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The Middle East has long been a fruitful
source of hedge fund investment. Just ask
Man Investments, which established an
office in Bahrain two decades ago and for
which investment from the region accounts
for around 10 per cent of its total of $55bn
under management. The so-called MENA
area, encompassing the Gulf countries as
well as the Arab nations of North Africa, has
itself attracted investment interest from a few
managers based in London and New York
as well as a smattering of funds based
across the region, but most observers in the
sector concur that an indigenous hedge fund
industry has been slow to emerge.

There are plenty of reasons for this. For a
start, while outsiders often lump together the
Arab countries as a homogenous region,
there are in fact stark differences in their
development in terms of both general
economic progress and the emergence of
diversified and liquid capital markets. Cross-
border investment in the region has been
fairly limited up to now. Equity markets tend
to be small in terms of numbers of listings
and trading volumes.

Few markets offer yet the range of
derivative contracts typically used by hedge
funds in markets in Europe and North
America, and the growth of an investment
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Crescent moon shines
on hedge funds

By Simon Gray



philosophy based on Islam’s Shari’a principles
poses considerable challenges to hedge
funds by constraining the range of securities
issuers with which they can invest and the
techniques they can use, notably short-selling
and leverage, to enhance returns.

But all that may be about to change. One
of the most important catalysts is the
establishment of the Dubai International
Financial Centre, an ambitious project that
aims to create an overarching financial
centre for the Middle East, something which
has been lacking since Beirut was first
devastated by civil war some three decades
ago. The DIFC has just authorised its first
hedge fund, whose regulation by the Dubai
Financial Services Authority has provided a
template for the industry at the end of a
pioneering and at times exhausting process,
and the centre has licensed its first hedge
fund administrator, with more waiting in the
wings.

Sandy Shipton, head of asset
management at the DIFC, points out that the
first milestones achieved in the sector are
the fruit of a careful strategy. “Over the past
12 to 18 months, my team have been dealing
with a number of entities, ranging in size
from a handful of guys with a laptop and
$200m-$400m under management, to middle-
ranking players like Argent and the bigger
companies like Man Investments,” he says.

“We’ve been speaking at global industry
events and meeting representatives of hedge
funds and high-end professional firms such
as Ernst & Young in New York, Norton Rose
and Linklaters, as well as advisors with a
significant role in the industry. As a result of
this strategy, a number of firms have
submitted applications or are in the process
of doing so. Fund registration and
domiciliation within the alternative space is
the area where there’s the greatest
innovation and flexibility to think outside the
existing box and look at the offering we are
rolling out.”

Other factors are also pointing toward
rapid growth for the Middle East hedge fund
sector in the future. Dubai’s development
and its early success in attracting leading
international financial institutions has
prompted a flurry of activity in rival
jurisdictions such as Bahrain – widely viewed
as the region’s de facto financial capital after

business fled Lebanon – and Qatar.
The surge in oil and gas revenues has

created large pools of private and
institutional wealth in countries across the
Arab world at a time when, for both political
and financial reasons, investors are much
more wary than in the past of over-exposure
to the US market. And these developments
have coincided with moves to liberalise the
financial markets in Saudi Arabia, the
region’s economic powerhouse and the
prime beneficiary of higher energy prices.

At the heart of the buzz, though, is Dubai,
which at the end of April passed legislation
to create what the DIFC says is the first legal
and regulatory framework for the funds
industry anywhere in the Middle East, and
notably sets out minimum requirements for
alternative investment managers. On August
22 came the launch of the Constans
Crescent Investment Fund by Argent
Financial Group International, a subsidiary of
a US-based hedge fund manager that
identified Dubai two years ago as a base for
launching hedge and other specialised
funds.

Says global marketing manager Tara
Armes: “The Constans Crescent Fund has a
long/short equity strategy and is specifically
aimed at the belt of Islamic countries
stretching from Morocco to Pakistan. It is the
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Since its foundation in 1983, Advent Software
has built up a clientele of more than 4,000
firms throughout the financial services
industry, in market segments ranging from
fund administrators and prime brokers to
asset managers, wealth managers, family
offices and hedge funds. Across the hedge
fund industry as a whole, Advent is the
overall market leader, particularly in the
prime brokerage and fund administration
fields that drive the industry.

