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Hedge Fund Strategies

• Two main approaches

• Market timing: range from specialists in certain sectors to global macro seeking 
to capture global market trends.  This style is directional and is net long or short.

• Non-directional: aims to be market neutral and usually extracts value from a 
diversified set of “arbitrage” opportunities

• Both approaches can deliver low correlations with traditional asset classes

• Two main styles

• Discretionary: relies on a person’s judgment to determine trades, e.g., Brevan
Howard

• Systematic: more rules-based and relies on quantitative models.  An extreme 
example is quant black-box high-frequency trading, e.g., Renaissance, DE Shaw



Quantitative vs Fundamental Investment Process

• Investment process can be seen as “fundamental” or “quantitative” by the 

way asset managers making investment decisions. 

• If the whole procedure is done by human judgment or intuition, an investment 
process will be labeled as a “fundamental” one;

• and only if it is purely done by computer-based models, the process can be 
classified as “quantitative” or “quants”. 

• There is also tradeoff between these two approaches, which they define it as a 

hybrid one if the hedge fund combines both ways.

• Chincarini (2014):

• Find quantitative hedge funds outperform qualitative hedge funds by 72bps per 
year after correcting for risk

• Additional performance might be due to better market timing skills



Form PF “US Regulator” Hedge Fund Strategy 

Classifications 

Suorce: Joenväärä, Kauppila, Kosowski and Tolonen (2021)





Event-Driven



Event-Driven

• Event-Driven is also known as “corporate life cycle” investing.

• This involves investing in opportunities created by significant transactional events, 
such as spin-offs, mergers and acquisitions, bankruptcy reorganizations, 
recapitalizations and share buybacks.

• The portfolio of some Event-Driven managers may shift in majority weighting 
between Risk Arbitrage and Distressed Securities, while others may take a 
broader scope.

• Instruments include long and short common and preferred stocks, as well as 

debt securities and options.

• Leverage may be used by some managers. 

• Fund managers may hedge against market risk by purchasing S&P put options 

or put option spreads.



Risk Arbitrage Target Premium



Steps in Merger / Risk Arb Strategy: Cash Offer 

1. Cash Offer

• Borrow, buy target.

• Large chance of a small return if successful. (Leverage: a large return)

• Small chance of a large loss if unsuccessful.

• The strategy seems unrelated to the overall market, “beta zero”.

Mitchell and Pulvino (2001, JF)



Steps in Merger / Risk Arb Strategy: For stock 

and hybrid deals

2. For stock and hybrid deals: 

• A long-short portfolio provides a similar payoff structure for cash deals

• Assuming that arbs establish the optimal short position in acquires shares, the 
risk arbitrage returns for stock deals are determined as

Mitchell and Pulvino (2001, JF)



John Paulson: ”Risk Arbitrage is not about 

making money, it’s about no losing money”

Mitchell and Pulvino (2001, JF)



Merger Arbitrage Strategy

Mitchell and Pulvino (2001, JF)



Down-market αs and βs for risk arbs

Mitchell and Pulvino (2001, JF)



Mitchell and Pulvino (2001, JF)



Hedge Fund Activism

• An activist shareholder

• Acquires a minority equity position in a public corporation

• Pressure on management in order to increase shareholder value through 
changes in corporate policy 

• Common changes advocated by activist shareholders:

• General undervaluation

• Capital structure

• Business strategy

• Sale of target company

• Governance

• Climate change





https://www.simplifyingsampo.com/ 

https://www.simplifyingsampo.com/


Short-term vs Long-term

Prof. Laura Starks



Activist HFs are very active in ESG

• TCI launched ‘Say on Climate’ Campaign

• TCI criticized heavily Asset Management industry that their efforts are 

joke

• Engine No. 1 LLC focuses stakeholders instead of shareholders 

→ Impact investing

• letter to Exxon Mobil Corp.'s board

• Green innovation driven by brown companies with low ESG scores

https://www.sayonclimate.org/
https://www.fnlondon.com/articles/hedge-fund-billionaire-chris-hohn-asset-management-industry-is-a-joke-on-climate-change-20201023
https://reenergizexom.com/wp-content/uploads/2020/12/Letter-Engine-No.-1-Letter-to-the-ExxonMobil-Board-12-7-20.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3718902




Short-term Stock Reaction



Buy-and-Hold Abnormal Return Around Exits



Long-term Abnormal Returns



Activist Hedge Fund 
Performance

Greg Brown

 UNC-Chapel Hill

Philip Howard
Wake Forest University

Juha Joenväärä 

Aalto University

Christian Lundblad
UNC-Chapel Hill



Campaigns vs Fund Returns

• The literature has primarily focused on the campaign’s results on firm 

performance (Brav, Jiang, Partnoy, Thomas JF 2008)

• Public equity returns & 13D/G filings

• There is very little focus on the performance of activists (Brav, Jiang, 

Partnoy, Thomas FAJ 2008)

• Hard to observe performance of activist funds

• No publicly available dataset of performance

• This paper addresses the later



Activist Hedge Fund Performance

Merged:

• Bloomberg

• BarclayHedge

• Eurekahedge

• eVestment

• HFM

• HFR

• Morningstar

• Thomson Reuters

• PivotalPath

Expected Return 10.86

Standard Deviaiton 9.11

Skewness -0.99

Kurtosis 4.94

Sharpe Ratio 1.05

alpha 5.09

Market beta 0.52

SMB beta 0.20

HML beta -0.03



Macro



Macro

• The macro investment style refers to strategies that speculate on the direction 

of market prices of

• Currencies

• Commodities

• Equities

• Bonds

on a systematic or discretionary basis.

