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Novare is pleased to present the 17th 
edition of the Annual Novare Hedge 
Fund Survey. Novare has conducted 
local hedge fund industry research 
for more than 15-years and has 
published the Annual Novare Hedge 
Fund Survey since 2004. Our survey 
collates market-leading insights, from 
more than 60 fund managers, into a 
concise report.
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ALBI - All Bonds Index

ASISA – The Association for Savings and Investment  
South Africa

AUM – Assets under management

BN – Board notice

CIS – Collective investment scheme

BBBEE – Broad-Based Black Economic Empowerment

ECP - En commandite partnership

FAIS - Financial Advisory & Intermediary Services

FI – Fixed income/interest

FoHF – Fund of hedge funds

FSCA - Financial Sector Conduct Authority

FSP – Financial services provider

GDP – Gross domestic product

HNWI – High-net-worth individual

LLP – Limited liability partnership

LS – Long-short

Manco – Management company

MAP - Managed account platform

MDD – Minimum disclosure document

MN – Market-neutral

MS- Multi-strategy

MTBPS – Medium Term Budget Policy Statement

NAV – Net asset value

QI – Qualified investor

QIHF – Qualified investor hedge fund

RI – Retail investor

RIHF – Retail investor hedge fund

SARB – South African Reserve Bank

TER – Total expense ratio
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ABBREVIATIONS



This edition marks the 17th year of the annual Novare South 
African Hedge Fund survey. Over the years, we have had the 
privilege of being at the forefront of new industry developments, 
navigating some of the toughest hedge fund environments and 
also capturing significant milestones along the way. 

The objective of this survey is to provide an overview of the 
South African hedge fund industry with a focus on assets, 
strategies, leverage and performance and also cover operational 
and expense aspects. This year, a total of 60 asset managers who 
collectively manage over 141 uniquely mandated hedge funds, 
were surveyed. Participation is voluntary and the survey focuses 
solely on South African domiciled hedge funds that invest 
predominantly in South African financial markets. As a result, we 
were able to obtain key insights into the industry, mainly noting 
changes that occurred during the 12 months up to 30 June 2020. 

Accordingly, we would like to thank all the hedge fund managers 
who took the time to respond to the survey, as this contributes to 
the quest for transparency and helps to ensure that the domestic 
hedge fund industry is well understood by stakeholders and 
interested parties alike.

The period under review was characterised by a once-in-a-
generation global pandemic that saw markets exhibit extreme 
volatility, including some of the largest recessions in post-war 
history, followed by the fastest recovery.

The 2020 market was especially unusual as a number of historic 
records were set and broken. This includes the likes of:

• Negative oil prices – with the West Texas Intermediate (WTI) 
bottoming at -$37/bbl;

• The “bankruptcy” trade – with the share prices of companies 
like Hertz (more than 1000% in two weeks) and JC Penney 
(more than 200% in three days); and

• Chesapeake Energy spiking higher after filing for Chapter 11 
bankruptcy, which as largely driven by retail stay-at-home 
traders and historic US jobless claims. The 6.9 million initial 
jobless claims filed on 27 March was more than 10 times the 
number of 665,000 set on 27 March 2009 in the depths of 
the GFC.

South Africa was not spared as real GDP plunged by 6.4%, millions 
of people lost their jobs and many businesses have closed down. 

Against this backdrop, this survey indicates an interesting 
development; that after two successive years of decline in 
industry assets, there has been an increase of 16.0% in industry 
assets during the 2020 financial year. This figure admittedly 
reflects some degree of self-selection bias, but the conclusion 
and rationale for it is explained in more detail in this paper. 

We trust you will find the insights from this report useful and we 
welcome any feedback. 

For more information, feel free to visit www.novare.com or email 
NovareHedgeFundSurvey@novare.com

N
annual Novare Hedge Fund Survey 
published in 2004. This survey collates 
market-leading insights from 60 South 
African hedge fund managers, into a 
concise report.

ovare has conducted local hedge 
fund industry research for more 
than 16 years with the maiden 
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• There remains an upward trajectory of growth in 

assets under management (AUM) in the industry, 

predominantly as a result of good performance. The 

industry AUM increased from 52.8 billion in the prior 

year, to R61.5 billion in 2020. 

• Large asset managers with hedge fund investment 

capability and AUM of between R10 billion and R100 

billion saw a relatively high growth in hedge fund assets, 

followed by those with AUM of below R500 million.

• Directional equity long-short (LS) strategies saw 

further losses of assets, as outflows were higher and 

resulted in the dissolution of some funds.

• Despite the economic challenges of 2020, the 

performance of the hedge fund industry remained 

positive across all categories, and manager sizes by 

assets and strategies. 

• Large hedge fund managers with AUM greater than R2 

billion once again posted the highest returns, followed 

by hedge funds with AUM of between R500 million and 

R1 billion. This has been a consistent trend over the past 

few years.

• A total of 141 funds were assessed for strategy 

performance, and on average, positive returns were 

achieved across the different strategies. 

• Fixed income (FI) arbitrage and equity market-

neutral (MN) funds outperformed other strategies 

and managed to enhance capital protection during 

large market drawdowns. On average, the strategies 

respectively produced 11.6% and 8.4% returns over the 

12 month-period. 

• Directional equity LS strategy represented 48.1% of the 

asset size in 2020, which is the lowest this has been 

since 2013.

• More capacity is available, as the majority of funds 

are still below their asset peaks compared to that of 

previous years.

• Pension funds, high-net-worth individuals (HNWIs) and 

retail investors (RIs) continue to grow as significant 

allocators in the industry.
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RETAIL INVESTOR 
HEDGE FUNDS 

QUALIFIED INVESTOR 
HEDGE FUNDS

Investors 
Available to general public 
(varying minimums)

Only available to qualified investors 
(>R1,000,000)

Gross exposure limit
VAR limit

< 200.0% 
< 20.0%

Not defined  
Not defined

Disclosure 
to clients

Monthly Quarterly

Max equity holdings < 10.0% Not defined

Investor liquidity Calendar month 90 days

Risk management Daily Daily

Marketing Able to solicit investments from all investors.
Only solicit and accept investments from a 
restricted pool of qualified investors.

HEDGE FUNDS 101

What is a hedge fund?

Hedge funds are financial partnerships that use pooled 
funds and employ various strategies to actively earn optimal 
positive returns for their investors at minimal risk. Some of the 
unique strategies employed by hedge funds include the use 
of derivatives, short selling, leveraging, etc. with the ultimate 
aim to achieve positive financial returns in both upward and 
downward trending financial markets. While hedge funds 
typically invest in the same asset classes as traditional 
unit trust funds, it can take advantage of a broader range 
of investment tools and thereby generate other sources 
of return. As hedge funds tend to have low correlations 
to traditional portfolios of stocks and bonds, allocating an 
exposure to hedge funds can be a good diversifier.

Under the new regulations, CISCA classifies hedge funds in 
two categories, namely: retail investor hedge funds (RIHFs) 
which are more stringently regulated, and qualified investor 
hedge funds (QIHFs), which are less stringently regulated.

A qualified investor, as defined by the Financial Sector 
Conduct Authority (FSCA) Notice 52 of 2015, is:

any person who invests a minimum investment amount of    
R1 million per hedge fund and who –

a. has demonstrable knowledge and experience in financial 
and business matters which would enable the investor to 
assess the merits and risks of a hedge fund; or

b. has appointed a financial services provider (FSP) who 
has demonstrable knowledge and experience to advise 
the investor regarding the merits and risks of a hedge 
fund investment.

A RIHF is defined as a hedge fund in which any investor may 
invest because it meets the requirements set out by the FSCA. 

Some of the other characteristics of RIHFs and QIHFs are 
tabulated below:

Taking a look at industry regulation
After the 2008 Global Financial Crisis, the Group of Twenty 
(G20) dedicated itself to enhanced regulation and oversight 
of private pools of capital, which included hedge funds. 

South Africa, as a member of the G20, then embarked on the 
necessary process to establish such regulation in the country. 
This process involved extensive consultations between the 
FSCA, National Treasury and hedge fund industry players, 
with the aim to understand the South African hedge fund 
landscape and develop the most efficient means of regulation.

Because most hedge funds in South Africa operate as 
collective investments, it was decided that hedge fund 
regulation should be aligned with existing collective 
investment scheme (CIS) regulation. 

As a result, hedge funds are now being regulated by National 
Treasury as per the provisions of CISCA, which also governs 
the more commonly known unit trust industry.

The main objective of regulation of hedge funds is to 
monitor and measure systemic risk while enhancing product 
requirements to protect investor interests.
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The evolution of South African hedge funds

1949
Alfred Winslow Jones 
coins the term ‘hedge 
fund’.

2003
The first fund of hedge 
funds (FoHF) is created

2011
The amended Regulation 
28 of the Pension Fund 
Act is issued to introduce 
a 10% investment 
allocation limit to hedge 
funds. Previously, the 
regulation did not 
explicitly refer to hedge 
funds

2015
National Treasury and the FSCA 
finalise the regulation of hedge 
funds. Hedge funds are now 
regulated under the existing 
Collective Investment Schemes 
Control Act, No. 45 of 2002 
(CISCA).