The firm has been active since 1998 in the
Europe, Middle East and Africa region, with
the Middle East accounting for around 20 out
of a total 150 clients. As well as a number of
leading family offices, clients include the
region’s largest private banking organisation,
Ahli United Bank, which has offices in Kuwait
and Bahrain.

Advent opened an office in Dubai earlier
this year to provide support and consulting
as well as sales and account management
for the region. This local presence allows
staff to provide services and support not only
in Dubai and Abu Dhabi within the United
Arab Emirates but to the markets in Bahrain,
Egypt, Jordan, Kuwait, Oman, Qatar and
Saudi Arabia.

The market in the region is undergoing a
period of rapid change. Although a couple of
years ago most clients were family offices
and wealth managers, there has been
considerable discussion recently about how
hedge funds could enter the market in the
region and how they might be serviced. And
over the past few months, there are signs
that this is starting to result in concrete
activity.

While the launch of the international
financial centres in Dubai and Qatar and the
Bahrain Financial Harbour has attracted
extensive attention abroad, an equally
important development for the region is the

opening up of Saudi Arabia. The arrival of
major financial institutions such as Goldman
Sachs, JP Morgan, Deutsche Bank and
Morgan Stanley will add to the pool of skills
as well as bringing capital. So far this year
the authorities have delivered 30 new
operating licences for financial institutions,
including around 20 focusing on asset
management and brokerage. The whole
region stands to benefit from the
development of the Saudi market.

To some extent the potential for hedge
funds is constrained at the moment by the
limited number of equities traded on local
stock markets and liquidity issues. However,
there is also an opportunity in the appetite of
local investors for funds offered by
international market players, as opposed to
local Shari’a-compliant products. At least some
of this investment – up to 80 per cent of the
total – could be reallocated to local hedge
funds. The arrival of investment banks in the
region should also increase the range of
financial instruments available to hedge funds.

So far most evidence of the development
of the hedge fund industry is anecdotal, as
the sector starts to raise its profile through
conferences and other public events, and
there is much more open discussion of
investment volumes and strategies. Currently
the bulk of hedge fund investment remains
offshore, but the emergence of Dubai as a
domicile may change that.

For now there are just a handful of prime
brokers and administrators, but the
development of the market ecosystem can
be measured in terms of the number of
lawyers and accountants coming to Dubai in
anticipation of a hedge funds boom. The
infrastructure may still be evolving, but
there’s no doubt that the Middle East
represents a major opportunity for growth in
the coming years. ■
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director for Europe, the
Middle East and Africa with
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first hedge fund launched from the DIFC and
regulated by the DFSA, and is the first fruit
of Argent’s idea of launching funds here
instead of taking money out of the region to
funds managed in London and domiciled in
Bermuda or Cayman.”

The process of establishing Argent in
Dubai began in earnest in mid-2005 and the
firm began to build up its presence at the
beginning of this year. “There was a long
process of getting the fund domiciled and
regulated by the DFSA,” Armes says. “Asset
management regulation hadn’t really been
examined until we arrived. We were given a
licence by the DIFC and then started the
process of domiciling the fund, but the
regulations in place couldn’t deal with prime
brokerage and many issues, so we
effectively wrote the template with them. It
was a learning process on both sides.”

Adds Shipton: “It has been a mutually
rewarding if at times painful process. They
are the first licensee, and as a result the
experience that they and the DFSA have
had, and their ability to find a very good
accommodation, has benefited the DFSA
enormously. It has been a very positive
experience despite a few difficult moments.”

Armes reports considerable interest so far
from investors both in the region and in
Europe. The fund has been trading seed
capital since June and was up by 17.5 per

cent in mid-September, but she says
potential investors are keen to see what
levels of performance it can achieve now
that the new investment legislation has
removed restrictions on short-selling.

Argent is keen to attract a broad spread of
investors among funds of funds, institutions,
high net worth individuals and family offices,
on the grounds that concentration of
investors can be as dangerous to a hedge
fund as concentration of holdings. Armes
adds: “We’re also looking for geographical
diversification. Middle East investors in
general are hard to attract, but once you get
them they’re very low maintenance.”

