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– America’s biggest hedge fund with 
approximately USD58.9billion in assets – 
took third spot with its macro-focused Pure 
Alpha II Fund up 39 per cent. Bridgewater’s 
assets grew by USD15.3billion in 2010 – that’s 
practically 10 per cent of Asia’s total hedge 
fund AUM. 

Other strong performers included AQR 
Capital Management’s Global Risk Premium 
Fund (+27.3 per cent), Pine River Capital 
Management’s Nisswa Fixed Income Fund 
(+27 per cent) and Daniel Loeb’s Third Point 
Offshore Fund (+25.2 per cent).  

Breaking things down by strategy reveals 
that Distressed Debt was last year’s best 
performing strategy in the US, returning 
+26.66 per cent. “With rising equity prices, 
declining interest rates, there was an 
increased search for high-yield products,” 
BarclayHedge Chairman Sol Waksman tells 
Hedgeweek. “That given, it was hard to find 
a strategy that didn’t make money last year.” 

Depending on which figures you refer to, 
the US hedge fund market did pretty okay in 
2010: not great, but steady. Morningstar’s US 
Equity Hedge Fund Index rose 13.4 per cent. 
According to Hedge Fund Research, hedgies 
gained 10.4 per cent. When you consider, 
however, that the Standard & Poor’s 500 
gained 15.1 per cent, and the Dow Jones 
11 per cent, just how much “alpha” did US 
hedge funds really capture?

One thing is certain: North America in 
2010 was the most successful hedge fund 
region. Scan Bloomberg’s recently published 
“100 Top-Performing Large Hedge Funds 
2010” and you’ll see that US hedge fund 
managers dominate the list. There were 
some truly exceptional fund performances: 
Structured Portfolio Management took top 
spot, its Structured Service Holdings Fund, 
which trades mortgage backed securities, 
generating gains of 49.5 per cent. 

Ray Dalio’s Bridgewater Associates 

Steady 2010 
performance drives 
surge in confidence

By James Williams
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Asked whether he was surprised 
at distressed debt funds like Cerburus 
Institutional Partners Series IV (+20 per cent) 
performing well, Waksman says: “When 
hedge fund managers started buying up 
these securities, interest rates were higher, 
there were tremendous fears in the markets 
and there was a need for liquidity.”

Falling volatility in the markets saw a 
fair degree of correlation in US hedge fund 
strategies, with CTA/Managed Futures 
(+14.44 per cent), Equity L/S (+13.11 per 
cent), Event-Driven (+18.79 per cent), Relative 
Value (+13.82 per cent) and Fixed Income 
(+14.10 per cent) all doing well. The widest 
dispersion, between the Equity long/short 
and Event Driven strategies, was less 
than 6 per cent. “Performance dispersion 
by strategy was relatively tight between 
the best and worst performers,” Hedge 
Fund Research President Ken Heinz tells 
Hedgeweek, “so it’s difficult to say that one 
surprised me more than any of the others.”

This suggests that generating uncorrelated 
alpha amongst managers is getting harder, 
and explains why stellar fund managers like 
Bridgewater’s Dalio are attracting significant 
tickets. US Macro strategies delivered -0.50 per 
cent in 2010, yet Pure Alpha II, as mentioned, 
rocketed +44.8 per cent. This came as a result 
of Dalio being bearish on the US economy 
and bullish on the yen and gold. The fund 
uses a global macro strategy to make bets on 
currencies, debt, equities and commodities. 

Dalio declined to give Hedgeweek any 
comment on market conditions, although 
speaking recently on CNBC he said that US 
stocks were still “comparatively cheap” and 
that he believed the US dollar’s role would 
diminish as a dominant world currency to 
one of a few over a “gradual time”. HFR’s 
Heinz says that last year was one in which 
“macro considerations overwhelmed a real 
improvement in corporate earnings”. 