The first South African 
single manager hedge 
fund is established.

1998

The FSCA commences 
with regulation of hedge 
fund managers, requiring 
that they hold a CAT II A 
licence.

2007

The FSCA and National Treasury 
embark on a process to enhance 
and expand the scope of 
regulation and oversight over 
hedge funds. Draft regulations 
were issued for public comment in 
April 2014.

2012

New ASISA 
Hedge Fund 
Classification 
Standard.

2020
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Other regulatory benefits include: 
• The funds are compelled to appoint an independent  

trustee. The trustee is usually a bank that is not affiliated 
with the unit trust company or asset manager;

• Additional risk management and compliance monitoring 
of hedge funds are performed independently from the 
asset manager;

• The FCSA conducts ongoing supervision, ensuring that 
hedge fund regulation is aligned with the local unit trust 
industry;

• Industry integrity is promoted;

• Investors enjoy enhanced transparency on matters such 
as fees, and  portfolio turnover ratios are disclosed more 
frequently.

A key requirement that all hedge funds must adhere to in 
this new regulatory landscape is to appoint a management 
company (Manco) for all administrative, operational and risk 
monitoring duties and to ensure that the appointed Manco is 
approved by the FSCA. This procedure is similar to the set-up 
of a unit trust fund.  

https://www.asisa.org.za/media-release/a-solid-first-quarter-for-local-collective-
investment-schemes/

Long position

The buying of a security such as a stock, commodity or 
currency, with the expectation that the asset will rise in value.

For example, an owner of shares in Stock Water is said to be 
“long Water” or “has a long position in Stock Water”

EXAMPLE – LONG POSITION

Buy 10 Stock shares @ R100 per share (with the expectation 
that the asset will rise in value).

Total Investment        
Share price rises        
Portfolio value        
Profit (when selling)  

Short position

The sale of a borrowed security, commodity or currency with 
the expectation that the asset will fall in value. 

For example, a manager who borrows and sells Stock Mabone, 
is said to be “short Mabone” or “has a short position in Stock 
Mabone”.

EXAMPLE – SHORT POSITION

Borrows 10 Stock Mabone shares and sells on the open 
market @ R100 per share (with the expectation that the asset 
will fall in value).

Share price declines  
Portfolio value   
Profit (when buying back)  
   

 
LET US EXPLAIN (CONTINUED)

 = R100 x 10 = R1000 
 = R135 per share 
 = R135 x 10 = R1350 
 = R1350 – R1000  
 = R350 / R35 per share

= R75 per share 
= R75 x 10 = R750 
= R1000 – R750   
= R250 / R25 per share
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DIFFERENT TYPES OF STRATEGIES

Long and short equity:
Funds aim to generate positive returns by being simultaneously 
long and short in the equity market. The objective is to reduce 
market risk and retain company-specific risk. The majority of 
local equity long/short funds tend to be long biased.

An investment strategy is to take long positions in stocks that 
are expected to increase in value and short positions in stocks 
that are expected to decline in value. A long/short equity 
strategy seeks to minimise market exposure, while profiting 
from stock gains in the long positions and price declines in 
the short positions.

Market neutral: 

In a market neutral equity strategy, funds take similar-sized 
long and short positions in related equity sectors with the 
effect that directional market risk is offset. The aim is to profit 
from both increasing and decreasing prices. 

Market neutral strategies are often attained by taking 
matching long and short positions in different stocks to 
benefit from mispricing and delivering positive returns from 
both the long and short stock selections and reducing risk 
from movements in the broad market.

Fixed income:
An investment strategy that attempts to profit from arbitrage 
opportunities in interest rate securities. When using a fixed-
income arbitrage strategy, the investor assumes opposing 
positions in the market to take advantage of small price 
discrepancies while limiting interest rate risk.

This general strategy type includes basis (e.g. cash vs. 
futures), yield-curve and credit spread trading, as well as 
volatility arbitrage.

Statistical arbitrage: 
Quantitative models are used to identify market opportunities 
and establish short-term positions involving a large number 
of securities.

Volatility arbitrage: 
Funds aim to exploit mispricing between similar instruments 
where the mispricing is the result of different volatility 
assumptions by price makers.

Multi-strategy: 
An investment philosophy allocating investment capital to a 
variety of investment strategies and potentially across several 
asset classes.

Commodities: 
Funds that predominantly invest in soft or hard commodities. 
These funds can follow a number of different strategies to 
obtain alpha from this asset class, including trend following 
or non-directional market neutral strategies.
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Assets under 
management

Fees

Strategy assets

Strategy 
Behaviour

Transformation

Operations

Industry 
Thermometer

Investors

Performance Structure

1.    Assets under management:

2.   Strategy assets:

3.   Investors:

This component considers the growth of assets under 
management (AUM) in the industry, since the inception 
of the survey in 2004. The main drivers of AUM growth 
have varied over time, but, the survey aims to provide 
a comprehensive picture of these drivers, year-on-year. 

This is a representation of strategy as a portion of total 
AUM. Assets are reviewed by net flows and by growth in 
strategy. The aim is to measure which strategy houses 
the bulk of the assets.

This section investigates the type of investors that 
invest in hedge funds, as well as possible trends in new 
investors and/or allocators.

4.   Operations:
This covers the operational aspects of the hedge 
fund industry. For the purposes of the survey, it was 
grouped according to management company (Manco) 
responsibilities and non-Manco responsibilities. The aim 
is to provide insights into the operational efficiency, 
transparency, capability and resources of hedge funds.

7.

8.   Strategy behaviour:

9.   Transformation:

6.   Fees:
This section covers how fees are calculated, as well as 
the latest cost trends.  

Here we investigate the performance of the industry 
across different strategies and fund sizes, to determine 
how industry returns are generated.

This is reviewed on a ‘per strategy’ basis. The gross 
and net exposure is analysed to examine the risk that 
managers have taken on, during the period under review.

This section investigates hedge fund managers’ level of 
compliance with BBBEE requirements.

10. 
The industry thermometer was purposefully introduced 
to gain insights on hedge fund managers’ perception of 
the industry and what they envisage for its future. 

5.   Structure:
The legal structure of a hedge fund is examined in this 
section, to determine liability in instances of extreme 
losses. 

Performance:

Industry thermometer:
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During 2020, the South African hedge fund industry assets 
under management (AUM) increased by 16.6%, continuing its 
turnaround from the declines of 2017 and 2018. This is the 
third-largest year-on-year increase since 2010. 

A minimal net inflow was observed, but the biggest 
contributor to the growth in AUM remains returns. This is 
despite the challenging economic environment as a result 
of COVID-19 and the hard-national lockdowns that were 
implemented during the first quarter of 2020.

HEDGE FUNDS INDUSTRY ASSETS OVER TIME

ASSETS GROWTH

The growth of AUM in the industry continues to trend upward, 
with the growth in 2020 getting closer to the highest peak 
observed in 2016. 

Another positive observation is that the increase in nominal 
assets in 2020, has been the largest since 2014.

Chart 1: Hedge fund industry assets under management (2002 to 2020)

Chart 2: Growth of assets under management since 2010
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BREAKDOWN OF ASSET GROWTH

Chart 3: Breakdown of asset under management growth

According to our research, the main contributing factors that 
influenced the increase in AUM were:

• Good performance in 2020 – Greater returns were 
observed in 2020 than those seen in the preceding 
years. Similar to 2019, this is the biggest contributor to 
the change in industry assets. A contribution of R6.5 
billion is due to performance, which is an increase of 
R0.5 billion from 2019.

• Industry outflows and dissolved/closed funds – Our 
current data indicates a reasonable and positive net 
inflow, which is a significant departure from what has 
been observed over the past few years. It is important 
to note however, that whilst there was indeed an 
improvement in the net inflow, assets to the collective 
value of R3.5 billion were lost by strategies that were 
dissolved. 

• Consolidation – Assets valued at R0.8 billion were lost 
in 2020, which equates to four times the value of assets 
lost to other existing funds that are usually managed by 
the same investment houses, in 2019.

• New participants to the survey– It must be noted that 
this slightly skews the numbers as it does not necessarily 
reflect new flows into the industry, but rather indicates 
AUM that were not reported in the previous survey. 
Whilst we strive to include every hedge fund asset 
available in South Africa in the survey, we are reliant on 
voluntary participation from hedge fund managers. As 
a result, there were a number of hedge fund managers 
who participated in the 2020 survey for the first time, 
even though they may have been managing hedge 
assets for more than a year. The latter represents hedge 
fund assets valued at less than R3 billion.

• Launch of new funds - Though we cannot ascertain 
whether these funds are from within the industry or part 
of the new flows, we recorded assets valued at just over 
R1 billion - that are managed by newly launched hedge 
funds.new flows. The average assets in new funds were 
R211.5 million.
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Chart 4: Total assets by manager profile
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ASSETS UNDER MANAGEMENT (CONTINUED)

We reiterate that, while there may still exist a perception 
that hedge funds are generally managed by niche, boutique 
investment houses (or in extreme cases, small and/or 
unknown managers), the reality is that hedge funds form 
part of the value proposition offered by South Africa’s largest 
financial service providers (FSPs). 

