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Recent Hedge Fund Performance Trends 

Source: JPMAAM HFS, Bloomberg. Data estimated as of December 2016. Indices are unmanaged, do not charge fees, and are shown for illustrative purposes only. Past performance is not indicative of future results. 

Hedge Fund Industry Flows ($mm) 

2016 was the first year of outflows since 2009 

Hedge Fund Industry Outflows compared to AUM ($mm) 

Outflows modest as a percentage of AUM and industry assets are at all-time highs 

On average, investors detract value when timing hedge funds 

Six month returns following the five worst and best quarterly flows by strategy 
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Recent Hedge Fund Performance Trends 

Hedge Fund Returns versus Long – Only Indices 

Three-Year Trailing Annualized Returns of HFRI and a 50/50 Global Equity/Bond Portfolio, 2000 - 2016 
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2017 Hedge Fund Outlook: Correlations 

Lower correlations create a supportive environment 

for  Macro and Multi-Strategy managers 

Lower correlations within equity indices are positive 

for active managers 

Source: Bloomberg, Morgan Stanley Research Source: Bloomberg, Morgan Stanley Prime Brokerage, Data as of 6 Feb 2017 
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2017 Hedge Fund Outlook: Volatility 

Hedge Funds typically do better in higher volatility environments 

Source: JPMAAM. Performance estimated as of Jan 2017. Please see Important Notes for information relating to the construction of these indices. HFR Composite reflects performance of HFRX Global Hedge Fund Index (April 2003 onwards), HFRI 

Fund Weighted Composite Index (April 1995 – March 2003). Past performance is no guarantee nor necessarily indicative of future results.   
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2017 Hedge Fund Outlook: Rising Interest Rates 

Source: “The Case for hedge fund strategies in a rising rate environment”, Wells Fargo Asset Management 

Rolling Hedge Fund Returns vs. Return of Alpha Component in Rising 

Rate Periods 
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 2017 Hedge Fund Outlook: Sector Dispersion 

Rising interest rates can cause greater price dispersion between firms with strong and weak fundamentals 

Source: “Hedge Fund Strategy Investing 2017 Outlook”, Franklin Templeton Investments 

Spread Between the Best and Worst Performing S&P 500 Sectors and Hedge Fund Relative Performance 
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JPMAAM HFS Sub-Strategy Outlook 
As of January 2017 

The rankings herein represent our current strategy views based upon the factors outlined above. Weightings and underlying data are adjusted by JPMAAM's investment committee. These rankings may not directly relate to a given sub-strategy's sizing in our portfolios due to several factors that are not considered 

in this model most notably cross correlations and scalability. Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. Information as of January 2017. 
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Portfolio Construction: Multi-Strategy Fund II, Ltd.* 

Investment Objective: Long term capital appreciation through a portfolio having a diversified risk profile with relatively low volatility and a low correlation 

with traditional equity and fixed-income markets.                                                    AUM: $2.06b         Total Funds*: 34 

Assets as of January 1, 2017. Allocations are made at the manager's discretion and can be changed without notice. Allocations exclude cash. Manager count does not include investments in internal programs and managed co-investments. Strategy 
allocation is estimated through January 2017and has been rounded. AUM information is rounded. Please refer to the Important Notes section of the presentation for important disclosures regarding target returns. * Multi-Strategy Fund II, Ltd. was formerly 
named “J.P. Morgan Multi-Strategy Fund II, Ltd.” and was renamed as of November 1, 2016. 
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Manager Case Study 

Source: Bloomberg, JPMAAM 

Manager A 

Strategy Relative Value, Multi-Strategy 

Manager AUM $930MM 

JPMAAM allocation in MSF II Ltd 
7% 

Manager Description 
 Global, multi-strategy market-neutral fund focused on Asia investing and trading in long and short opportunities across 

the capital structure 

Trade Example 

 Large Japanese corporation has a listed, partially-owned subsidiary, active in the housing market. The subsidiary 

currently trades at a discount to its book value. It has substantial cash on its balance sheet as well as real estate 

holdings 

 Outside shareholders – including the Manager -  hold a significant minority stake in the listed subsidiary.  