“Given the highly correlated markets that 
persisted for much of last year, I’d say that 
2010 was a tough year for anyone looking 
for alpha,” says Sebastian Ceria, founder and 
CEO of Axioma, a New York-headquartered 
portfolio analytics and optimisation firm. 
“When correlations are high, opportunities 
are harder to find.” Ceria adds that despite 
the difficulties, the fact that assets under 
management climbed 20 per cent year-on-year 

to USD1.92trillion by end-2010 suggested that 
hedge funds “remained attractive to investors”. 

But not all investors are lucky enough 
to place their assets with best-of-breed 
firms like Bridgewater, Och-Ziff, Soros 
Fund Management etc. And with a heavy 
regulatory cloud descending on the industry, 
will investors be happy paying high fees 
for largely beta returns? Bradley H. Alford, 
CIO at Atlanta-headquartered Alpha Capital 
Management, was quoted as saying recently: 
“A client told me the other day that paying 
these ridiculous fees for single-digit returns, 
then worrying about these investigations — 
it’s just not worth it.”

With over 80 per cent of assets flowing 
into funds with USD5billion or more in AUM 
in 2010, some industry commentators have 
suggested that fund performance is being 
suffocated by the sheer size of funds.

After Bridgewater, and J.P. Morgan Asset 
Management (USD45.5billion), Paulson & Co 
ranks third with an estimated USD36billion in 
AUM. Legendary manager Paulson earned 
himself a rather respectable USD5billion in 
2010, but up until August 2010 his flagship 
Advantage Fund, which uses an event 
arbitrage strategy, was down 11 per cent. 
DealBook wrote that Paulson was taking heat 
from investors who claimed his funds were 
too big to manage effectively. But thanks to 
a last-minute blockbuster performance in the 
last three months of 2010, the fund ended up 
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“With rising equity prices, declining interest 
rates, there was an increased search for high-
yield products. That given, it was hard to find 
a strategy that didn’t make money last year.”
Sol Waksman, BarclayHedge
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The democratisation 
of risk management

interview with Dr Lance Smith

As finance professionals come to grips 
with the fast-paced regulatory changes 
descending on the industry, having a robust 
institutional-grade solution for effective 
real-time portfolio and risk management is 
becoming paramount. 

Buy-side professionals with precise 
knowledge of their portfolios’ behaviour can 
react quickly to market volatility and make 
well-informed decisions that generate the 
highest returns possible for investors. In 
an age where speed governs everything, 
being able to demonstrate ”market agility” 
is becoming a key differentiator in today’s 
financial markets. 

How does a buy-side professional 
achieve this goal? “If you’re a trader at an 
investment bank all the data processing, 
reporting, and analytics necessary for market 
insights and smart decisions is taken care 
of in-house,” says Dr. Lance Smith, CEO, 
Imagine Software. “Imagine was launched 
in 1993 to provide a solution that takes 
care of all these needs. Today, our cloud-
based technology enables fund managers 
from day one to have good clean data, live 
P&L, start-of-day and end-of-day reporting, 
etc. Imagine is not just a portfolio and risk 
management solution, it’s a comprehensive 
software, data management, and processing 
services approach that lets buy-side 
managers focus on increasing returns and 
attracting investors.” 

Transparency is now a critical demand, 
due diligence measures are much more 
stringent, and fund managers need to 
be able to handle these new pressures. 
Imagine answers these needs by providing 
user-customisable, on-demand reporting 
capabilities that can be tailored precisely 
to investors’ needs. Smith says, “Imagine 
enables you to build any kind of risk 

reports that investors want to see. We don’t 
dictate how you do your risk management, 
but we do provide you with the 
sophisticated tools necessary for robust, 
pro-active practices.”

One of the most powerful tools for risk 
managers to stay on top of their exposures 
is the ability to create on-demand stress 
tests. “To have the best risk management out 
there – you need the ability to go into your 
risk system and add your own stress tests 
without any external programming expertise 
needed. Imagine is very powerful on that 
front,” explains Smith.

Imagine offers the buy-side a fully hosted 
financial software solution that is scalable 
and supports firms as they grow, without 
breaking the bank. 