Therefore, chart 4 indicates the portion of hedge fund assets 
across South Africa’s asset management industry, categorised 
by asset size.

Our survey for 2020 for example indicates that 5.4% of hedge 
fund industry assets are managed by large firms with AUM 
valued at more than R100 billion, 

TOTAL ASSETS BY MANAGER PROFILE

According to our survey data, the following decreases in 
hedge fund assets occurred in 2020:

• Asset managers with AUM valued at more than R500 
million but less than R1 billion, recorded the biggest 
decrease in hedge funds assets in 2020. In 2020, this 
category only represented 5.6% of total hedge funds 
assets - which is a decline from the 10.94% recorded in 
the previous year.

• Another notable decrease occurred with one of the large 
firms that has assets valued in excess of R100 billion, 
whose hedge fund assets declined from 9.08% in 2019 
- to 5.4% in 2020.

• Other small reductions were recorded by categories of 
asset managers with asset sizes valued at between R5 
billion and R10 billion, as well as those with assets valued 
at less than R500 million. These categories respectively 
recorded a decline of 2.3% and 2.8% in hedge funds 
assets. 

• The category of asset managers with assets valued 
at between R5 billion and R10 billion, managed 
21.5% of hedge funds assets in 2020.

• The category of asset managers with assets valued 
at less than R500 million, managed 2.8% of the 
hedge fund assets in 2020.

DECREASES IN HEDGE FUND ASSETS

According to our survey data, the following increases in 
hedge fund assets occurred in 2020:

• The largest increase of hedge fund assets recorded in 
2020 equates to more than 8.5%, which occurred in the 
category of asset managers whose total AUM are valued 
at between R10 billion and R100 billion.

• Other notable increases in hedge fund assets were 
observed in the category of asset managers with assets 
valued at between R1 billion and R2 billion. The AUM in 
this category grew from 7.3% in 2019, to 11.9% in 2020. 

• The category of firms with AUM that is valued at between 
R2 billion and R5 billion also recorded a minor increase 
of 0.9%, growing from 8.3% in 2019, to 9.2% in 2020. 

INCREASES IN HEDGE FUND ASSETS



Chart 5.1: Total assets by hedge fund manager size

The country’s large hedge fund managers continued to 
demonstrate good returns in 2020, retaining their position as 
holding the lion’s share of the industry’s assets.  

• The dominance of large hedge funds with asset sizes 
valued at over R2 billion continues. The 2020 data 
demonstrates that 58.6% of the industry assets are 
managed by this sector, which equates to an increase of 
4.4%, since the previous survey. 

• Another category that indicated a slight increase, was 
hedge funds with assets valued at between R500 million 
and R1 billion. This category’s industry assets grew by 
1.9% to 16.1% in 2020.  

• Assets managed by the category of hedge funds with 
assets valued at between R200 million and R500 million 
in 2020, remained the same than in 2019, which was 
4.7%.

• After gaining assets in 2019, the category of funds with 
AUM valued at between R1 billion and R2 billion had 
a significant (relative) decrease in their share of the 
industry assets, dropping by 5.1% from 23.6% in 2019, to 
18.2% in 2020.

• There also remains an insignificant decrease in hedge 
funds assets managed by categories of small hedge 
funds, but the assets continue to decline - as some 
funds grow and some cease to exist. Only 0.94% of the 
industry’s asset are managed by this category.

Even though there were no changes in the number of the 
hedge fund managers with assets valued at more than R2 
billion in 2019 versus 2020, their total asset size improved 
from 54.2% to 58.6% in the past year. This category also 
demonstrated the most significant improvements vis-à-vis 
year-on-year changes in assets managed.

Chart 5.2: Total assets by hedge fund manager size

In Rand terms, assets valued at R7.5 billion were added to 
the category of hedge fund managers with assets valued at 
over R2 billion, in 2020. The value of assets managed by the 
category of hedge funds with AUM valued at between R500 
million and R1 billion, grew by R2.4 billion. 

Except for the category of hedge funds with asset sizes 
valued at between R1 billion and R2 billion, which decreased 
by R1.3 billion, there were no significant changes recorded in 
assets managed by the other categories.
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INDUSTRY SHARE OF ASSETS



INDUSTRY CONCENTRATION

The hedge fund industry continues to be dominated by fewer, 
large hedge fund managers: 

• The current top 10 hedge fund managers manage up to 
61.2% of the industry’s assets, which is a slight increase 
from the 60.8% that was reported in 2019.

• In nominal terms, both the current top 10 fund managers 
and the rest of the managers reported an increase in 

AUM. There was an increase to the value of R3 billion in 
assets managed by hedge fund managers who do not 
form part of the top ten, while the latter manages assets 
valued at R5.5 billion more than the R32 billion reported 
in 2019.

• Even though the hedge fund managers who do not form 
part of the top ten had some increase in assets managed, 
their share of industry assets is still only at 38.8%, which 
is 0.4% lower than what was reported in 2019.

FUND LAUNCHES AND CLOSURES

According to our records, 18 funds were dissolved during 
the period under review. These funds also included some 
reported segregated mandates. The overall dissolved funds 
accounted for R3.5 billion of the assets managed in 2020. 

It is however important to note that an additional four funds 

transferred assets to the value of R781 million to the same 
investment managers, who had other existing mandates. 

There were also another nine newly launched hedge funds 
which accounted for R1.1 billion of the AUM by the end of 
December 2020. 

CAPACITY

It can be assumed that the substantial outflows experienced 
by the industry since 2017, has led to several funds becoming 
susceptible to accept assets from new clients. In addition, 
there were new retail funds launched by existing managers 
who are still looking for assets.

Based on the data supplied in the survey, only 0.4% of the 
funds are hard closed, while 95.3% of the funds reported 
to still have capacity. None of the funds reported to be soft 
closed.

Chart 6: Ten largest hedge funds as a percentage of the total industry assets under management

Chart 7: Industry capacity
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Chart 7.2.1: Available capacity  

It can be assumed that the substantial outflows experienced 
by the industry since 2017, has led to several funds becoming 
susceptible to accept assets from new clients. In addition, 
there were new retail funds launched by existing managers 
who are still looking for assets.

Based on the data supplied in the survey, only 0.4% of the 
funds are hard closed, while 95.3% of the funds reported 
to still have capacity. None of the funds reported to be soft 
closed.

CAPACITY (CONTINUED)

Chart 7.2.2: Maximum capacity 

Of the available capacity in the industry, 49.2% of the funds 
reported to have capacity of over R1 billion, while 33.8% 
reported a slightly lessor capacity of between R500 million 
and R1 billion.

Only a smaller number of funds (represented by 1.5%) 
indicated that they are about to reach maximum capacity. 
This is the category of funds that have up to R100 million 
available capacity, which may be considered as insignificant, 

as this category is represented by qualified investor funds. 

At least 22.4% of the respondents reported maximum 
capacity in excess of R2 billion, while the same number of 
respondents indicated maximum capacity of between R500 
million and R1 billion.

The majority of the funds (52.0%) reported maximum 
capacity of less than R500 million.
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When examining the strategy trends since 2004, it becomes 
evident that the assets managed through equity LS strategy 
is high. In fact, most of the time, this type of strategy is 
utilised for management of more than 50% of the industry 
assets. For the period under review, LS strategy (excluding 
equity market-neutral (MN)) remained the dominant strategy, 
accounting for management of 48.1% of the industry’s assets. 

STRATEGY AS A PERCENTAGE OF TOTAL HEDGE FUND ASSETS

Considering that over 50% of the industry’s assets have been 
consistently managed through the LS strategy since 2013, the 
current change in assets managed within the strategy is quite 
significant. 

Below is an analysis of the strategies as a percentage of the 
total industry assets, based on the Association for Savings and 
Investment South Africa (ASISA) hedge fund classification 
standard, which came into effect on 1 January 2020. 

Chart 8.1: Hedge funds strategies as a percentage of the total industry assets under management

Chart 8.2: Hedge fund strategies as a percentage of the total industry assets under management – first tier of classification – type

Chart 7.2.2: Maximum capacity 

Data shows an increased allocation to retail investor hedge 
funds (RIHFs). Part of this increase was due to newly launched 
retail funds, as well as the appetite from both HNWIs and 
retail clients. 

• Retail investor hedge funds’ allocation increased to 
40.8% in 2020 from the 34.0% reported in the prior year.

• Qualified investor hedge funds still manage the bulk of 
the industry assets (55.2%), even though this is 8.7% less 
than that of the previous year.

• Four percent of the assets that were reported in the 
‘funds’ category, are neither QIHFs nor RIHFs.
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Funds that are set up to invest in South Africa, are in the 
majority, in terms of the number and the amount of assets 
managed.

In terms of assets:

• A total of R53 billion of the industry assets are managed 
by South African portfolios. These are collective 
investment hedge fund portfolios that invest at least 60% 
of their total exposure in the South African investment 
markets.

• Over R6.5 billion (10.7%) of the industry assets are 
managed by worldwide funds. These are collective 
investment hedge fund portfolios that have no limits set 
for either domestic or foreign assets.