 The large corporation proposes to make the subsidiary wholly-owned via a share-exchange. Shareholders will vote on 

the proposal in mid-2017 

 According to the manager, the corporation’s offer to shareholders undervalues the subsidiary by more than 50% and 

disadvantages outside shareholders 

 Manager is in process of lobbying other shareholders and the Japanese government. It is also applying corporate-

governance pressure on the acquiring corporation 

 Manager has asked a Japanese court to rule on the fairness of the proposed acquisition price 
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Risks to consider when making hedge fund investments 

Limited liquidity 
– invested capital is generally accessible for redemption only on a quarterly or annual basis 
 

Volatility  
– investment strategies used by the investment adviser and/or portfolio managers, utilizing futures, options and short sales, can be highly volatile 
 

Loss of capital 
– investors can lose up to the full amount of their invested capital 
 

Leverage 
– hedge funds often use leverage, sometimes at significant levels, to enhance potential returns 
 

Dependence on manager  
– the Fund’s success is dependent on the investment manager to develop and successfully implement investment strategies that meet 

investment objectives 
 

Limited transparency 
– with little or no public market coverage, investors must rely on the investment manager for periodic information 
 

Conflicts of interest 
– the investment adviser and/or portfolio managers could be subject to various conflicts of interest, which could influence how those portfolio 

managers invest the Fund’s assets 
 

 
Not a complete list of risks. Please read the Fund’s Offering Memorandum for a more complete list of the risks associated with investing in a hedge fund 
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Important Notes  

Definitions of Other Indices 

All index performance information has been obtained from third parties and should not be relied upon as being complete or accurate. Indices are shown for comparison purpose only. While an investor may invest in vehicles designed to track certain indices, 

an investor cannot invest directly in an index. Indices are unmanaged, do not charge fees or expenses, and do not employ special investment techniques such as leveraging or short selling. 

 

The Goldman Sachs High HF Concentration Index represents the S&P 500 companies with the largest hedge fund ownership measured as a percentage of float. Index levels are in total return USD. 

 

The Goldman Sachs Low HF Concentration Index represents the S&P 500 companies with the smallest hedge fund ownership measured as a percentage of float. Index levels are in total return USD. 

 

The Goldman Sachs VIP Index the U.S. companies names that appear on hedge funds top 10 holdings most frequently. Index levels are in total return USD. 

 

The Morgan Stanley High Dividend Consumer Staples basket is diversified across 26 U.S. listed Consumer Staples stocks with above average dividend yields. The basket is optimized for liquidity and borrow, with no constituent initially weighted greater 

than 4.5%. Index levels are in total return USD. 

 

The Morgan Stanley MLP Hedge basket consists of 45 U.S. stocks and is designed to measure the performance of the Energy MLP sector. The basket is optimized for liquidity and borrow, with no constituent initially weighted greater than 13.0%. Index 

levels are in total return USD. 

 

The Morgan Stanley Software basket is diversified across 34 U.S. listed stocks and is designed to measure the performance of the Software-as-a-Service and traditional Enterprise Software industries. The basket is optimized for liquidity and borrow, with no 

constituent initially weighted greater than 5.0%. Index levels are in total return USD. 

 

The Morgan Stanley China Internet basket consists of 12 U.S. listed stocks and is designed to measure the performance of China's leading Internet companies. The basket is optimized for liquidity, with no constituent initially weighted greater than 12.5%. 

Index levels are in total return USD. 

 

The Morgan Stanley Diversified Banks basket consists of 31 U.S. stocks whose revenues are driven by commercial or consumer banking. It contains both Large Cap and Regional Banks. The basket is optimized for liquidity and borrow, with no constituent 

initially weighted greater than 6.0%. Index levels are in total return USD. 

 

The Morgan Stanley Pharmaceuticals basket is diversified across 26 U.S. listed stocks and is designed to measure the performance of the broad Pharmaceuticals industry. The basket is optimized for liquidity and borrow, with no constituent initially 

weighted greater than 6.0%.  Index levels are in total return USD. 