At the initiative of Argent senior managing
director Howard Leedham, the firm has also
launched the Lebanon Recovery Fund, a
private equity vehicle investing in
construction-related projects in the country in
the wake of this summer’s devastating
conflict. Argent is currently assembling a
management board for the fund and
recruiting staff on the ground on Lebanon to
source deals. It is also preparing a third fund
intended to complement the Islamic focus of
the Constans Crescent Fund by investing in
India.

The Constans Crescent Fund is
administered by IDS, a South African-based
service provider that has just obtained a
licence from the DIFC, but the India fund will
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be administered by Apex Fund Services,
which earlier this summer became the first
fund administrator to be registered by the
DIFC. According to Armes, the choice was
down in part to the fact that Apex also has a
presence in Mauritius, a favoured jurisdiction
for investment in India.

Apex, whose parent company is based in
Bermuda, handles mostly alternative funds,
including private equity, although about 20
per cent of its business is long-only
investments, and currently has a total of 10
clients, including two based in the DIFC and
another two in other Gulf countries. Says
chief executive Craig Roberts: “We’re using
this as a base to access other markets such
as Bahrain. We were looking to develop our
business model in other jurisdictions, and
the invitation to join what the DIFC is doing
was a unique opportunity given all the
demand for a regulated centre in the region.”

The focus of much attention for many of
the players in the fledgling market is funds
that comply with Shari’a principles. Argent
has launched the process of creating two
Shari’a-compliant funds, and Apex can
already cater to this type of investment. Says
Roberts: “We believe a lot of the growth will
come from Islamic funds, with demand not
only from within the region but Europe. It’s
not much more difficult than traditional funds,
although there’s a learning curve to start
with, the fund is structured in a certain way,
and there’s the relevant terminology. But
stocks are still valued in the same way, and
the administration of the fund is the same.”

The most important criterion for Islamic
long-only equity funds is the ability to screen
out investments in companies whose
activities are incompatible with Shari’a
principles, such as alcohol, gambling,
tobacco and the payment of interest.
However, there are additional problems for
managers who want to set up Shari’a-
compliant hedge funds, according to Rod
Palmer, managing partner of the Dubai office
of Cayman Islands-based law firm Walkers.

“The issues with hedge funds include the
fact that that the shorting of stocks is
contrary to Shari’a principles, because you’re
selling what you do not own,” he says. “The
use of leverage in hedge funds, without
putting in place Shari’a constructs or
solutions, is also not consistent with the

investment principles. These big hurdles
regarding leverage and shorting rule out a lot
of hedge fund strategies, even before the
issue of stocks whose business is contrary
to Islamic principles. An investor seeking
Shari’a-compliant products would steer away
from hedge funds.”

That’s not to say that Islamic hedge funds
can’t be created, given patience and
determination. Says Palmer: “A couple of
players in the market have spent a lot of
time and money putting together hedge
funds that reach the same economic
outcome as a hedge fund in terms of
shorting of stocks and leverage, but in a
Shari’a-compliant manner, and Islamic
scholars have signed off the way they are
doing it.”

Investment firms typically use boards of
Islamic scholars to advise them on the
design of their products and to provide a
seal of approval that they are compliant. But
Palmer says: “Shari’a compliance is not
black and white, it is interpretation, and as
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In a similar way to other emerging regions,
markets in the Middle East are very
information-driven. In the absence of the
hordes of equity analysts who scrutinise
every detail of big companies in Europe or
the US, as well as a lack of frequent and
detailed corporate reporting, information flow
and rumours tend to have a
disproportionately large impact on share
prices compared with more developed
markets.

As a result, investors looking to add value
to their portfolios are more likely to benefit
from access to specialist managers who are
well connected to that information flow than
from detailed dividend discount models or
peer group comparisons with other global
markets and sectors.

The geographical diversity of the Middle
East and North Africa region, stretching from
the Atlantic to the Indian Ocean, is matched
by considerable variation in the quality of its
asset managers. They range from groups
that embrace best international asset
management practices, including third-party
administrators and custodians, compliance
departments and risk managers, to
managers which act as their own broker,
custodian and administrator, or invest in the
stock of their own group.

