like driving a car without
brakes—it works perfectly well
going uphill

MRS BHALE, MEBIT
BFWBAEERNRE, £
W SRR BAHEMEE, TR
...
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Risk = exposure to change

R =R TR L FHIRE

“We don’t like things you have to
carry out to 3 decimal places. If
someone weighed somewhere
between 300-350 pounds, |
wouldn’t need precision - | would
know they were fat.”
Warren Buffett
BAERER ML LR
BEA RIS, #RAMAGE
15300~ 350%% A F W &8 £ 7T
MEEMEMRCEEET
w’E - E3ERE

Risk measurement

is akin to accounting.
Risk management is not.
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“There is nothing so stupid as
the educated man if you get
him off the thing he was
educated in.”

Will Rogers

“Since the mathematicians have
invaded the theory of

relativity, | do not understand

it myself anymore.”

Albert Einstein
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“The only certainty is that
nothing is certain.”

Pliny the Elder (I think)
ME—T E LR
BEMARATHER

“An education isn’t how much
you have committed to memory,
or even how much you know. It’s

being able to differentiate
between what you do know and
what you don’t.”
Anatole France
ZEEARRA T ER NS T
TR T EREX S HRAENFS
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el 8 5 B v B -1 S0 S K, 1921
iR VURC# B E

“Risk comes from not knowing
what you’re doing.”

Warren Buffett
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e - EIEEE

“One of the greatest pieces of
economic wisdom is to know
what you do not know.”
John Kenneth Galbraith
K astE LramiR, 28
SLEEN RENFW I RMRRZ
T-HLBHr
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“Once again the important fact
is knowing the existence of
these nonlinearities, not trying
to model them.”

Nassim '
AR MR 77
FELE—BR A B R
TR EEE
Ly

Risk management touches on
many aspects

RS E W KL T7H

“A common mistake that people
make when trying to design
something completely foolproof
is to underestimate the
ingenuity of complete fools.”
Douglas Adams

AT FEE IR R B
RIEFIRB R T RARZIB S HH
TIRE

BT -

Risk measurement is a science.
Risk management is not.
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“Take calculated risks.

That is quite different from
being rash.”

George S. Patton

& mEEE R G AT 5 & 3T
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It is debatable whether risk-
taking decision-making and risk
management can be separated

RERK NG RE 5 KRB HE 5T
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“It is not disbelief that

is dangerous to our society;
it is belief.”

George Bernard Shaw
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Institutional investing in hedge
funds could be viewed as
outsourcing some risk
management functionality

DLk B & BB TR pf e
FIE R RS T RS %

“I never predict anything
and | never will do.”
Paul Gascoigne
BAATREFTE

UG AL

“It is not enough to have

a good mind. The main thing is
to use it well.”

Descartes
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“Diversification is the golden rule
for prudent investment. If you
add some judicious futures to the
bonds, stocks, insurance, and
real estate assets that are
already in your portfolio, you can
hope to sleep better at night.”
Paul Samuelson'
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“Chance favours only
the prepared mind.”
Louis Pasteur

PlakimE A FEEKIA

“Experience is a dear teacher.”
Benjamin Franklin
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“Investors will want to make
sure that they don’t start out
with the money and the hedge

funds start out with the
experience, and then when all

is said and done, the hedge
funds have the money, and the
investors have the experience.”
John Webster,

Greenwich Associates
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Experience in managing total
risk is scarce. Experience in
managing tracking risk is not.
Hence the price difference.
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“Experience is one thing you
can't get for nothing.”
Oscar Wilde
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“Any intelligent fool can make
things bigger, more complex
and more violent. It takes a

touch of genius - and a lot of
courage - to move in the
opposite direction.”

Albert Einstein
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As every other business, hedge

funds have strong preference

for stable and secure financing
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“Buy when the canons are
thundering and sell when the
violins are playing.”

N.M. Rothschild
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Chart 1: Effect of compounding
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Alternative definition of an
equity bull market: “A random
market movement causing the
average investor to mistake
himself for a financial genius”.
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FRET B R RAR L E

M B3R 2 28 % [B] 3%

B EENE

BHAGCARK B W RIS B A S AL . MR RAGALREAS
Cafl 2 AR AT X b B G 55 2K HEIK 7219903 20024 (KR B o AT A b e X A
P2 b O S R 2 IO 2 K S Y A% e T WEAE TR 2 DR Dk AT AT 2 XK T
PG R R AL VA LB WRRATA TR, ROk %
SEa AN o B R A B0 Bl LA b S [ 4R g3 A e R U A TR IR i HL R R
i LB R AT B AR A X XURS BT M R
AT A AT A AT AT LA LE $50 9% 7 i 2 A BB p SR PR BE U K K LR
I AE R K 0 £ 88 T 1O M B G K i AN R AR R KRR A . AR X
HZRWPAK G, KPFABARBMPERREALGES H - KEE®: &
AEER IR E S RAEA Ao B 2 A — 8% 5 £ 50 oh 2 e %
N — Pt -
W Z RGN T RAE RS — FAE AL UG W LA BB L 4 #EoF o H ST
s RS PG LR BN F AR 7 (PRI T TR T2 ¥ H
FRETETEIINT H O LB H6 1] T TSR ECHT R ZEPL AN o AT % P AL AT
AR T LT FF T FEENIPI S THEMENTRIS A M TAETE =N
LRI T BT R FTIETNFA . U IEIR LT F o 27 RERK
RETE 9% HIRFY, IFRELNELL LR LT R L Fieds Rk BENIN o BRI 7
WS IUEGELLIIR, NI T IR, TR AR E g iy i %