This has helped establish Imagine as 
a major player and solution provider to 
investment professionals whose reputations 
are built on making split-second decisions 
– arming them with the power of flexible 
risk management combined with real-
time portfolio management, the latest 
VaR techniques, and advanced historical 
simulation and stress-testing tools. 

The platform is highly scalable, notes 
Smith: “We have a lot of different clients, 
ranging from smaller hedge funds to big 
asset managers, as well as two of the 
world’s largest sovereign wealth funds. What 
we offer is high-end functionality deliverable 
to institutions of any size.”

China and Brazil are markets into which 
Imagine wants to expand this year and 
beyond, highlighting the firm’s commitment 
to growing both geographically and across 
client institutions. “We want to deliver robust, 
affordable portfolio and risk management 
tools to every financial markets participant, 
the whole world over,” concludes Smith. n

Dr Lance Smith, CEO, Imagine 
Software. Imagine offers 
Hedgeweek readers a two-
week, no-obligation trial. Visit 
www.imaginesoftware.com 
for details.
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17 per cent for the year to cap a remarkable 
turnaround.

Even though this was only 2 per cent 
better than the S&P 500, it illustrated 
Paulson’s genius. Hartford Financial Services, 
MGM Resorts and Boston Scientific were 
believed to be key stock performers. 

Other US fund managers that did well 
in the Event-Driven space, according to 
Hedgeweek’s Global Fund Data website 
(www.globalfunddata.com), were Third Point’s 
Offshore Fund (+25.2 per cent) and the 
Pershing Square International Fund managed 
by Bill Ackman (+28.22 per cent). “Event-driven 
was a good year and above the board,” says 
Waksman. “Distressed and merger arbitrage, 
the whole merger strategy opened up last 
year. Lots of corporations are sitting on cash 
and thought it was better to buy than build.”

QE2 has helped boost the US equity 
markets but when will this translate into 
more employment opportunities being 
created? Unemployment is still around the 
nine per cent mark. Growth has been based 
on artificial foundations and it’ll be interesting 
to see what happens when stimulus is 
pulled back, given that the S&P 500 has 
hiked up 25 per cent since September. 

Certainly 2010 saw some strong 
performances from equity long/short 
managers, with Philippe Laffont’s Coatue 
Management returning +18 per cent. Laffont 
established the fund back in ’99 and is more 
of a contrarian, his “dare to be different” 
mantra meaning that directional bets are 
typically avoided, with under-the-radar stocks 
the more preferred choice. Technology, 
media and telecoms sectors are the main 
focus of the fund with stocks like Apple 
making up the long side of the book. 

Other successful equity long/short 
managers included Jacob Gottleib’s Visium 
Balanced Offshore Fund, which returned 
+16.4 per cent according to Bloomberg, with a 
recent filing showing that healthcare was the 
primary focus making up over 70 per cent of 
the portfolio. Robert Karr’s Joho Partners Fund 
also did well, gaining 13.9 per cent. According 
to Gurufocus, Estee Lauder shares in the 
fund increased 153 per cent making it the 
fund’s second largest weighting behind New 
Oriental Education and Technology Group. 

Waksman admits he was bearish on US 
equities last year and was surprised by the 

extent of the rally. “Global rallies in equity and 
fixed income markets in 2010 and compression 
of credit spreads,” says Waksman, “were the 
main drivers of returns across all hedge fund 
strategies other than short equities.” 

With US Treasuries rallying last year 
in a “flight to safety” response to the 
unfolding catastrophe that befell Greece 
and the Eurozone at large, there were big 
opportunities for the credit and relative 
value hedgies. David Tepper’s Appaloosa 
Investment, a global credit fund, was up 
20.9 per cent whilst his Thoroughbred fixed 
income fund gained 18.6 per cent. Another 
top US performer was Jeffrey Talpins’ Element 
Capital fund, whose fixed income arbitrage 
strategy notched up 17.3 per cent. Tepper 
was quoted in the press as saying: “It was 
an interesting year where you had to have a 
couple of gut checks. If you had those gut 
checks, looked around and made the right 
decisions, you could make some money.”

