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1 . FOREW ORD  

 

 

In Australia, superannuation funds are a major source of capital for the 

development of the economy with assets exceeding $1 trillion.  

 

Given that Australian institutional investors tended to use hedge funds in their 

investment strategy earlier than most other developed countries, it is surprising 

this has not lead to a greater allocation, and the development of a larger Australian 

hedge fund industry.  

 

This study is aimed at eliciting some of the reasons for the current situation, 

through establishing what the attitudes are of superannuation funds to hedge fund 

investments.  

 

This survey is one in an on-going series of studies. The first study was published 

in 2006, and updated in 2008. 

 

I wish to acknowledge the support of AIMA Australia to undertake this survey.  

 

 

John R Evans 

Associate Professor 

Australian School of Business 

The University New South Wales 
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2 . EXECUTI VE SUMMARY  
 

This study covers very large superannuation funds with total assets of 

around $100 billion, and with 80% having existing investments in hedge 

funds. The major findings of the study are: 

 

ü The average allocation to hedge funds has increased from 2.5% in 

2008 to 3% in 2010, and in the next 2 years is expected to increase 

further to an average of 3.6%, but the distribution of allocations 

across the funds is expected to decline; 

ü The number of funds using Fund of Funds as the investment 

medium has dropped from 60% in 2008 to 38% in 2010, and over 

the next 2 years is expected to fall further to 14%, with a significant 

transfer to using Individual funds; 

ü Almost 80% of hedge fund managers used by the funds are US 

based, with 92% of hedge funds allocated to large institutions; 

ü Over 70% of hedge funds are to be invested in global mandates in 

the next 2 years, with only 8% allocated specifically to Australia; 

ü Hedge funds are generally acquired for return enhancement, 

although 50% of respondents expected to achieve risk reduction as 

well; 

ü In choosing a hedge fund manager, competency of the investment 

team is paramount, and illiquidity is seen as the major obstacle to 

investing further with hedge funds. 

 

In balance, but bearing in mind this survey is representative of the actions 

and intentions of very large funds, it appears the funds are not significantly 

changing their allocations to hedge funds, but within this allocation there 

are significant changes occurring and expected to continue with a move to 

predominately using Individual Funds managed on a global mandate by 

very large US based institutions. Advisors to the funds continue to be 

highly influential on decisions by the funds as to hedge fund investing. 

 

3 . DAT A  

 

The findings of this survey are based on a survey of large Australian 

superannuation funds conducted in January 2010. Not all respondents were 

able to complete all questions included in the survey. 

 

The total funds under management of the respondents were in excess of 

$100 billion, with an average of $7 billion under management. The sample 

used for analysis is therefore heavily biased to the very large 

superannuation funds. 

 

The funds under management of the respondents were distributed as 

follows: 
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Figure 1 

 
 

4 . THE RES ULTS:  CURRENT  ALLO CATIO NS  

4.1.    Current Allocation to Hedge Funds 

Of those funds with an existing exposure to hedge funds, the current 

average allocation is almost 3%, but with a reasonably wide distribution 

across the funds from 1% to in excess of 5%. The average allocation is 

marginally up from the 2.5% average in 2008. 

 

Figure 2 
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4.2. Current Allocation  by Fund Type 

Allocation to individual funds has now become the most dominant 

investment strategy, followed by Fund of Funds. Whereas just over 60% 

of funds used Fund of Funds in 2008, this has dropped to 38% in this 

survey, and whereas the average allocation to individual funds in 2008 

was just over 20%, this has now grown to 47%. 

 

 

Figure 3 

 

 

4.3. Current Allocation by Region 

In this survey we asked respondents for the source of their investment by 

the location of their manager, rather than where the assets might be 

invested as this latter allocation did not yield very much useful 

information in prior surveys due to the tendency for hedge fund managers 

to invest globally. 

By far the most dominant managers are US based, with European 

managers having very little influence on hedge fund management in 

Australia.Asian based hedge fund managers have no influence. 
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Figure 4 

 The allocation to a manager is mostly affected by the fundôs historical 

experience with hedge fund investing, followed by manager specific 

issues, with the respondentôs feeling their lack of knowledge and ability to 

select managers was relatively insignificant. The results are similar to 

2008. 