FAR L, PRETHB AR E 3. R % H &0 ph 3 42 15 5 11 3L [
B {E S&P500 fis £ i ] 1% 2= 2 Iy 1 1 By [l 4 %< . f S&P500 45 #1990 £
2007 4% 3 1] 61 [m] 41 2% R () (3] hn 8 ok A 36 R Bk T 120% . 1 [ I35 3 )
G 10T 28 IR A A 1128% 0 X AN G 1 I A R AT A 2 B 5 AU B
2 A B K A B 0E SR I 23 LU i A odh B M F T AR . (U A AR 1 e A
G Al AT AR () 0 &5 L ) ik e B A E X S A IR R B R, WA X
X419 1%, BATHIE IX 5 3% [ 3 4 7 38 51128% 1 26 7 )t BRI, U6 3%
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Table 2: Hedge Funds versus long-only funds in down quarters

S&P 500 HFRI Morningstar Average
TR Index Composite Index Equity Mutual Fund

Q11990 -3.0% 2.6% -2.8%
Q3 1990 -13.7% -3.9% -15.4%
Q2 1991 -0.2% 3.8% -0.9%
Q11992 -2.5% 6.7% -0.7%
Q11994 -3.8% (R -3.2%
Q4 1994 -0.0% -1.4% -2.6%
Q3 1998 -9.9% -8.8% -14.9%
Q3 1999 -6.2% 0.7% -3.4%
Q22000 -2.7% -1.2% -3.2%
Q32000 -1.0% 1.9% 0.6%
Q4 2000 -7.8% -3.3% -8.1%
Q12001 -11.9% -0.5% -12.7%
Q32001 -14.7% -4.0% -17.2%
Q22002 -13.4% -1.6% -12.1%
Q32002 -17.3% -3.9% -16.2%
Q12003 -3.1% 0.8% -2.8%
Q3 2004 -1.9% 0.8% -2.1%
Q12005 -2.1% 0.7% -2.0%
Q2 2006 -1.4% 0.0% -2.4%
Q4 2007 -3.3% 1.1% -5.9%
Q12008 -9.4% -3.4% n.a.

Q22008 -2.7% 2.2% n.a.

Sum of returns* -120.1% -9.1% -128.0%
Cumulative return* -72.0% -9.7% -74.4%

Source: Alternative Investment Solutions, Morningstar, adapted and modified from VAN Hedge Fund Advisors
* excluding 2008

FETATH B S HL, S rh A B A T 5 36 SR B A ) 52 R K — IR B 0T R 4
XF TR, A B R A W KR SR AR E R K H bR 2 O
4, 8 A8 BRI P2 0 10 TR K9 B KR A R BB R D) AR I ORHE EE ER . HA
B AR ) () K 8 B L 2 kT [ 9 5 B T S AN AT s IR . <l ) 8 S
WK TR F AT AR AT A WA AT DUHT SR BDUE SR B K S . AT X AN iR
RGN T A BB H 1. A B2 A S sl 42K iR R, AR = B A
WAL B 22 S0 U DUR 22459 32 - 8 8 5 R TR 2 19 18 A

(1) BHREZ @

(2) WEtE &R &

(3) THRHRA A EAL, e B AN AE (K05 T 0 KT BEA G (L R
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The difference between a
relative return and an absolute
return product is most visible
by examining how risk is
defined and managed

AR 14 7= i 55 20T (B3R 7= i 2 T
I B 8 9 A [ A DXL T 48 5 SC
5E®

“Diversification should be
the cornerstone of any
investment program.”

Sir John Templeton

I B RAE T $ BRI

“Banks are dinosaurs. Give me
a piece of the transaction
business - and they are
history.”

Bill Gates

AT BT IR R R T
WhH. EBRNEETE 2

- 2008F 11F]

R 21 4% [

AR [
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V= A (O TR 2L Gl R RN N G Sl - (S R TP R i
MR AR o LR, AR AR T, ot 2 Uil e oK T B R
PR — AN EZH bR e E B, A R L RS AT AT N S
BB BRI 22 0, AR HE 50 UE R0, oA b 0 E R I W B ok . XA
ZEMBZ 7 MR e S KB E L R AT XU BT 2 . Ak K
0 B R SO A AR T BRI, AT R A S G B R KU E A A AR T U
I f LA, TS b 1 B A A 3R TRE Sk 2 5 AR I ME 1 Rl oy A AR Ok K
Bho SR, 20 [l 28 BN B B p SR 10 T R AR 2 R ILIEUE BT OKAE, I A2 ok
BT SRR) 5 o5 40 % 08 . X AR KR 7 o] [l R b g e
B (Total Risk)o (WL107T03 1), #72 KUK B e SO0 B AR R, 1 H.
BRI T T, BANLHEANEESHR =0 RN FEIE.