Relative Value funds gained 13.82 per cent 
overall. As mentioned, Structured Service 
Holdings, an MBS-focused fund, had a 
phenomenal year. Also performing well was 
AQR Capital Management’s AQR Delta Fund 
(+9.5 per cent). HFR’s Heinz believes that RV 
strategies were the biggest beneficiaries of 
falling rates over the first 10 months of 2010 
but adds: “I don’t expect the same to occur 
in 2011.” 

With EU sovereign debt concerns, there 
were plenty of fixed income RV opportunities 
(sovereign arbitrage) as well as those in 
global currencies. “An analysis we did of 
the Chinese currency situation last year 
illustrated that those investors equipped with 
an understanding of the dynamics of that 
situation stood to benefit handsomely,” says 
Axioma’s Ceria. “The answers were there, if 
you knew where to look.”

US hedgies did well enough in 2010. With 
institutional allocations expected to increase in 
2011, managers will be under intense pressure 
to seek out alpha, but if past performance is a 
useful guide, 2011 should prove to be another 
year of steady performance for the industry. n

5 “When correlations are high, 
opportunities are harder 
to find.”
Sebastian Ceria, Axioma

12.4
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When the Dodd-Frank regulatory reform law 
was passed last July, there was probably a 
degree of denial amongst the hedge fund 
community as to precisely what the long-
term implications would be.

Such sweeping changes – forcing hedge 
funds with USD150million or more to be 
registered with the SEC, and those with 
USD25million to USD150million in AUM to still 
require state-level registration – were hard to 
grasp initially. But the reality is sinking in fast.

The USA is home to the world’s biggest 
alternatives market (Bloomberg’s list of 2010’s 
top 100 hedge funds reveals that 13 of the 20 
best performers last year were US-based), 
and US hedge fund managers must now 
embrace a new “culture of compliance” to 
meet SEC requirements. 

It is undeniably good that transparency 
and greater due diligence are lifting hedge 
funds out of the dark esoteric investment 
space of times past, but how has this new 
era of regulation, post-Madoff, altered hedge 
funds’ relationships with their administrators, 
prime brokers, legal advisers etc?

One of the more noticeable trends in the 
last couple of years has been an increased 
willingness amongst US fund managers to 
use multiple prime brokers to mitigate risk – a 
direct response to the Lehman Bros collapse. 

“More funds are using multiple prime 
brokers, especially those that reach 
USD250million in AUM,” says Glen Dailey of 
Jefferies, a New York-based prime brokerage. 
“Every one of the USD1billion funds is probably 
multi-prime because investors demand it; we’re 
happy to be a 2nd or 3rd broker.” 

Understandably, it’s the bigger funds with 
excess cash sitting in brokerage accounts 
that are keen to ensure their assets are 
protected, with Dailey admitting that for the 
mid-sized hedge funds, which they typically 
service, there hadn’t necessarily been a 
large uptick in business: “I wouldn’t say 
things have changed dramatically post ’08.” 

Increased investor due diligence has 
seen an upsurge in business for full service 
providers like BNY Mellon. “Managers have 
outsourced some or all of the accounting 
and asset validation/verification functions, 

Service providers rise 
to challenges of new 

regulatory era
By James Williams
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as well as key areas such as prime custody, 
AAA-rated cash management and tri-party 
collateral management,” explains BNY Mellon 
Managing Director, David Aldrich.

To cope with Dodd-Frank and SEC 
demands, hedge fund managers are looking 
to outsource all non-investment functions: a 
trend that Aldrich believes is gathering force 
as regulatory pressures increase: “Demand 
for this holistic approach has increased 
the utilisation of a huge range of services 
beyond fund accounting, such as: risk 
analytics, performance attribution and OTC 
derivative management.” 