• Only 2.1% of the assets are managed by collective 
investment hedge fund portfolios with at least 80% of 
total exposure outside South Africa (global funds).

Chart 8.3: Hedge funds strategies as a percentage of the total industry assets under management – second tier of classification 
geography

Chart 8.4: Hedge funds strategies as a percentage of the total industry assets under management – third and fourth tier of 
classification – managers’ self-classification

STRATEGY AS A PERCENTAGE OF TOTAL HEDGE FUND ASSETS (CONTINUED)
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NET FLOWS BY STRATEGY

Chart 9: Net flows and closures by strategy

Some of the key takeaways from the survey:

• Net inflows were observed in all three strategies, namely: 
multi-strategy, equity MN and fixed income arbitrage. 
Collectively, they account for an addition of assets 
valued at R3.3 billion in the industry. 

• Dissolved funds in 2020 accounted for R3.5 billion, of 
which 67% was from equity LS - long bias. This constitutes 
a loss of assets by the industry, unless these assets were 
incorporated in other existing strategies.

• The most notable change was the substantial decrease 
in the overall equity LS assets as indicated above. 

• Though the composition of strategies remained largely 
skewed to utilising equity LS assets, the use of this 
strategy reduced from 60.2% of assets managed in 2019, 
to 56.7% of assets managed in 2020. 

• Fixed income (FI) remained on a fairly similar level in 
terms of the industry assets managed. FI hedge funds 
are reported as the second-largest strategy utilised for 
managing 18.9% of the industry’s assets.

• A further 9.7% of assets were reported to be managed by 
multi-strategy funds. 

• Based on the fourth tier of the ASISA classification, 
equity LS long bias was in the majority in terms of the 

number of funds and assets managed. This strategy is 
used to manage R34.9 billion (46.2%) of the industry’s 
assets, and 81.4% of those that fall within the equity LS 
category.

• Equity market-neutral (MN) is the second-largest 
strategy utilised for assets within the equity LS category, 
managing 15.2% of this R34.9 billion.

• The variable bias strategy accounts for the second-
smallest part of the equity LS strategy, after the equity LS 
bias. This strategy was reported to be used for managing 
only 3.4% of equity LS assets. Only 0.01% of the equity 
LS money is managed by the equity LS strategy - short 
bias.

STRATEGY AS A PERCENTAGE OF TOTAL HEDGE FUND ASSETS (CONTINUED)
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While the majority of the main industry investors experienced 
an increase in assets, the funds of funds (FoFs) declined as 
one of the significant investors. In 2013, for example, this 
category of investors accounted for over 60% of the industry 
assets. 

Currently however, the FoFs only account for 29.1% of the 
industry assets, which is less than half of the figure recorded 
in 2013, and 3.5% lower than what was recorded in the 2019 
survey. Data shows that this role of ‘most significant investor’ 
in the industry that was previously played by FoFs, is now 
shared by the pension funds, HNWIs and RIs.

As the second-largest allocator to the industry after FoFs, 
pension funds have demonstrated consistent growth, 

with an increase from 25.5% in 2019 to 27.3% in the period 
under review. Both these allocators utilise different types 
of strategies and asset managers, and invest in assets of 
different sizes - across all sectors.

The HNWI sector also grew from 23.9% in 2019, to 25.4% in 
2020, while RIs increased from 7.0% in 2019, to 9.0% in 2020. 

The “Other” category, which among others include entities 
like corporates, companies, trusts, private lenders, etc., 
accounted for 9.0% of investments, which is at the same level 
as that of RIs.

KEY ASSET ALLOCATORS / INVESTORS

Chart 10: Key asset allocators or investors

MANAGER TRACK RECORD

Chart 11: Fund track record and representation of assets under management
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47.5 % - Retail Investors Hedge Fund 47.5% - Qualified Investors Hedge Fund 5.0% - Not Registered

Chart 12: Collective Investment Schemes

Of the 141 funds observed, 71 funds (representing 26.4% 
of the total funds assessed) had a track record of being in 
operation for five years and more. Of these funds, at least 
54 (38.3% of the total funds assessed) were funds with track 
records exceeding eight years in operation. This is a category 
of funds that are managing 50.4% of the industry’s assets. 

In the category of funds that have been in operation for 
more than eight years, it was noted that some have been in 
existence for up to 22 years. This can be interpreted as an 
indicator that the investment managers that manage such 
funds, have extensive hedge funds experience.

About 38 of the funds (representing 27.0% of the total funds 
assessed), manage 25.5% of the industry’s assets, with a track 
record of being in operation for three to five years. 

MANAGER TRACK RECORD (CONTINUED)

Twenty-six funds (representing 18.4% of the total funds 
assessed), are those with a track record of between one and 
two years. This is the category of funds that is third-most 
supported by investors, as it manages 12.3% of the current 
industry assets. 

The category of funds with a track record of six or seven 
years in operation (represented by 16 funds), manages 9.8% 
of the industry assets.

As expected, the newly launched funds, meaning those 
with no track record or less than one year in operation, only 
manage 2.0% of the industry’s assets.

STRUCTURE
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SCHEMES

During the period under review, 96.0% of the industry assets 
were either allocated to qualified investor hedge funds 
(QIHFs) or retail investor hedge funds (RIHFs). Our survey 
data indicates a considerable growth in the number of RIFs 
compared to QIFs. Of the 141 funds assessed, 47.5% were 
RIHFs, which equalled the number of funds registered as 
QIHFs. 

Albeit a sizable increase in number of RIHFs, the total size 
of assets managed by the retail funds are R9 billion less than 
assets managed by QIHFs.

Only 5.0% of the total surveyed funds were reported as 
unregistered. This includes some of the segregated funds 
that may mirror those that are registered QIHFs or RIHFs.



LEGAL STRUCTURE

At least 91.1% of industry participants have fully transitioned 
into being compliant with the relevant regulations, with the 
remaining 8.9% of asset managers opting to use limited 
liability partnership (LLP) structures.

The survey data provided for the period under review, 
indicates that all nine newly launched funds who responded, 
are registered as CIS funds. 

Based on the most recent regulatory amendments, only 
certain structures are allowed within the CIS environment 
and a portfolio may only use the following structures for 
investment of its hedge fund assets: 

• A CIS trust arrangement as stipulated by the Collective 
Investment Schemes Control Act; or 

• An en commandite partnership (ECP), also known as an 
LLP. 

In an ECP, the liability of the en commandite partner (whose 
name remains undisclosed) towards co-partners of the 
partnership, is limited to the specified capital amount which 
the en commandite partner has contributed or has undertaken 
to contribute to the partnership. The en commandite partner 
is thus not at risk of suffering a loss or liability that is 
greater than the sum of its investment in or the contractual 
commitment to the partnership.

While most hedge funds have utilised ECPs before, regulations 
determine that any new structures must first be vetted and 
approved by the FSCA. 

Chart 13: Legal structure

DAILY PRICING

Chart 14: Daily pricing

Based on the feedback from the survey respondents, 55.4% 
of funds are offering daily pricing. This is a significant 
increase from last year’s figure of 35.0%. Dealing and pricing 
frequency of hedge funds, especially on a daily basis, may be 

viewed as one way of improving the transparency of funds, as 
it enables investors to effortlessly and frequently monitor the 
performance of funds.

OPERATIONS
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PRIME BROKER BREAKDOWN

MANAGEMENT COMPANIES

There has however been a significant increase in funds that 
deem it necessary to utilise more than one prime broker, 
from 45.6% in 2019, to 55.0% in 2020. 

The percentage of funds that only use one prime broker 
decreased from 48.1% in 2019 to 42.5% in 2020. 

In 2020, only 2.5% of funds have not been using a prime 
broker, which is a further decrease from the 6.3% in 2019. 

Chart 15: Use of prime brokers in hedge fund industry

Chart 16: Hedge funds industry management companies

assets from 49.9% in 2019, to 60.0% in 2020. 

While the number of independent Mancos in the industry 
specifically focusing on hedge funds reduced, it was noted 
that there are more funds, especially from bigger asset 
management houses, that make use of Mancos that have 
been set up internally. As demonstrated by chart 17 above, 
this portion (Management company 4) manages 12.8% of 
the industry’s assets.

South African hedge funds regulations require that 
hedge funds appoint a management company (Manco) 
for all administrative, operational and risk-monitoring 
responsibilities. The appointed Manco must also be 
approved by the FSCA. Due to this development, the 
operational risks associated with hedge funds have been 
reduced. 

In 2020, the top two largest Mancos have cumulatively 
increased their dominance in representation of industry 
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Regulations compel hedge funds managers to compile and 
regularly update minimum disclosure documents (MDDs), 
to disclose the total expense ratio (TER) of their funds. This 
includes but is not limited to the funds’ management and 
performance fees over a period of 12 months.

Most of the funds charge a management fee of 1.0% of the 
value of the AUM, per annum (p.a.). Of the funds assessed, 
44.6% of the funds charge an annual management fee of 
1.0%, which is a notable reduction from the 53.9% which was 
reported in 2019. 