 

The Morgan Stanley Biotechnology basket is diversified across 38 U.S. stocks and is designed to measure the performance of the Biotech industry. The basket is optimized for liquidity and borrow, with no constituent initially weighted greater than 5.75%. 

Index levels are in total return USD. 

 

Hedge Funds: Investments in Hedge Funds involve a high degree of risk and are only suitable for investors who fully understand and are willing to assume the risks involved. Hedge Funds often engage in leveraging speculative investment practices that 

may increase the risk of investment loss. The regulatory environment for hedge funds is evolving and changes therein may adversely affect the ability of hedge funds to obtain leverage they might otherwise obtain or to pursue their investment strategies. The 

Investment Manager of the Fund(s) is subject to the Global Investment Management policies and procedures, including but not limited to Conflicts of Interest, Market Abuse, Anti-Money Laundering, Data Protection and Risk Management which will be 

applicable to the ongoing management of the Fund(s). 
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Important Notes (Continued)  

This material is confidential, contains proprietary information of J.P. Morgan Alternative Asset Management, and is for informational purposes only and may not be reproduced, shown or distributed. It is intended solely for the recipient and may not be shared 

with any third parties without written consent from J.P. Morgan Alternative Asset Management, Inc. 

Target Return: The annual target return and other fund objectives have been established by JPMAAM HFS based on its assumptions and calculations using data available to it and in light of current market conditions and available investment opportunities 

and is subject to the risks set forth herein and set forth more fully in the applicable offering document or investment management agreement. These portfolio objectives are for illustrative purposes only and are subject to significant limitations. An investor 

should not expect to achieve actual returns  similar to the annual target return shown herein. Because of the inherent limitations of the target returns, potential investors should not rely on them when making a decision on whether to invest in the portfolio. 

These objectives cannot account for the impact of economic, market, and other factors may have on the implementation of an actual investment program. Unlike actual performance, the target return and other fund objectives do not reflect actual trading, 

liquidity constraints, and other factors that could impact the future returns of the portfolio. JPMAAM HFS’ ability to achieve the target return  and fund objectives is subject to risk factors over which JPMAAM HFS may have no or limited control. There can be 

no assurance that the portfolio will achieve its investment objective, the annual target return, or any other portfolio objectives. The actual returns achieved may be more or less than the annual target return shown herein. 

Past performance is not indicative of future results. These materials are strictly confidential and may not be reproduced or redistributed in whole or in part nor may their contents be disclosed to any other person. These materials are not intended to constitute 

legal, tax or accounting advice or investment recommendations and clients should consult their own advisers on such matters. The securities described herein are not deposits or obligations of, or guaranteed or endorsed in any way by J.P. Morgan, or any 

other bank and are not insured by the FDIC, the Federal Reserve Board, or any other governmental agency. These securities will not be listed on or traded under the rules of any exchange and it may therefore be difficult to sell or obtain reliable information 

about its value or the extent of the risks to which it is exposed. The value of the investment may fall as well as rise and investors may get back less than they invested. Where securities are issued in a currency other than the investors’ currency of reference, 

changes in exchange rates may have an adverse effect on the value of the investment. Further information is available on request. Indices presented, if any, are representative of various broad base asset classes. They are unmanaged and shown for 

illustrative purposes only. 

 

This document is intended solely to report on various investment views held by J.P. Morgan Asset Management. Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our judgment 

and are subject to change without notice. We believe the information provided here is reliable but we do not warrant its accuracy or completeness. The views and strategies described may not be suitable for all investors. References to specific securities, 

asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. Indices do not include fees or operating expenses and are not available for actual investment. The 

information contained herein employs proprietary projections of expected returns as well as estimates of their future volatility. 

During the ordinary course of its business, J.P. Morgan may seek to perform investment banking services and other services for, and to receive customary compensation from companies in which an investment is made, including acting as underwriter for 

public offerings for these companies.  

 

“J.P. Morgan Asset Management” is the marketing name for the asset management subsidiaries of JPMorgan Chase & Co. Those businesses include J.P. Morgan Investment Management Inc. and its affiliates, including, without limitation,  J.P. Morgan 

Alternative Asset Management, Inc. Securities may be introduced through J. P. Morgan Institutional Investments, Inc. (“JPMII”), member of FINRA/SIPC. 