Quite what the extent of SEC reporting 
will be is yet to be determined. Detailed, 
periodic filings and the collection/review of 
all employee brokerage trading accounts, will 
be expected. The logic being offered is that 
funds with over USD150million in assets can 
afford to hire a Chief Compliance Officer and 
develop a full-blown compliance program.

Nevertheless, such pervasive regulatory 
reform is far from easy to fully comprehend, 
and has increased the strain between fund 
managers and legal firms. According to 
Ron Geffner of New York law firm Sadis 
& Goldberg, due diligence demands have 
created complexity and price compression.

“With respect to complexity, Dodd-Frank 
is causing some firms to have to review 
their structure and regulatory needs,” 
explains Geffner. “Whilst many are having to 
register with the SEC, others are having to 
de-register due to lack of assets.” He adds 
that right now there’s expectation in the 

market place, people are looking for bargains 
– both investors and managers alike – and 
it’s causing price compression.

“Some funds that have fallen on hard 
times really can’t afford to do their own 
compliance,” says Geffner. “We’re seeing 
increased demand for services from 
managers whose existing law firms have 
had their own volatility – the cost structure of 
some law firms has become prohibitive.” 

Whereas the original investors were typically 
high net worth individuals and family offices, 
the last few years have seen pension funds 
and insurance companies, funds of funds, etc. 
increasing their allocations into hedge funds. 
The knock-on effect this has had on brokerage 
firms post ’08 is that they’re now having to 
field more calls than ever in response to 
increased due diligence. “I think by the time 
institutional investors invest in a particular 
fund they know the manager extremely well 
and some of that certainly involves being 
familiar with the brokers they use,” says Dailey, 
whose team is now handling significantly more 
institutional enquiries.

Increased transparency and risk reporting 
has meant that hedge fund administrators 
are now busier than ever, with Aldrich 
confirming that BNY Mellon’s assets under 
custody “have risen exponentially since the 
start of the financial crisis”.

Post ’08, hedge funds have had to cope 
with increased operational complexity; 
for example, the need to segregate 
unencumbered assets away from prime 
brokers to trust banks. “This has increased 
the burden on the back offices of alternative 
managers, part of which is mitigated in 
the use of outsourcing services from BNY 
Mellon and others in the area of share class 
hedging, for example,” adds Aldrich. 

Dailey notes that brokerage firms including 
Jefferies have had to help clients adjust to 
greater due diligence demands, which he 
says “have been coming from investors”. 
“Capital raising has been tough – it’s 
better now than a couple of years ago but 
I wouldn’t call it robust.” Dailey, though, 
believes that hedge funds having to evolve in 
terms of operational structure will help attract 
more institutional tickets, particularly among 
mid-sized fund managers, as heavyweights 
begin to soft close and cause assets to trickle 
down: “Every day in the papers you’re reading  12

“Some funds 
that have 
fallen on 
hard times 
really can’t 
afford to do 
their own 
compliance.”
Ron Geffner, 
Sadis & Goldberg
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Demystifying 
Dodd‑Frank 

By Kent Barnes, Legal Counsel,  
uS Bancorp fund Services

On July 21, 2010, President Obama signed 
into law the Dodd-Frank Wall Street Reform 
and Consumer Protection Act of 2010 (the 
“Act”). The Act, which is set to become 
effective on July 21, 2011, is a comprehensive 
suite of regulatory reforms intended to 
contain risk in the financial services industry 
through tightened regulation, increased 
consumer safety, and stricter oversight of 
public companies. 

