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Hedge Funds Review 2021

Hedge funds delivered a solid positive perfor-
mance in 2021 across all sub-strategies. From a
long-term historical perspective, the returns
were all above average, benefitting not only
from the benign market sentiment, but also
from the generally positive market environment
for active hedge fund managers. Overall, strat-
egies with higher market exposure outper-
formed over the year. However, a certain de-
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coupling from this tendency has been noticed
during the last few months of the year. Distinct
trends, for example on the commodity, currency
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or interest rate side, shaped the market. An
ideal environment for global macro managers
and trend followers (data as per November 21).
2021 has proved once again that it is not
enough to determine the right hedge fund port-
folio mix based on a "top-down" decision alone.
It is vital to identify the manager strategies
"bottom-up", ensuring that the return target
and diversification characteristics can be

Chart 2: Hedge Funds Performance 2018 — 2021

YTD-Nov 2020 2019 2018
HFRI Global Hedge Funds 89% 11.8% 10.4% -4.7%
HFRI Equity Long Short 9.9% 17.9% 13.7% -7.1%
HFRI Equity Market Neutral 5.8% 6.3% 6.5% 0.0%
HFRI Event Driven 11.1% 5.4% 6.5% -4.1%
HFRI Credit Fixed Income 7.6% 3.1% 7.1% -5.5%
HFRI Global Macro 6.8% 9.3% 7.5% -2.1%
HFRI Trend Following 5.9% -0.1% 2.3% -1.0%

Source: Bloomberg Finance L.P., HFR, Alpinum IM

achieved. The chart on the next page at the top
demonstrates, how the dispersion within the
strategies, thanks to lower volatility, unsurpris-
ingly decreased compared to 2020. Neverthe-
less, performance within the same individual
sub-strategies highly differed among the sub-
managers.
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Hedge Fund Flows & Launches

Chart 4: In- and Outflows in Hedge Funds
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Comparing Eurekahedge's data on HF in- and
outflows on a YTD basis through October 2021,
the hedge fund industry benefitted of a net

Chart 5: Hedge Funds Launches and Liquidations
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inflow of USD 90.7 bn. A respectable reversal
from the roughly USD 91.5 bn outflows in 2020.
In particular Credit Fixed Income, Trend Follow-
ing and Event Driven managers attracted most
of the new capital in 2021. We noted that the
beneficiaries of the inflows were mainly larger
HF managers with portfolios of USD 1 bn plus.
The decrease of new fund launches (launches
minus closures; net -20 funds) underlines our
observation. Thus, the trend towards larger,
more established managers continued, further
fueled by limited global travel activities. Inves-
tors tended to refrain from making additional
investments in new managers. Instead, they
preferred to remain with well-known, reputable
companies.
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Diversification and Active Management as Source of Success

Chart 6: Various Hedge Fund Strategies in 2020
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The composition of a robust hedge fund
portfolio is optimally achieved by applying
diversity across several dimensions. From a
top-down perspective, the first thing to do
is to diversify asset classes and, within
these, combining various single hedge fund
strategies with different risk/return profiles.
Other dimensions include investment
styles, regions, size of the management
company, experience and strategic as well
as tactical allocations. In addition, niche
managers can not only add spice to the
whole portfolio, but also make an important
contribution in the correlation behavior pat-
tern. Key metrics such as risk, return, cor-
relations and market beta act as an im-
portant guide to any allocation in a portfolio
context - but looking at these and other key
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figures is always a matter of looking in the
rear-view mirror. Besides the importance of
properly aligning all these standard
measures is knowing and understanding
each manager's current portfolio and antic-
ipating its behavior in a variety of scenarios.
The aim is not only to diversify the sources
of returns, but also to capitalize on differing
trading styles and implementation tactics.
In a nutshell, an ideal hedge fund portfolio
should not surprise negatively in any envi-
ronment and should generate alpha as in-
dependently of the market as possible. Ac-
tive management of positions helps the
portfolio to adjust to ever-changing market
opportunities, as illustrated by the chart of
various hedge fund strategies in 2020.
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Hedge Fund specific Observations