 

 

4.4. Distribution by Manager Size 

The major funds predominately use large institutional managers, with 

only small allocations to boutiques. Whereas in 2008, boutiques 

accounted for almost 36% of the total allocation to hedge funds, this 

survey showed this had shrunk significantly to 8%. 

 

Figure 5 
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5 . THE RES ULTS:  FU TURE ALLOCATIONS   

5.1. Future Allocations to Hedge Funds 

Over the next 2 years, the funds expect on average to increase their 

allocation to hedge funds from the current 3% to 3.6%, implying around 

$600 million will flow into hedge funds in the next few years. The future 

target is not all that different to that expected in the 2008 survey, but what 

is different is that there has been a reduction in the larger allocations to 

hedge funds. 

 

 

Figure 6 

5.2. Future Allocations by Fund Type 

The 2008 survey expected there to be a move away from Fund of Funds to 

Individual Funds, but the distribution to Fund of Funds of just over 50% 

has proved very optimistic, with respondents now indicating that in the next 

2 years they expect the allocation to Fund of Funds to only be around 14%. 

There has been a major shift in thinking between 2008 and 2010, with a 

clear decision to move to Individual Funds. 
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Figure 7 

 

5.3. Future Allocation by Region 

Funds have marginally increased their allocation to ñglobal strategiesò 

since 2008, and generally intend to maintain a dominant global strategy. 

Australia has been the looser since 2008, with a decline in the expected 

allocation from 13% of hedge fund allocation to 8% in this survey. Given 

the previous result as to the location of managers, then what emerges is a 

picture that the funds intend to pursue a strategy of using large US based 

fund managers to target global opportunities, but restricting the total 

exposure to around 2.5%~3% of assets. 

 

Figure 8 
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5.4. Attractiveness of Different Hedge Fund Investments 

Not much has changed in terms of interest in specific styles with the 

highest interest still being in long/short equity, distressed and emerging 

market portfolios, with little interest in short only equity, convertible 

arbitrage and fixed income arbitrage styles. 

 

 

 

Figure 9 (1 is highest, 4 is lowest)  

 
 
 
 

6 . ISSUES FOR FUNDS I NVEST ING I N  HE DGE FUND S 

6.1. Separation of Alpha and Beta 

Whereas in 2008, all respondents indicated they did not separately manage 

the alpha and beta components when determining their investment strategy, 
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this has now changed, with 21% of respondents now managing these two 

components separately. 

 

Figure 10 

 

6.2. Return and Risk Management 

The expectation as to return enhancement and risk management 

enhancement remains similar to the 2008 results, with funds having return 

as a higher priority on average than risk diversification for their hedge fund 

investments, but risk management is not insignificant as an objective.  

 

Figure 11 
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Figure 12 

 

6.3. Indexation and Replication 

Generally, the funds do not appear to be that interested in indexation and 

replication techniques in this investment sector, with only 14% declaring 

an interest. The 2008 result was very similar, so it would seem 

indexation is not an issue in the hedge fund market. 

 

 

 

Figure 13 
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6.4. Benchmarks 

There has been a significant change in the perception of what hedge 

funds should achieve, with an increase in favour of a cash benchmark, 

rising as the preferred benchmark from 16% of respondents in 2008, to 

57% of respondents in 2010. The majority of respondents no longer see 

an equity type benchmark as appropriate. 

 

 

 

Figure 14 

              

 

6.5. Manager Selection 

The results in 2008 and 2010 are very similar, with competency of the 

manager and their team as the most important criteria in selecting which 

manager to use, followed by transparency and governance issues. The 

managersô overall performance is seen as more important than the track 

record of the particular investment. 
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Figure 15 

 

6.6. Obstacles to Hedge Fund Investing 

Whereas in 2008, lack of transparency was seen as the major obstacle to 

investing in hedge funds, by 2010, illiquidity had become the most 

significant obstacle. 
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Figure 16 

 

6.7. Fees 

Respondents were asked to rank various fee structures from a 1 

indicating that the fee was not an obstacle, to 3 being not that material to 

5 being a definite obstacle. Overall, it appears the suggested fee 

structures are not that relevant to funds provided they remain below 

1.5% pa plus a performance fee. The fundsô attitudes have not changed 

much since 2008 with respect to this issue. 
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Figure 17 

 

6.8. Effect of Global Financial Crisis 

 

The Global Financial Crisis has had a wide range of effects on the 

allocations to hedge funds, but there was no difference between the effects 

on allocations to Australian regulated managers, and managers regulated 

outside Australia, with the overall effect being to decrease or maintain the 

current allocations. 