Requirement to register with the 
Securities Exchange Commission (SEC)
Title IV of the Act, referred to as the Private 
Fund Investment Advisers Registration Act of 
2010 (the “Registration Act”), contains a broad 
overhaul of the regulatory landscape from 
investment advisers to private funds and 
revamps the registration requirements and 
exemptions under the Investment Advisers 
Act of 1940 (the “Advisers Act”). Included 
in these sweeping changes, and perhaps 
most significant to private fund investment 
advisers, is the elimination of the “private 
adviser” exemption, whereby investment 
advisers with fewer than 15 clients who 
meet certain other requirements are exempt 
from registration with the SEC. Under the 
Registration Act an investment adviser will 
be required to register with the SEC unless it 
meets the following requirements:
l Has assets under management under 

$25 million.
l Meets the definition of a “Mid-Sized 

Investment Adviser.”
l Satisfies one of the exemptions or 

exclusions included in the Act or 
otherwise provided for in the Advisers Act. 

Impacts of SEC registration
For investment advisers that manage private 

funds and who have historically been exempt 
from registration with the SEC, this Act will 
likely result in a greater compliance burden 
and higher operating costs. Absent an 
exemption, exclusion, or prohibition, private 
fund investment advisers will be required 
to maintain certain records and file reports 
regarding the funds they advise. In addition 
to disclosing certain information to the SEC, 
clients, and other investors through Form ADV, 
registered investment advisers will also be 
required to disclose the following information:
l AUM.
l Conflicts of interest.
l Information on uses of leverage.
l Counterparty credit risk exposure.
l Trading and investment positions.
l Trading practices.
l Pricing/valuation policies and practices.
l Types of assets held.
l Side arrangements/letters.
l Such other information that the SEC 

deems necessary.
Private fund investment advisers who remain 
unregistered will still be required under the 
Registration Act to maintain such records 
and provide the SEC with such reports as 
the SEC deems necessary and appropriate 
in the public interest and for the protection 
of investors and the assessment of systemic 
risk. As the Registration Act empowers the 
SEC to, at its discretion, request the same 
information and disclosures from both 
registered and unregistered investment 
advisers, all investment advisers need to be 
completely transparent and prepared for an 
SEC examination. 

How an administrator can help
In order to prepare for and meet the SEC 
requirements outlined above, advisers 

As Legal Counsel within US 
Bancorp Fund Services, Kent 
Barnes specialises in the legal 
needs of pooled investment 
products and alternative 
investment structures. Barnes 
brings more than 10 years 
of securities experience; 
having previously served 
in the securities industry 
for seven years as legal 
counsel and FINRA licensed 
representative and for a 
mutual fund and alternative 
product administrative firm. In 
addition, Barnes specialized in 
private placements, corporate, 
and securities law while with 
the third largest law firm in 
Milwaukee.

U.S.U.S.

U.S.
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Regulators will likely review and need to 
be satisfied with all policies, procedures, 
and internal controls regarding investor 
information. For example, if advisers deliver 
investor statements electronically or provide 
investors access to documents through a 
Web portal, they may be asked to include 
a detailed description of the application’s 
security access, password administration, 
and confidentiality measures. Being prepared 
and able to describe all internal and external 
policies, procedures, and resources available 
will allow advisers to exude confidence 
to the SEC in relation to the support of 
their various technology applications 
and interfaces.

A third-party administrator will not only 
help support SEC disclosure requirements, 
but will also give advisers confidence 
that they can provide the SEC with 
accurate information in a timely manner. 
This is because a qualified administrator 
will have robust systems and extensive 
experience supporting and implementing 
regulatory requirements related to reporting, 
compliance, and internal controls. n

must either develop an infrastructure 
that can anticipate and prepare for SEC 
disclosure reporting requirements, or, rely 
on a third-party administrator to be their 
servicing partner.

One of the biggest concerns we are 
seeing from an adviser’s perspective as it 
relates to the new regulations is its ability 
to build a scalable infrastructure to handle 
a broader range of reporting, compliance, 
and internal control needs and to do so in 
a timely and accurate fashion. In addition, 
advisers should expect SEC disclosure 
requirements to include a review of the 
back-end processing of reporting, including 
technology automation and the efficiency 
of data integration between the portfolio 
accounting system, investor accounting 
system, tax reporting, investor reporting 
tools, and reconciliation with the custody 
or prime broker accounts. Any “off-line” 
or manual processes may present an 
operational risk in the perspective of the 
SEC and advisers should be prepared to 
demonstrate the viability and accuracy of 
these functions. 

uS BanCoRP funD SeRv iCeS
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about under-performing pension funds. It’s 
a trillion dollar problem. Hedge funds are a 
vehicle that can provide good returns – the 
industry will prosper because of that.”