A positive takeaway for industry investors, may be that 
there has been an increase in funds that charge less than the 
usual 1% p.a. management fee, from 12.8% in 2019, to 17.3% 
in 2020. Also, none of the respondents reported charging 
management fees of 2.5% p.a. or higher.

For some investors, this may however beg the question why 
38.1% of funds still charge more than the average 1% p.a. 
management fee. A total of 28.8% of the funds assessed, 
charge higher than 1.0% but below 2% of management fees 
p.a., and at least 7.9% charge 2.0%.

At least 1.4% of the funds were reported to be charging a 
management fee of above 2%. but less than 2.5%.

MANAGEMENT FEES

The survey data indicates that an equal percentage of 
managers (1.4%) charge 25% and 30% of performance fee. 
These funds do however typically only charge a performance 
fee with no management fee.

Of the assessed funds, 64% charge an incentive or 
performance fee of 20%. Approximately 74.0% of funds were 
reported to be charging the same fee in the prior year, which 

constitutes a 10% decrease.

At least 32.3% of the funds assessed charge an incentive or 
performance fee of less than 20%, which is an increase of 
12.8% from the 2019 figures. This is broken down to 16.5% 
of funds that charge 15%, followed by 4.3% who charge 
10%, 0.7% who charge 5%, and 10.8% who charge zero or no 
incentive or performance fee.

PERFORMANCE FEES

Chart 17: Industry management or fixed fees

Chart 18: Industry incentive or performance fees
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PERFORMANCE FEE HURDLES

The percentage of managers who consider hard hurdles 
has reduced from 86.0% in 2019, to 81.3% in 2020. These 
represent all funds that consider any of the hurdle rates 
such as “cash+”, “inflation+“ and “other” hurdle rates.

Funds that do not consider a hurdle rate, meaning funds 
that charge performance fees on its entire performance, 
increased by 4.6% to 18.7% in the year under review. 

Funds using the “cash + fixed hurdle rate,” reduced from the 
64.1% reported in 2019 to 59.8% in 2020, while those using 
the “inflation + fixed hurdle rate” showed a gradual increase 
from 2.7% to 7.5%.

The category of hurdle rates which has not previously been 
viewed as a “traditional” hurdle rate (represented by “other” 
in chart 19), decreased from 19.2% in 2019 to 14.0% in 2020.

Chart 19: Different hurdle rates employed by the industry over time
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After posting a stellar performance during 2019, the outlook 
for capital markets at the start of the new decade seemed 
positive until volatility struck. Geopolitical tension between 
the US and Iran flared up following a US drone attack that 
killed one of the most senior Iranian military officials, General 
Qassem Soleimani. The global sentiment initially turned 
negative as headlines and Google searches on the possibility 
of “World War 3” spiked amidst the escalating conflict. The 
tension however gradually subsided, and markets resumed 
their upward trajectory.

Another period of instability commenced towards the end 
of January 2020 when global financial markets took a sharp 
lower turn, as a result of the outbreak of the coronavirus in 
China. At first, this did not have a major impact on the financial 
markets, and the focus remained on the earnings of the final 
quarter of 2019 (Q42019) which exceeded expectations, and 
on improving business survey data. 

However, towards the end of February 2020, it became 
apparent that the virus was more difficult to contain than 
initially expected, and that it was rapidly spreading to other 
parts of the world. By then, it has spread to Iran, Italy and 
South Korea and first cases have been diagnosed in the US, 
France and the UK, and it has been officially declared as a 
global pandemic. As a result, the global stock markets have 
suffered the worst monthly decline in February 2020, since 
the December 2018 sell-off. Companies listed on the S&P500 
across all sectors also suffered major drawdowns, with energy 
stocks hit especially hard. 

By the end of the first quarter of 2020 (Q12020), it became 
evident that this quarter will go down as one of the most 
unique in the history of capital markets, as all the major indices 
fell more than 10% from their recent all-time highs that were 
achieved just earlier in the year. Soon after, US surpassed Italy 
with the largest number of positive COVID-19 cases, which 
constituted 30% of the cases diagnosed globally. For this 
reason, the Trump administration was sharply criticised for 
initially downplaying the severity of the virus, and for its slow 
response to assist states under pressure, including New York, 
New Jersey and Washington. The world’s largest economy 
has indeed provided a case study on how not to deal with a 
pandemic.

The situation in Europe was equally dire, with the number 
of deaths due to the coronavirus in Italy, Spain, France and 
Germany surpassing 50,000 within the first quarter. These 
countries remained in almost complete lockdown, in a 
bid to get the outbreak under control. During this period, 
governments and central banks around the world rose to 
the occasion by releasing unprecedented amounts of fiscal 
funds to provide monetary and other support for economies 
that were hit hardest by the pandemic. Developed nations 
responded with fiscal and monetary stimulus packages of 
anywhere between 10% and 20% of their GDP. As part of the 
US’ fiscal package, citizens also received a pay-out from the 
government.

The markets responded very positively to these unparalleled 
interventions, rallying and recovering from the sell-off. 
While the COVID-19 pandemic continued to spread around 
the globe, some countries started to experience reductions 
in new daily infection rates, and gradually reopened their 
economies.

Global economic activity and markets continued to recover 
and rally throughout the second and fourth quarter, despite 
the increased rates of new COVID-19 cases in certain 
geographies. Europe however continued to be hit hard in 

the third quarter, with US following closely behind. Over and 
above the gradual market recovery, another silver lining was 
the progress of vaccine trials, by the end of the third quarter. 
At this point, there were 33 million COVID-19 cases globally.  

As the Trump administration drew to its end after the heated 
US elections on 3 November, November 2020 was also 
marked as a turning point in the capital markets, since the 
start of the global pandemic. The announcement of three 
vaccines that were effective in combatting the virus drove 
most of the market indicators to positive territory and added 
fuel to the post-US election rally.

Turning to the local markets, the year was very similar to what 
was experienced globally. The first quarter saw South Africans 
experiencing a 21-day nationwide lockdown, commencing 
on 27 March 2020, with government following the South 
Koreans’ example by testing aggressively in conjunction with 
the hard lockdown. These measures were expected to contain 
the spread of the virus, but has proven limited success.

Adding fuel to the fire, Moody’s decided to downgrade South 
Africa to “junk” status. This move was not unexpected, but 
the timing couldn’t have been worse. As a result, bonds and 
the ZAR experienced an initial knee-jerk reaction sell-off, 
but fortunately restabilised to similar levels than prior to the 
downgrade, rather quickly.

The Q12020 GDP figure highlighted the poor state of the 
local economy, which escalated to crisis status due to a 
third consecutive quarter of economic contraction. The 
supplementary budget presented by Minister of Finance 
Tito Mboweni towards the end of the quarter, furthermore 
confirmed the negative effect of the crisis on both the 
economy and government finances.

Local markets reacted in similar fashion to their global 
counterparts as the JSE All Share Index lost 12.8% and the All 
Bonds Index (ALBI) was down by 10.6% in the first quarter. In 
response, the South African Reserve Bank (SARB) aimed to 
support the economy by first lowering rates by 100bps, and 
then reducing it again by another 100bps. 

In comparison to dismal performance by risk assets, local 
hedge funds managed to protect the downside during the 
month of March 2020, and retained positive performance 
overall, during Q12020. This is despite the fact that Q12020, 
and March 2020 especially, marked one of the most 
challenging periods experienced on the capital markets, due 
to extremely high volatility, low liquidity and a relatively large 
uptick in inflation.

During the second quarter, it became evident that the market 
was recovering, as the JSE All Share Index returned 23.18% 
over the quarter and bonds continued to demonstrate 
positive performance, returning yields of 9.04% across the 
curve fell.

By the fourth quarter, the local economy continued to 
recover, albeit slowly. Despite some positive data points being 
released, it was clear that the country still had a long way 
to go. This was exacerbated by the emerging of a mutated 
strain of the original COVID-19 virus, which proved to be more 
infectious and deadlier, which in turn necessitated that the 
country remains in lockdown. 

The JSE All Share Index however ended the year on a positive 
note, returning 7.0% for the twelve-month period, which was 
just 5% lower than in 2019. The ALBI outperformed equities 
and was up 8.7% for the twelve months, which is just 1.3% 
lower than 2019.

PERFORMANCE REVIEW FOR 2020
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STRATEGY PERFORMANCE: (CALENDAR RETURN) JANUARY TO DECEMBER 2020

Chart 20: Average performance in relation to asset sizes

Overall, except for one, all categories of hedge funds 
outperformed the local equity market, and on average, all 
sizes of hedge funds saw positive returns for the 12-month 
period that ended on 31 December 2020.

Funds managing assets valued at more than R2 billion, 
posted an average return of 13.1%, which constitutes 70 
less basis points than what was recorded in 2019. Funds 
who manage assets valued at less than R100 million, once 
again underperformed in comparison to other categories, 
showing a return of 3.3% which is 1.6% lower than that of 
2019. This is the third-largest category, which represents 
36.0% of all funds’ assets reviewed.