SPACs: By the middle of the year, SPAC eu-
phoria subsided and the market normalized,
as indicated in the below SPAC Yield to Ma-
turity chart. With the return to normal,

Chart 7: SPAC Yield to Maturity
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these instruments now show the favored
optionality for hedge funds again: uncorre-
lated yield income and additional return on
(a potential) successful market placement.
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Speculators Positioning: The Commit-
ment of Traders Report lists the speculative
futures positions of hedge funds. We see

Chart 8: Commitment of Traders Report

Positioning Increase/

in USD bn decrease

nominal 1 month

S&P 500 39.7 10.4
Nasdaq 11.0 1.8
Russell -3.1 -0.7
10Y Treasury -35.8 6.5
30Y Treasury -57.8 -0.1
EURO -1.7 0.6
YEN -5.9 4.8
Gold 36.1 -5.7
Copper 0.7 -0.7
Crude Oil (WTI) 24.9 -4.3
Nat Gas -5.1 0.3

annual highs for longs in the S&P 500, while
shorts at the back end of the maturity in US
Treasuries are massive.

Chart 9: S&P 500 Futures Positioning
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Chart 10: US 10Y Treasury Futures Positioning
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Options market: The skew in put options
in the S&P 500 (measures the price of an
option) is at an all-time high - thus hedging

Chart 11: Skew in Put-Options

18
16
14
12
10

o N M O
. _
—_—

2005 2007 2009 2011

— S&P Skew

2013

ALPINUM INVESTMENT MANAGEMENT

costs with options are currently dispropor-
tionately high compared to the past. Other
solutions to protect a portfolio are required.
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Outlook Hedge Fund Strategies

Global growth was experiencing a strong
but uneven recovery, leading into a ‘nor-
malizing’ transition in many countries.
While the economical healing process will
still take a long time, accompanied by sev-
eral imponderables, such as the renewed
current rise in infection numbers or infla-
tionary pressures. This upheaval will con-
tinue to create periods of heightened vola-
tility in financial markets. Based on the cur-
rent macroeconomic environment, we iden-
tify many interesting "alpha opportunities"
or ways to generate returns that are less
dependent on the positive performance of
the equity and bond markets.

Chart 9: Conviction Level over 6 Months

Equity Long Short: Positive environment, as
the outlook for normalized economic growth
means that selective fundamental stock and
corporate analysis might gain once again
more weight than investing in pure beta
strategies. While "long biased" Long Short
strategies are heavily dependent on the
positive performance of equity markets, the
environment for market neutral strategies
should improve, as "alpha shorts" will once
again have more chance of success due to
the generally high equity price valuations,
while at the same time being somewhat less
vulnerable to short squeezes.
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Event Driven (M&A, Corporate Actions):
Very attractive environment for merger ar-
bitrage and special situations strategies.
The positive economic and market environ-
ment, which will not change in the short
term, is also driving up M&A transactions.
The euphoria in this sector is also fueled by
the opportunities of uncomplicated stock
exchange listing implemented by "SPAC in-
vestments". There is also likely to see an
increasing proportion of hostile takeovers,
which are riskier on the one hand but also
promise a higher return profile on the other
(e.g. via financing by private equity compa-
nies).

Credit Fixed Income: Still positive with a
stronger focus on relative value strategies.
Credit spreads should remain stable under
"mid-cycle" conditions or even widen
slightly if interest rates rise, which would
create new trading opportunities, especially
in the "short book". Large trading opportu-
nities therefore arise in relative value strat-
egies, but not only in the credit but also in
the rates markets, where the diverging in-
flation and interest rates in the different
currency zones provide interesting opportu-
nities.