Since professional asset management is
still in its infancy in the MENA region, an
extra level of due diligence is required on the
part of investors. That’s why in developing its
expertise across the Gulf and North Africa
region, Rasmala Investments has focused on
understanding the asset managers active in
the market and the way they do their
business.

Although the MENA region tends to be
viewed as a homogenous market by
managers and investors outside it, there are
considerable differences in valuations and
performance drivers. For example, the Saudi

market can command a slight premium in
valuations compared with Kuwait and Oman,
while Egypt and Morocco are most sensitive
to the momentum and flows coming from
dedicated emerging market funds and
investors.

A regional investment approach can
reduce investor risk by offering extensive
diversification – as long as the choice of
manager selection is carried out carefully
and expertly. As a fund of funds manager,
Rasmala focuses on manager due diligence,
manager selection and asset allocation,
covering hedge and long-only equity funds,
fixed income, real estate vehicles and private
equity, as well as managers investing
according to Shari’a principles.

Last year Rasmala, which mainly serves
institutions and ultra high net worth
individuals in the Gulf countries and Jordan,
launched a multi-manager, multi-strategy fund
of hedge funds, which produced a very
strong annualised return of about nine per
cent with low volatility over the 15 months to
the end of August. Its success has prompted
further launches: a global equity opportunity
fund in April and a MENA opportunity fund
in August, investing with long-only managers
as well as, in the global fund, long/short and
equity market neutral strategies.

With underlying economic cycles and
opportunities varying considerably across the
region, investors stand to benefit significantly
by diversifying out of their home market – for
example, out of Dubai into other GCC
countries, Jordan or North Africa. Doing that
successfully depends on having good
knowledge of managers in the different
markets and the ability to monitor them on
an ongoing basis. 

In the end, there’s no substitute for local
experience and expertise allied with a
rigorous approach to manager assessment
and selection. ■
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such we’re going to see some scholars
giving their approval, while other experts
deem that the product is not Shari’a-
compliant. I think it will take some time
before investors and institutions become
comfortable with hedge funds and for the
market to be comfortable with the Shari’a
compliance of these products.”

Says Antoine Massad, chief executive of
Man Investments Middle East: “We don’t
offer Shari’a products. We continue to look at
this area, but because of the various
restrictions, to our knowledge the only
strategy one could use which could be
accepted as an Islamic strategy is long/short
equity. It is very restricted because of the
ban on leverage and the kind of equities one
can buy and sell. For instance, you can’t
hold banks and financial institutions. It cuts
down the choice of investments heavily.”

For the moment Shari’a-compliant
products are not a major issue, according to

Mats Berggren, sales director for Europe, the
Middle East and Africa with leading hedge
fund software provider Advent. “The majority
of investment is not going in that direction,”
he says. “That has been more important in
the retail side of the business. From a
solution perspective at Advent, we can
produce reports and other documentation in
the local language if required, but demand
hasn’t been very big since most of our
clients cater more to affluent and high net
worth clients.”

Meanwhile, as the hedge fund market
develops, interest from managers outside the
region is likely to grow, probably to the
benefit of firms that are already well
established in the local market. Fund of
funds manager Rasmala Investments, which
attracts investment from institutions and high
net worth individuals across the Gulf,
particularly in the United Arab Emirates and
Saudi Arabia, as well as Jordan, has picked
up sub-advisory mandates from investment
groups in Switzerland and Scandinavia
anxious to capitalise on its expertise in
manager selection and asset allocation
across the MENA region.

Chief investment officer Eric Swats is
confident that this type of business will grow
strongly in the future. “This area is very
under-invested by European, American and
Asian clients, yet it has some 80 per cent of
the world’s oil and is a very important region
economically with energy prices at current
levels,” he says. “Economic growth is quite
high, and it’s no longer just oil-driven as
countries embark on substantial programmes
to diversify their underlying economies. For
instance, in Dubai tourism and other services
now represent a very large proportion of the
economy.

“There are a lot of good reasons for
international investors to look toward this
region and participate in the returns it offers.
The first ones in are high net worth
individuals and family offices, who are
typically the first to go anywhere and are
more opportunistic in their return orientation.”
But, he adds, while institutional investors
may be slower to move in, managers of
pension schemes and endowment plans
from the US are now starting to examine
how to obtain exposure to the region for
their clients. ■
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