Similar to 2019, funds managing assets valued at between 
R500 million and R1 billion, were the second-best 
performing category after the larger funds that manage 

assets valued at more than R2 billion. The average return in 
this category was 12.0%, which constitutes an improvement 
of 50 basis points from the 11.5% recorded in 2019. This 
category is the second-smallest, based on the total value of 
assets managed, after the category of funds that have AUM 
which is valued at less than R100 million. 

Funds managing assets to the value of between R100 
million and R500 million were the third-largest category, 
representing 21.2% of all funds’ assets reviewed. The 
category returned an average of 7.8%, which is in line with 
that of 2019. 

Funds managing assets of between R1 billion and R2 billion, 
were the third-best performing category, with average 
return of 11.2%. The funds in this category collectively 
manage 21.6% of the industry assets.

AVERAGE PERFORMANCE BY ASSET MANAGER SIZE

All major strategies produced positive average returns for the year 2020. 

Chart 21: Average performance in relation to strategies
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Performance review - Equity long-short

The 12-month average return for the equity LS strategies 
were 6.33%, which was the third-best performing among the 
main strategies employed in the industry. 

• A huge dispersion of performance (123.9%) was observed 
due to some negative outliers.

• At least 28,9% of equity LS strategies experienced 
negative performance during the year, with the lowest 
fund returning -71.6%. 

• At least 71.1% of the funds reported positive numbers, 
41% of which produced double-digit returns.

• The top 10 performers achieved an average of 28.3% for 
the year, with the top-performing fund returning 52.4%.

Performance review - Equity market neutral

With an average of 8.4% return over the 12-month period, 
equity MN strategies posted the second-best returns among 
major strategies in the local hedge fund industry. 

• A dispersion of returns of 43.4% was observed with 
outliers on the positive side.

• A total of 16.7% of the funds employing equity MN 
strategies were negative for the year, with the lowest 
being 5.3%. 

• A total of 33.3% of the funds in this category achieved a 
double-digit return.

• The top 10 funds in this strategy achieved an average 
return of 13.4%, with the top-performing fund posting 
38.1%.

Performance review - Fixed income hedge

With an average return of 11.6% over the 12-month period, the 
fixed income hedge strategy was the top performer among 
all strategies in the industry. 

• A dispersion of returns of 54.4% was observed, which 
is as expected, lower than that of equity MN strategies. 

• Only 11.8% of the funds employing fixed income hedge 
strategies assessed, posted negative returns from 
January to December 2020. 

• From the 88.2% of funds that posted positive returns, 
52.9% achieved double-digit returns.

• The top 10 funds in this strategy achieved an average 
return of 20.1% over the 12-month period, with the top-
performing fund posting 41.0%.

Performance review - Multi-strategy hedge

With an average return of 6.3% over the 12-month period, 
multi-strategy hedge strategies performed in line with the 
equity LS strategies. 

• A dispersion of returns of 56.0% was observed with 
negative outliers.

• Only 14.7% of the funds employing multi-strategy hedge 
strategies achieved negative returns from January to 
December 2020.

• Of the 85.3% of funds that posted positive returns, 26.5% 
achieved a double-digit return.

• The top 10 funds in this strategy achieved an average 
return of 16.1% over the 12-month period, with the top-
performing fund posting 25.1%

Chart 22: Monthly average returns by strategies

As mentioned earlier in this report, 2020 marks one of the 
most challenging years in the investment world. The graph 
above highlights the responsiveness of local hedge funds 
strategies, mainly analysing the monthly performance of the 
well-known strategies.

The first observation is the downside protection of all 
strategies, but even more so for the equity MN and fixed 
income (FI) hedge strategies.

A notable observation includes the high correlation of returns 
between the equity LS and multi-strategy categories, while FI 
hedge funds were the least correlated to both the market and 
other hedge fund strategies.

The best performance recorded during the difficult month of 
March 2020 was a negative 20bps or -0.20% by an equity 
MN strategy.
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EQUITY LONG/SHORT

Gross exposure

Most of the funds surveyed, reported an average gross 
exposure of between 50% and 100%, which is an increase 
from 8.3% from 2019 to 54.4% in 2020. Fourteen percent of 
the funds, which is a decrease from the 50% in 2019, reported 
an average gross exposure of between 100% and 150% in 
2020.

During the period under review, there was another increase 
in average gross exposure between 200% and 300%, from 
4.2% to 7.8%. None of the funds reported an average gross 
exposure of 300%, which is in line with 2019.

Net exposure

Up to 33.3% of equity LS funds had an average net exposure 
of between 50% to 100% in 2020; which is a noticeable 
decrease from the 32.0% that was reported in 2019. Another 
thirty three percent of the equity LS funds were net short 
during 2020, compared to 11.1% in 2019. 

The group with an average net exposure of between 10% and 
50% increased from 21.5% to 27.8% in 2020. The majority of 
funds had a net long exposure of between 10% and 100%, 
with few outliers that had net long exposures of above 100%.

Chart 23: Equity long-short gross exposure over time

Chart 24: Equity long-short net exposure over time
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EQUITY MARKET NEUTRAL

Gross equity exposure

Overall, there was a general trend towards higher equity 
exposure in the MN group of funds.

An average gross equity exposure of between 100% and 
150% and between 150% and 200% recorded an increase 
from the prior reporting period, which respectively rose to 

50% in 2020 from 40.0% in 2019, and to 25.0% in 2020 from 
13.3% in 2019.

The year 2020 saw 12.5% of the aggressive MN funds 
decreasing their average gross equity exposures that were 
over 300%, to the 200% to 300% band. 

Trading activity

The number of equity LS funds with a turnover of between 
twice to fourfold the fund net asset value (NAV), increased 
significantly from 17.4% in 2019, to 51.7% in 2020. There was a 
slight increase of 2.9% of funds from 38.8% in 2019, to 41.7% 

in 2020, that reported a turnover of zero to twice the fund 
NAV. Funds with a turnover of more than ten times their NAV 
reported the biggest drop in 2020, to only 6.7% of funds in 
that range, versus 39.7% in 2019.

Chart 25: Trading activities by equity long-short funds

Chart 26: Equity market neutral gross exposure over time
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Net exposure

There was a general trend towards increased net equity 
exposure in the MN group of funds.

None of the MN funds reported a net short equity exposure 
in 2020, while funds with a net equity exposure of 0% to 10% 
decreased by a notable 40.8%, from 53.3% to 12.5%.

Most of the funds (50.0%) reported an average net exposure 
of between 10% to 50%, which is up from 40.0% in the 
previous period.

In 2020, there was also an emergence of 37.5% of MN funds 
with a net exposure of between 50% to 100%.

Trading activities

There was an equal split between funds that had a turnover 
of between zero to twice their NAV and those with twice to 
fourfold their NAV in 2020. Turnover in the range of funds 
between twice to fourfold their NAV saw a substantial 

increase from 6.7% to 50.0%, while funds with a turnover 
between zero and twice their NAV increased by 30.0% to 
50.0% in 2020. There were no managers that reported a 
turnover of greater than four times their fund NAV in 2020.

Chart 27: Equity market neutral net exposure over time

Chart 28: Trading activities by equity market neutral funds
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During the period under review, 40.6% of fund managers were 
found to be non-compliant with current BBBEE requirements. 
This is an increase of 15.6% from the numbers reported in the 
previous survey.

Though this remains insignificant, the number of hedge fund 
managers who have a level 1 BBBEE rating has doubled to 
12.5%. The majority of these, are managers who improved 
their previous rating from level 2 to level 1. Our data shows no 
records of managers that have BBBEE level 5, 6 and 7 ratings.

INDUSTRY BBBEE-COMPLIANCE

Chart 31: Trading activities by fixed income funds

Chart 30: BBBEE rating of hedge fund managers

Fixed income trading

FI hedge funds that reported turnover ranging between zero 
and twice their NAV remained at 50.0% in 2020 (which is the 
same as in 2019). No managers reported a turnover of more 
than ten times that of their fund NAV, which constitutes a 
drop of 50.0% from 2019. 

Funds that reported a turnover between four and six times 
that of their fund NAV, increased from 0% in 2019 to 25.0% in 
2020. Funds that achieved a turnover of between eight and 
ten times that of their fund NAV also increased from 0% to 
25.0% in 2020.

FIXED INCOME

TRANSFORMATION
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SENIOR MANAGEMENT

Chart 31: Proportion of senior management in relation to 
gender

Chart 32: Proportion of senior management in relation to 
ethnicity

In 2020, 23.1% of funds’ senior management comprised 
females, which is a commendable increase from the 5.1% in 
2019.

The largest increase was recorded in the representation of 
Coloured people in senior management roles, which increased 
by 5.2%, from 7.4% in 2019, to 12.6% in 2020.

The percentage of people of Indian descent in the senior 
management role decreased from 12.4% in 2019 to 6.7% in 
2020. 

The data provided also shows that the representation of 
Africans remains unchanged at 8.0%
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The top predominant headwinds for the hedge fund industry 
in 2020 are detailed below.

The factors considered as the biggest headwinds are marked 
as “Ranked 1” on chart 33. Of the 30 hedge funds managers 
that responded:

• A total of 36.7% of respondents considered “loss of 
assets” (in the industry) as the leading factor that could 
slow growth. The other 10.0% of respondents chose “loss 
of clients” as the main headwind.