 

 
 

 
 

Figure 18 
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6.9. Relative Soundness of Regulation post GFC 

 

Australiaôs regulatory regime is highly regarded by respondents, and 

significantly more highly regarded than other jurisdictions. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 19 

 

7 . DECIS ION MAKI NG & E D UCAT IO N  

7.1. Decision Makers 

Most funds see their advisors as being most influential in the decision of 

hiring a hedge fund manager, with the Trustees as the least influential. 

This has not changed since 2008. 
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Figure 20 

7.2. Education 

 

Advisors continue to be the greatest source of education regarding hedge 

funds. This is similar to the rankings in 2008. 

 

 

Figure 21 
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ABOUT AIMA 
 
 
The Alternative Investment Management Association, has more than 1,100 corporate 
members (with over 4,500 individual contacts) worldwide, based in over 40 countries.  
Members include leading hedge fund managers, fund of hedge funds managers, prime 
brokers, legal and accounting firms, fund administrators and independent fund directors. 
They all benefit from AIMAõs active influence in policy development, its leadership in 
industry initiatives, including education and sound practice manuals and its excelle nt 
reputation with regulators worldwide.  
 
AIMA is a dynamic organisation that reflects its membersõ interests and provides them with 
a vibrant global network. AIMA is committed to developing industry skills and education  
standards and is a co-founder of th e Chartered Alternative Investment Analyst (CAIA)  
designation ð the industryõs first and only specialised educational standard for alternative 
investment specialists.  
 
Its objectives are:  

º To provide an interactive and professional forum for our membership  and act as 
a catalyst for the industryõs future development 

º To be the pre -eminent voice of the industry to the wider financial community, 
institutional investors, the media, regulators, governments and other policy 
makers 

º To offer a centralised source of information on the industryõs activities and 
influence, and to secure its place in the investment management community  

 
AIMA offers a canon of work that has been adopted by investors and practitioners 
globally, and welcomed by policy makers and regulators.   This includes offering 
practitioners and investors with practical guidelines on topics such as valuation, 
business continuity, fund governance and fund management.  
 
For further information, please visit www.aima.org   
 

About AIMA Australia  
 
AIMA Australia, established in 2001, is one of AIMAõs largest and most active country 
networks. Australian members are derived from all areas of the local alternative 
investment community with the vast majority being hedge fund manag ers. In 2007, 
AIMA Australia members managed the vast majority of the assets invested in hedge 
funds by Australian investors.  
 
Members of the Network support individual working committees that focus on 
Regulation, Education, and Membership & Marketing.  
 
The Network maintains an active dialogue with Australian regulators and other 
government agencies on issues related to the hedge fund industry.  

 
The Network organises informational forums for industry participants in most capital 
cities, as well as commissio ning studies and reports pertinent to the local hedge fund 
industry. In addition to regular networking events, the Network also confers with 
conference organisers to ensure interesting topics and knowledgeable speakers are 
included in hedge fund conference s. 

 

For more information on the AIMA Australia, please visit: www.aima -australia.org  

 

 
 

http://www.aima.org/
http://www.aima-australia.org/
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Contacts for further information: 
 
Mr Kim Ivey 
Chairman, AIMA Australia  
50 Bridge Street, level 34 
Sydney NSW 2000 
Ph. 61-2-9251-1877  
Fax 61-2-9299-3198 
Web-site:  www.aima-australia.org 
Email: aimaaust@bigpond.com  
 
 
John R. Evans 
Associate Professor 
Australian School of Business 
The University New South Wales 
Sydney NSW Australia 2052 
Ph: +61 414 64 36 58 
Email: john.evans@unsw.edu.au 
 
 
 
 
 
 
 
 
 

http://www.aima-australia.org/