SivhE: AN [ER 4% B3R

2 50F [m] i 22 PN B B 08 10 2 0 A ) TR R (e 4 8 PN R o 0k [l i 2 BN AR R
S RO At AT BE B AU A A IR A, TR I S0 b AT B W R AE B B D TR Y AR
o AL, A7 Ak R 2 BN S M BB L 5 KU A 2 T
TR $5 5% 00 58 2 1) 117 3 5 9 MEAT X b, SR B RN o ) 0k [ i e BN
M, XL H bR A AL .

M 20074 B [F 4RAT 1) f Bl F1 200847 4 3 15 98 AT (1 Bk 22 1 1, AT nl BLAR
Sy (0 R B4 I 45 AT M ax 28 7 USRS it 2 2 Bk B4 ik AATTA Y H AT 4R
I B E AR M . RAT, A LRESWENSERNEES, &
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Fa 1 32 8 A T R B AR S b RE 4 b A At ] R A A b SRR i 1
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The hedge fund idea predates
the concept of trying to beat a
benchmark

b KRS T R T

FIIG AR B I

A hedge fund is an enterprise
and therefore most often starts
with an idea and the
entrepreneurs themselves
risking their own money

X ERIBERELEE S, £
BLHBZIE, BLERLTES
CREREDREE.

Imitation is the sincerest form
of flattery

“Dik” REFETARRES

The term “hedge fund” was
coined in 1966
“XEE” —HERFHILT
19664F
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- 2008 117
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o) B A N R R Tz R W o T UK el 3 G 1) A 4 W) 7E 1969 4F 1 Georges
Karlweis?E H N FLROT, 1434 JLeveraged Capital Holdings.
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W TR I T30 AR B B AR R IR AE SN T T A (E1941%F, fi
RIS LR K2 BB L Ve ko 71940451, A 1 3 (Fortune) s 15 1
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2B B AR 87 bR K SRR, TRAE19494E, MR A7 I AR B 107 5%
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f he discipline of ‘ X , ‘ s
T otrolmg rioe HRGHUIR T BN, R K GO TR AR T, AR AT
WL ESE1970EZ 4] KETEAZYGURIHAL, — HR1980FALHH 1A [0l 52 2 5 IR BLK T
TFHRKET T, BER
*‘ﬂm&ﬁﬁ?ﬁﬁmﬁzﬁ BT £ AR I BRI G o, AR LA A A 1 R R 1 SR Bt
Tk, M TEE TR A B B . ZAFT A L R 4 SR E R L,
5 2 HEHn AR PPURIAR . BABRRE, BE RN M B S iEkEe ) I
Alignment of interest i e e T TN b L s , . g
b 2 L ARTHSY, DAk, g A e I IR T S DA SRAR L R R D) . AR ML, At T84 Bk
etween principal and agent is
a key characteristic of a good ~ Z¥E A% H AT M4 FREL 4 A A4« 719544, fhighidDick Radcliffe i N4 HiA 4
hedge fund uyeon frmtamt, BOVARIATEDASARRO 0K 2 ) DU 38— I 5 TR B0 3
— RS, e A B (A LS L S
WE TR g 5 TE19844F, Il 82X il iy, A Atk &L g, F LR ILIE S B ph 5 4
APIRZ R HRBPH S, RSB, KOS TSRS 4.

131



ATMA S IEG B 4|

A hedge fund where

the managers have a
substantial part of their net
wealth at risk is a call option. If
no own capital is at risk,
it is a free call option.

SMESLEERAMLBrBEARETE
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E, FTARE—BERAT EREZANE
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No more than 30 hedge funds
by 1971

19714E 2,
AT 30 Xt b4,

Hedge funds went more or less
unnoticed during the 1970s

1970ARHAM], XFprEE—mt
AZ R EM.

In the 1980s, hedge funds
awe-inspired the investment
public mainly through stellar

performance

1E19804E4,
St i 4 U IR A ST B R R LT
BT APTHE E A

“If we were allowed to
advertise our performance
figures, the mutual fund
industry would be history.”
Donald J. Halldin

(founder of a fund of hedge
funds)
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Chart 1: Distribution of quarterly returns (Q1 1990 to Q1 2008)
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Source: Alternative Investment Solutions, Thomson Financial
A: HFRI Fund of Funds Composite Index; B: M5CI World Total Return Index
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Chart 2: Tale of two return distributions

70 70
A B

60 60

50 50

40 40

30 30

20 20

10 10

0 , N —~ 0 . ”
Negative returns Positive returns Negative returns€ '=® Positive returns

EllFrequency distribution Hl Frequency distribution
~Normal distribution ~— Normal distribution

Source: Alternative Investment Solutions, Thomson Financial
A: HFRI Fund of Funds Composite Index; B: MSCI World Total Return Index
PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.
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Chart 3: Tale of two tails
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Chart 4: Large hedge fund losses compared to losses in the stock market
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