• Two groups with an equal number of respondents 
(23.3%), considered “increased regulatory requirements 
and associated costs,” and “poor performance” as the 
leading factors that could slow growth of the industry.

• While 3.3% of respondents indicated “fee pressures” as 
the biggest headwind, the other 3.3% indicated “other” 
factors. Some of these factors include: lack of new 
clients, COVID-19, clients preferring offshore funds and 
lack of assets allocated to BBBEE managers.

The factors considered as the second-biggest headwinds are 
marked as “Ranked 2” on chart 33. Of the 29 hedge funds 
managers that responded:

• A total of 28.6% considered “loss of clients” as the 
second-biggest headwind.

• Three groups that each represent 21.4%, indicated their 
second-biggest headwind that could slow growth of the 

industry as “loss of assets”,” lower liquidity levels” and 
“fee pressures”. 

• Only 3.6% of the mangers ranked “increased regulatory 
requirements and associated costs” as their second-
largest headwind, while the other 3.5% of respondents 
pointed out the effect of “poor performance.”

The factors considered as the third-biggest headwinds are 
marked as “Ranked 3” on chart 33. Of the 28 hedge funds 
managers that responded:

• A total of 34.5% regarded “fee pressures” as the third-
biggest headwind. 

• A total of 17.2% selected “loss of assets” as the third-
biggest headwind.

• Three groups that each represent 13.8% indicated “loss 
of clients”, “increased regulatory requirements and 
associated costs” and the effect of “poor performance” 
as tier three ranked factors that could slow the growth of 
the hedge funds industry.

• Overall, the data shows that “loss of assets” by the 
industry is top of mind for most hedge fund managers, 
while lower liquidity levels is generally not viewed as 
a major factor that is likely to slow the growth of the 
hedge fund industry.

Novare requested survey participants to provide their views 
on the main headwinds for the industry in 2020, by ranking 
the following factors:

1. Poor performance

2. Loss of assets

3. Fee pressures

INDUSTRY HEADWINDS

4. Increased regulatory requirements and associated costs

5. Lower liquidity levels

6. Loss of clients

7. Other (any other factors considered by managers)

Chart 33: Industry headwinds over 12-month period
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Novare also requested survey participants to provide their 
views on the main drivers of clients’ interest in the hedge 
fund industry in 2020, by ranking the following factors:

1. Access to niche opportunities

2. Access to specific markets

3. Alpha generation

4. Correlation benefits

5. Portfolio diversification

6. Downside protection

7. Other (any other factors considered by managers)

The top factors considered as the biggest drivers for clients 
that invested in hedge funds are marked as “Ranked 1” on 
chart 34. Of the 31 hedge funds managers that responded:

• A total of 38.7% considered “alpha generation” as the 
leading factor that attracted investors to hedge funds in 
2020. 

• Another notable group of 19.4% indicated “niche 
opportunities” as their main driver.

• A total of 16.9% indicated “downside protection” as the 
key driver.

• A total of 12.9% considered “portfolio diversification” to 
be the biggest driver. 

• Two groups of an equal number (6.5%) considered 
“access to specific markets” and “correlation benefits” 
as the leading drivers.

Factors considered as the second-biggest drivers that 
attracted clients to the hedge fund industry are marked as 
“Ranked 2” on chart 34. Of the 30 hedge funds managers 
that responded:

• Two groups of an equal number (26.7%), respectively 
considered “portfolio diversification” and “alpha 
generation” as the second-biggest drivers of investor 
interest in hedge funds. 

• A total of 20.0% indicated “access to niche opportunities” 
as the second-biggest driver.

• Two groups of an equal number (10.0%) indicated 
“access to specific markets” and “downside protection” 
as the second-most important drivers.

• Only 6.7% considered “correlation benefits” as the 
second leading driver.

Factors considered as the third-biggest drivers of investors 
towards the hedge fund industry are marked as “Ranked 3” 
on chart 34. Of the 29 hedge funds managers that responded:

• A total of 27.6% indicated “downside protection” as 
the third-biggest driver that attracted investors to the 
industry.  

• “Alpha generation” was also pointed out by 24.1% as the 
third-biggest driver.

• “Correlation benefits” was pointed out by 20.7% as the 
third-biggest driver. 

• “Portfolio diversification” was pointed out by 13.8% as 
the third-biggest driver. 

• ”Access to niche opportunities” was also pointed out by 
10.3% as the third-biggest driver. 

• A total of 3.4% stated “performance” as the third-biggest 
driver.

Overall, the data shows that “alpha generation” is the top 
driver that attracts investors to the hedge fund industry, 
while “correlation benefits” was generally not perceived as 
a major factor.

Chart 34: Respondents’ predicted drivers for hedge funds interest by investors

DRIVERS OF INTEREST TOWARDS THE INDUSTRY
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Looking beyond 2020, we solicited views from 31 hedge fund 
managers to determine where the main investor allocations 
will originate from.

1. Institutional investors

The majority of managers (64.5%) envisage that flows will 
increase from the category of institutional investors.

The other 29.0% of respondents expect no change in this 
category, while a marginal number of respondents expect a 
decrease in allocation from institutional investors.

2. Funds of funds

Just more than half of the respondents (51.6%) envisage that 
flows will remain unchanged with regards to allocations from 
FoFs.

A total of 16.1% of the respondents expect a further decrease 
in allocations from FoFs, while 32.3% expect a turnaround 
from this category of industry allocators.

EXPECTED SOURCES OF ASSETS

3. Retail investors

This category is almost equally split, as 51.6% of respondents 
envisage that there will be no change in flows with regards 
to allocations from RIs, while 45.2% expect a further increase 
from this category of investors.

Only 3.2% of the respondents expect a decrease in allocations 
from RIs.

4. Offshore investors

A substantial number of respondents (74.2%) envisage that 
there will be no change in flows with regards to offshore 
investor allocations towards local hedge funds.

A total of 22.6% of respondents expect an increase in 
allocations by offshore investors.

Only 3.2% of the respondents expect a decrease in allocations 
from this category of allocators.

Chart 35: Respondents’ predicted sources of assets for the industry
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IMPACT OF THE PROPOSED AMENDMENTS TO REGULATION 28 OF THE PENSION FUNDS ACT

Following the announcement of the proposed amendment to 
Regulation 28 of the Pension Funds Act by Tito Mboweni, the 
then Minister of Finance, we asked respondents of the survey 
to share their views on the impact this may have on the local 
hedge fund industry. 

Simply put, Regulation 28 of the Pension Funds Act governs 
the way managers of pension funds invest in various asset 
classes. 

The proposed amendments provide an alternative to 
prescribed assets for investment as we know it, including 
establishing a minimum floor for a pension fund’s investment 
to be held in government stock, with the aim to leverage this 
for economic development in growth. 

Infrastructure

‘Infrastructure’ per se is not defined as a specific category 
in the current regulation, and institutional investors may 
obtain exposure across several instruments and assets such 
as bonds, equities, immovable property, private equity and 
other. The proposed amendment is to introduce a more 
precise definition of infrastructure with various limits and 
aggregate limits for exposure in all these instruments and 
asset classes already permitted through Regulation 28. This 
will also help to establish better parameters for the purposes 
of data collation and measurement. Should this come into 
effect, the proposed overall investment limit in infrastructure 
across all categories will be 45% for domestic exposure, and 
an additional 10% for exposure in the rest of Africa, with a 
25% aggregate limit per issuer or entity.

Split of hedge funds, private equity and other assets

The proposed amendments will split “hedge funds, private 
equity and any other assets” that are not listed in the current 
schedule into “hedge funds, private equity and any other 
assets not listed in the schedule” in stand-alone asset classes. 
This will enable the introduction of specific limits of exposure 
to each of these asset classes. The limits for exposure to 
“hedge funds and any other assets not listed in the schedule,” 
have remained the same as follows: Hedge funds [2.5% per 
hedge fund, 5% per fund of hedge funds (FoHF), with an 
aggregate limit of 10% for hedge funds and 2.5% for “other 
assets”]. As a result of the split in assets, the limit of 15% of 

exposure in “hedge funds, private equity and any other assets 
not listed in the schedule” has been removed though

Our respondents’ views on the amendments

While there were a few respondents who were negative about 
this development, the majority had a positive outlook on it. 

Of the respondents who were positive, one indicated 
participation in the ASISA industry consultation, provided 
comments and was satisfied that the final version of 
comments submitted to National Treasury by ASISA captures 
all key issues.

Another respondent stated that “the announcement of the 
proposed amendments was a positive development as it 
opens up more opportunities for investors and not asset 
prescription.” 

“I think it is positive, it could increase exposure to the industry 
and assist not only the industry, but investors in making 
allocations,” said one participant.

“Helps to bring more positive attention to hedge funds,” was 
one of the manager’s response.

Another manager stated that it will be good for the hedge 
fund industry in the long term, but that he doesn’t expect 
material short-term benefits from increasing the allowance 
for alternatives.