Building out their compliance infrastructure 
has been another obvious trend post ’08, 
benefiting firms like US-based HedgeOp 
Compliance LLC. Patrick Shea, Managing 
Director and Partner at the firm, whose 
ComplianceTrak solution is designed to 
meet the compliance needs of alternatives 
managers, says that managers need to 
understand their compliance obligations 
and “develop internal processes” to meet 
obligations: “ComplianceTrak helps establish 
and maintain a workable compliance 
infrastructure – interest has never been 
higher,” confirms Shea.

Shea says that discussions with US 
alternatives managers have certainly 
increased, with the number one question 
asked being: what are the implications of 
becoming an SEC-registered investment 
adviser? “Since HedgeOp has been working 
clients through the Advisers Act compliance 
obligations since 2001, we have developed 
a very efficient process and given clients 
the tools they need to maintain their “audit-
ready” compliance program.” 

Everything from AUM, trading positions 
and amount of leverage (including off-
balance sheet) through to counterparty credit 
risk exposure will need to be filed with the 
SEC this summer onwards. Whilst this will 
place added pressure on mid-sized fund 
managers, heavyweights that are already 
registered have solid enough internal 
infrastructures to cope with the demands. 
Leffman Professor of Commercial Law at 
University of Chicago’s Law School, Randal 
C. Picker, wrote on his blog last November, 
“I do not believe SEC registration will be 
significantly burdensome on hedge funds 
managers,” going on to say that a large 
number of funds have the “internal controls 
and human capital capacity” to make the 
transition process painless. 

In Geffner’s recent experience, however, 
many managers feel that regulation has little 
value, adding that whilst they stay in the 
business there’s more of a disincentive for 
them not to. “While the rules that are being 
put in place exceed the purpose of protecting 
the public,” says Geffner, “the assets needed 

to maintain the necessary ‘police force’ – SEC 
– are not being spent by Congress.” 

Geffner adds: “Certain securities filings are 
required by managers every year, or every 
quarter depending on their size.” In his view, 
regulations aimed at hedge fund managers 
have become too excessive: “We recently 
filed a lawsuit against the government in 
connection with 13f filings.” 

In the land of the free where the 
American Dream still holds fast, introducing 
tough measures is perhaps squeezing the 
independence of hedge fund managers: 
after all, the very reason they became 
fund managers in the first place was to be 
autonomous and private.

As Dailey opines: “It’s getting more 
institutionalised because the industry is 
getting bigger. I think it’s good that the 
needs of the investment community are 
being met, but at the same time some of 
the entrepreneurial spirit is being lost.” 
Despite this, Geffner remains bullish on 
the fate of US hedge funds: “They’ve been 
around 50 years or more. The rhetoric 
concerning private funds causing systemic 
risk is, I believe, overstated. Private funds will 
continue to serve a purpose.”   

One thing seems clear in all this: 
relationships between US fund managers 
and their service providers will continue to 
become deeper and inextricably entwined. 
With under-performing US pension funds 
likely to increase their allocations into 
alternatives, there’s perhaps never been a 
greater need for hedge funds to firm up their 
infrastructure and emerge from the shadows.

It won’t be long before the USD2trillion 
AUM mark is reached – everything from 
compliance and reliable administration to 
effective counterparty risk management will 
need to be established, the nuts and bolts of 
a fund’s operations clearly demonstrable to 
investors before assets are committed. The 
road ahead for service providers to US hedge 
funds could well be paved with gold. n
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9 “Capital raising has been 
tough – it’s better now than 
a couple of years ago but I 
wouldn’t call it robust.”
Glen Dailey, Jefferies