Global Macro: Very positive environment.
While global top-down strategies usually
struggle during an economic turnaround,
they benefit even more once a trend is es-
tablished. With the return to more "normal”
economic growth rates, the forecasting abil-
ity also increases again and enables special-
ists to detect valuation anomalies by apply-
ing profound economic analysis of funda-
mental data, converting them into profita-
ble trades. Regionally varying inflation sce-
narios as well as decreasing fiscal and mon-
etary support measures reinforce this trend
and lead to directional as well as relative
value trading opportunities in different yield
curves, currencies and commodities. Op-
tions are currently very expensive in the US
and the EU, but not so in Asia. Volatility
managers are taking advantage of this,
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profiting from the "high skew” and selling
volatility or playing the regions for relative
value. Although short volatility seems at-
tractive right now, unexpected market set-
backs carry disproportionately high risks.

Trend Following/CTAs: Slightly positive as-
sessment. In the short term, there are no
signs of an imminent reversal of the key in-
vestment trends that often cause tempo-
rary damage to CTAs. The market structure
remains solid, and many existing trends
have even been confirmed in their short-
term expectations. If, on the other hand,
markets were to turn around abruptly, me-
dium- to long-term CTA strategies would
show temporary weakness, unless the re-
versed trends were quickly gaining
strength. For the time being, however, sev-
eral strategies continue to benefit from ex-
isting or new trends in the interest rate, FX
and commodity markets.
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Disclaimer

This is an advertising document. This document does
not constitute an offer to anyone, or a solicitation by
anyone, to make any investments in securities. Such
offer will only be made by means of a personal, confi-
dential memorandum. This document is for the in-
tended recipient only and may not be transmitted or
distributed to third parties

Past performance is not a guide to future performance
and may not be repeated. You should remember that
the value of investments can go down as well as up
and is not guaranteed. The actual performance real-
ized by any given investor depends on, amongst other
things, the currency fluctuations, the investment strat-
egy invested into and the classes of interests sub-
scribed for the period during which such interests are
held. Emerging markets refer to the markets in coun-
tries that possess one or more characteristics such as
certain degrees of political instability, relative unpre-
dictability in financial markets and economic growth
patterns, a financial market that is still at the develop-
ment stage, or a weak economy. Respective invest-
ments may carry enhanced risks and should only be
considered by sophisticated investors.

Nothing contained in this document constitutes finan-
cial, legal, tax, investment or other advice, nor should
any investment or any other decisions be made solely
based on this document. Although all information and
opinions expressed in this document were obtained
from sources believed to be reliable and in good faith,
no representation or warranty, express or implied, is
made as to its accuracy or completeness and no liabil-
ity is accepted for any direct or indirect damages re-
sulting from or arising out of the use of this infor-
mation. All information as well as any prices indicated
is subject to change without notice. Any information
on asset classes, asset allocations and investment in-
struments is only indicative. Before entering into any
transaction, investors should consider the suitability of
the transaction to their own individual circumstances
and objectives. We strongly suggest that you consult
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your independent advisors in relation to any legal, tax,
accounting and regulatory issues before making any
investments.

This publication may contain information obtained
from third parties, including but not limited to rating
agencies such as Standard & Poor’s, Moody’s and Fitch.
Reproduction and distribution of third-party content in
any form is prohibited except with the prior written
permission of the related third party. Alpinum Invest-
ment Management AG and the third-party providers do
not guarantee the accuracy, completeness, timeliness
or availability of any information, including ratings,
and will not be responsible for any errors or omissions
(negligent or otherwise), or for the results obtained
from the use of such content. Third-party data are
owned by the applicable third parties and are provided
for your internal use only. Such data may not be re-
produced or re-disseminated and may not be used to
create any financial instruments or products, or any
indices. Such data are provided without any warranties
of any kind.

If you have any enquiries concerning the document
please contact your Alpinum Investment Management
AG contact for further information. The document is
not directed to any person in any jurisdiction which is
prohibited by law to access such information. All infor-
mation is subject to copyright with all rights reserved.
Any communication with Alpinum Investment Manage-
ment AG may be recorded.

Alpinum Investment Management AG is incorporated
in Switzerland and is FINMA licensed and regulated.

Contact Information:

Alpinum Investment Management AG
Talstrasse 82

CH-8001 Zurich

Tel: +41 43888 79 33

Fax: +41 43 888 79 31

alpinumim.com
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