Among those who were not positive, one was concerned 
about the allocation limits to hedge funds. The participant 
indicated that higher allocation limits are required, and 
specifically to single hedge fund managers.

One respondent simply stated that there are “No benefits 
for hedge funds”, and the other one said “Treat all CIS’ fairly. 
Allow multi-managed CIS’ to invest in QIHFs.”

Another hedge fund manager’s response was as follows: 
“Inadequate. Hedge funds need to also be allowed a similar 
limit to private equity. And there needs to be a distinction 
between retail hedge funds and qualified hedge funds.” 

With assistance from industry participants, the main objective 
of this survey is to provide information and bridge the gap 
between providers of hedge solutions and those who require 
them. We trust that this objective has been satisfactorily 
fulfilled.

Based on the results from the 2020 survey, the South 
African Hedge fund industry has once again proven that 
it can protect capital against downside risks and even 
produce positive returns amidst market volatility. It therefore 
remains an essential alternative that should be considered 
for an investment portfolio, with some of its key advantages 
being diversification, risk mitigation and the ability to yield 
enhanced returns. 

The Novare team would like to thank all those who responded 
to our call for participation in the survey, despite experiencing 
some of the most challenging times. As a result, we are now 
able to provide data on hedge funds industry trends, for the 
benefit of all.
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DISCLAIMER
This survey report is for the use of Novare Investments (Pty) Ltd (“Novare Investments”) and its clients only and is subject to copyright. Copyright in this document created by Novare Investments will remain vested in Novare Investments. It may not    
be reproduced in total or in part nor published externally without prior written consent of Novare Investments. The information in this survey report does not constitute the personal views of Novare Investments and opinions expressed herein are  
subject to change without notice. The information produced in this document is based on information received from third parties that have not necessarily been verified by Novare Investments or by another independent party. Information is reported    
on an aggregate basis without disclosing any particular asset manager information. The information contained in this report is provided in good faith and has been derived from sources believed to be reliable and accurate. However, no representation 
or warranty, express or implied, is made in relation to the accuracy or completeness of this information.

Novare Investments will not accept any liability for losses suffered as a result of inaccuracies or incomplete information. Novare Investments, its directors, employees and agents shall not accept any liability or responsibility of whatsoever nature        
and however arising in respect of any claim, damage, loss or expense relating to or arising out of or in connection with the reliance by anyone on the contents of this document. This document is for information purposes only and is not intended for    
the solicitation of new business nor is it an offer made by Novare Investments. This document does not constitute an offer to buy or a solicitation of an offer to buy or sell units in any jurisdiction in which an offer or solicitation is not authorised or to 
any person to whom it is unlawful to make such an offer of solicitation. Novare Investments does not purport to act as an advisor or in any fiduciary capacity, nor does it undertake to update, modify or amend the information on a frequent basis. The 
information contained in this document does not constitute an investment recommendation or rendering of advice. Collective Investment Schemes (CIS) should be considered as medium to long-term investments. The value may go up as well as down 
and past performance is not necessarily a guide to future performance. CIS’s are traded at the ruling price and can engage in scrip lending and borrowing. The collective investment scheme may borrow up to 10% of the market value of the portfolio 
to bridge insufficient liquidity. A schedule of fees, charges and maximum commissions is available on request from the Manager. There is no guarantee in respect of capital or returns in a portfolio. A CIS may be closed to new investors in order for it 
to be managed more efficiently in accordance with its mandate. Novare Investments is an Authorised Financial Services Provider.

A collective investment scheme (‘CIS’) can be described as an 
investment product that allows many different investors to pool their 
money into a portfolio. Unit trusts were the first CIS that was offered to 
investors in South Africa and remains the most popular form of CIS in 
the country. 

A multi-manager fund combines multiple professionally-managed 
investment funds into a single offering. Multi-manager funds provide a 
cost-effective way to achieve breadth in an investment portfolio, without 
having to constantly re-evaluate the holdings. 

Regulation 28 to the Pension Funds Act imposed limits on the 
investments of retirement funds. These were intended to protect funds 
against making imprudent investments. For example, you may only 
invest in a fund that has a maximum of 70% invested in equities, 25% in 
property, and no more than 30% of the fund’s assets should be invested 
offshore. 

A Financial Advisory & Intermediary Services (FAIS) CAT II licence 
holder is an authorised financial services provider (FSP) that renders 
intermediary services of a discretionary nature with regards to the choice 
of a particular financial product. 

A FAIS CAT IIA licence holder: is an authorised hedge fund and FSP 
that renders intermediary services of a discretionary nature in relation 
to a particular hedge fund of hedge funds (FoHF), in connection with a 
particular financial product. 

A lock-up period refers to a window of time or a period within which 
hedge funds or other closely held investment vehicles are not allowed to 
redeem or sell shares. 

Asset administration is an important function of all investment firms. 
This function is generally responsible for administrative tasks such as 
performance reports, compliance duties, risk monitoring and analysis 
reports. 

The Financial Advisory and Intermediary Services (FAIS) is a division 
within the FSCA that is responsible for the administration of the FAIS 
Act, 37 of 2002. FAIS registers FSPs after confirming that they meet the 
fit and proper requirements, supervises such providers on an ongoing 
basis to ensure ongoing compliance with the Act and takes the necessary 
regulatory action against those who do not comply, which include 
unregistered entities or persons. 

The prime broker provides a consolidation service, including services 
such as custody of securities, loaning of securities for short sales, margin 
financing, and back-office technology and reporting. 

Fund administrators are service providers whose main responsibility is 
to provide certain accounting and back-office services to a hedge fund. 

An en commandite partnership (ECP) is created when parties agree to 
carry on the partnership in the name of one or some of the partners, 
while the partners whose names are not disclosed are known as en 
commandite partners. 

The hurdle rate refers to the rate of return that a fund manager must beat 
in order to collect performance fees. 

The hard hurdle is only calculated on returns above the hurdle rate, while 
the opposite of that is a soft hurdle, which is calculated on the whole 
return.

Using “cash as a hurdle” means that the performance of the hedge fund 
is compared to that of the performance of cash investments, thereby 
comparing and determining whether the hedge fund performance is 
above the hurdle rate. The 20% performance/incentive fee may only be 
charged when the performance of the hedge fund is above the hurdle 
rate.

Gross exposure is the absolute level of a fund’s investments. It indicates 
the total exposure to financial markets, thereby providing insight into 
the amount of risk the investment is subject to, due to possible market 
fluctuations. The higher the gross exposure, the greater the potential loss 
or gain. 

Net exposure is the percentage difference between a hedge fund’s long 
and short exposure. 

NAV refers to net asset value. This is the value per share of a fund on a 
specific date or time. The value per share amount is based on the total 
value of all the securities in its portfolio, any liabilities the fund has, and 
the number of fund shares outstanding.

Retail investor hedge funds (RIHFs)* are collective investment hedge 
funds that are available for retail investors as per the classification set 
out in BN 52.

Qualified investor hedge funds (QIHFs) * are collective investment 
hedge funds that are available for qualified investors only as per the 
definitions set out in BN 52.

South African portfolios* are collective investment hedge fund 
portfolios that invest at least 60% of their total exposure in South African 
investment markets. These collective investment portfolios may invest 
a maximum of 30% of their assets outside of South Africa, plus an 
additional 10% of their assets in Africa, excluding South Africa.

Worldwide portfolios* are collective investment hedge fund portfolios 
that invest in both South African and foreign markets. There are no limits 
set for either domestic or foreign assets.

Global portfolios* are collective investment hedge fund portfolios that 
invest at least 80% of their total exposure outside South Africa, with no 
restriction to assets of a specific geographical country (for example the 
USA) or geographical region (for example Africa).

Regional portfolios*are collective investment hedge fund portfolios that 
invest at least 80% of the total exposure in assets in a specific country 
(for example the USA) or geographical region (for example Africa), 
outside South Africa.

Long-short (LS) equity hedge funds* are portfolios that predominantly 
generate their returns from positions in the equity market. Regardless 
of the specific strategy employed, these funds will all look to the equity 
market for investment opportunities, over time.

Long bias equity hedge funds* are portfolios that will have had or aim to 
have a net equity exposure in excess of 25%, over time.

Market-neutral (MN) hedge funds* are portfolios that have had over 
time or expect to have over time very little directional exposure to the 
equity market. On average, over time net equity exposure should be less 
than 25% but greater than -25%.

Other equity hedge funds* is a category for portfolios that follow a very 
specific strategy within the equity market, such as listed property or 
sector-specific strategies.

Fixed income hedge funds* are portfolios that look to interest rate 
sensitives to generate their investment returns. They will predominantly 
invest in instruments and derivatives whose characteristics are 
determined by the interest rate market, over time.

Multi-strategy hedge funds* are portfolios that do not rely on a single 
asset class to generate investment opportunities over time, but rather 
blend a variety of different strategies and asset classes with no single 
asset class dominating, over time.

Other hedge funds* are portfolios that have a very specific strategy that 
does not fit into any of the other classification groupings.

*As described by ASISA (More details on these classifications were published on 19 September 
2019 and are available on ASISA’s website: www.asisa.org.za).
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