 

JPMAAM HFS was honored by Institutional Investor magazine as “Firm of the Year” among Large Fund of Hedge Funds managers at the 12th Annual Hedge Fund Industry Awards.  The criteria for the award were: performance, innovation, reputation, due 

diligence, risk management, firm culture, and the proven ability of the firm to provide overall value in constructing hedge fund portfolios for clients. For additional information on the Institutional Investor Awards, go to www.usinvestmentawards.com. 

 

© 2017 JPMorgan Chase & Co. 
 

http://www.usinvestmentawards.com/
http://www.usinvestmentawards.com/
http://www.usinvestmentawards.com/
http://www.usinvestmentawards.com/
http://www.usinvestmentawards.com/
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Important Notes (Continued)  

NOT FOR RETAIL DISTRIBUTION: This communication has been prepared exclusively for institutional/wholesale/professional clients and qualified investors only – not for retail use or distribution as defined by local laws and regulations. 

This document is confidential and intended only for the person or entity to which it has been provided. Any reproduction, retransmission, dissemination or other unauthorised use of this document or the information contained herein by any person or entity is 

strictly prohibited. It is being provided solely for information and discussion purposes and is subject to any updating, completion, modification and amendment without reference or notification to you. This document is not intended to be distributed or made 

available to any person in any jurisdiction where doing so would constitute a breach of any applicable laws or regulation.  It is a promotional document and as such, is not intended and is not to be taken as an offer or solicitation to buy or sell any security or 

interest to anyone in any jurisdiction or to acquire any security or interest. 

 

This document or any other material in connection with the offer or sale, or invitation for subscription or purchase, of shares/units of any product may not be circulated or distributed, nor may shares/units of any product be offered or sold, or be made the 

subject of an invitation for subscription or purchase, whether directly or indirectly, to any person in New Zealand except where such persons are "wholesale clients" as that term is defined in  clauses 3(2)(a), (c) and (d) of Schedule 1 to the Financial Markets 

Conduct Act 2013 ("FMC Act"), being a person who is an "investment business", "large" or a "government agency", in each case as defined in Schedule 1 to the FMC Act and in other circumstances where there is no contravention of the FMC Act, provided 

that shares/units may not be offered or transferred to any "eligible investors" (as defined in the FMC Act) or any person that meets the investment activity criteria specified in clause 38 of Schedule 1 to the FMC Act. 

 

Any forecasts or opinions expressed are JPMorgan Asset Management (Australia) Limited’s own at the date of this document and may be subject to change.  The information, opinions and recommendations in this document are intended as a source of 

general information only.  To the extent that such information, opinions or recommendations constitute financial advice, they do not take into account the particular financial situation of any person and accordingly they do not constitute a "personalised 

service" (as defined in the section 15 of the Financial Advisers Act 2008).   

 

No warranty or representation, express or implied, is given as to the accuracy, reliability or completeness of any of the information contained in this document.  To the fullest extent permitted by law, JPMorgan Asset Management (Australia) Limited disclaims 

all liability and responsibility for any direct or indirect loss or damage, direct or consequential, which may be suffered by any person relying on the information provided in this document. 

 

The value of investments and the income from them may fluctuate and your investment is not guaranteed.  Past performance is not necessarily a guide to future performance and investors may not get back the full amount invested.  Exchange rates may 

cause the value of underlying overseas investments to go down or up.  Investments in emerging markets may be more volatile than other markets and the risk to your capital is therefore greater.  Also, the economic and political situations may be more volatile 

than in established economies and these may adversely influence the value of investments made. 

 

JPMorgan Asset Management (Australia) Limited forms a key part of J.P. Morgan Asset Management.  The brand name J.P. Morgan Asset Management covers the asset management activities of JPMorgan Chase & Co. globally.  This document is issued by 

JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919), which is regulated by the Australian Securities and Investments Commission. 

Copyright 2017 JPMorgan Chase & Co. All rights reserved. 
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