• Strategies include:

• Global Macro

• CTA (Commodity Trading Advisors) or Managed Futures.



Time-varying Alpha of Global Macro



Asset Allocation

• 30% Total Stock Market

• 40% Long Term Bonds

• 15% Intermediate Bonds

• 7.5% Commodities

• 7.5% Gold



Bridgewaters All-Weather fund: 1996-2016

Basic statistics (%, pa where applicable)

Mean ER Volatility Sharpe Drawdown

6.19 11.63 0.53 32.26



CTAs or Managed Futures Strategy

• Trade listed commodity and financial futures contracts on behalf of their 

clients.

• Two groups:

1. Systematic traders

• Believe that future price movements in all markets may be more accurately 
anticipated by analyzing historical price movements within a quantitative 
framework

• Rely on computer-generated trading signals to gain better risk/return trade off.

2. Discretionary trades

• Base their trading decisions on fundamental and technical market analysis, as 
well as on their experience and trading skills developed over the year



Time-varying Alpha of CTA





AQR Manages Futures fund
AQR has developed a thorough understanding of trend-following and momentum strategies from managing numerous hedge fund 
strategies which utilize time-series trend following signals for over 15 years (and studying and analyzing trend-following 
strategies for two decades). In the design of the Managed Futures Fund, we have developed multiple signals that target each 
stage of a trend's lifecycle.  We believe the application of a robust and systematic approach to trend-following, diversified across 
multiple asset classes and markets, implemented with a focus on transaction costs and incorporating disciplined risk management 
will lead to attractive long-term results.    

Investment Process: 

Our investment approach is to take economically intuitive and rigorously tested factors and implement them in a systematic and 
highly risk-controlled manner. For the Managed Futures Fund, we use proprietary quantitative models to identify different 
measures of trend over various horizons as well as over-extended trends.  

Our position sizing methodology is a function of: 

1) the strength of the trend determined by econometric evaluation of combining the above-mentioned groups of signals (more 
agreement across signals leads to larger positions and vice-versa),   

2) our volatility estimates of each market as a function of its historical and implied volatilities; and 

3) a collection of risk management methods which aim to reduce portfolio concentration and excessive risk taking. 

From these criteria, we will enter into a long or short position based upon the aggregate view of the combination of signals.  We 
then size the view depending on the model's view of probability of persistence of the identified trend as well as our forecast of 
volatility of the instrument. 

The primary driver of most managed futures strategies is trend-following or momentum investing; that is, buying assets 
that are rising and selling assets that are declining. Trends are pervasive across all markets, and we believe the phenomena can 
be explained economically by looking at 3 stages of the lifecycle of a trend: an initial under-reaction to a shift in fundamental value, 
potentially allowing a managed futures strategy to invest before the information is fully reflected in prices.  The trend then 
overextends due to herding effects, and this finally results in a reversal.  



AQR Manages Futures Fund: 2009 - 2016

Fung-Hsieh 7-factor Benchmark Regression

Alpha (% pa) SP SCLC CGS10 CREDSPR PTFSBD PTFSCOM PTFSFX Adj R2

estimate 0.06 0.25 -0.15 0.41 0.01 0.01 0.01 0.05 0.18

t-stat 0.02 2.54 -1.21 2.48 0.07 0.22 0.74 2.88

Global 7-factor Benchmark Regression

Alpha (% pa) Mkt_RF SMB HML MOM TSMOM BAB LIQ Adj R2

estimate -3.98 0.02 0.09 0.18 -0.17 0.67 0.13 -0.06 0.65

t-stat -1.38 0.44 0.69 1.44 -0.98 9.82 0.89 -0.89

Basic statistics (%, pa where applicable)

Mean ER Volatility Sharpe Drawdown

2.77 9.89 0.28 14.20



Multi-Strategy



Multi-Strategy

• Multistrategy funds operate teams across multiple investment strategies 

with the goal of generating alpha in all markets. 

• Capital is allocated from a central pot across different teams (fondly 
known as pods), and portfolio managers typically keep around 20% of 
their PNL, which can be very lucrative.

• On the other hand, though, if their pod makes a loss, they typically get 
“stopped out," and their pod is disbanded

• Citadel, Millennium, ExodusPoint, Point72 and Balyasny

• “Multi-strategy hedge funds are the new, superior fund-of-funds”, FT

https://www.ft.com/content/948727d3-598c-4821-b5a3-8b412201de2f












Other Alternatives and New Methods
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