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Summary

Continued positive aggregate returns to end Q3 lifted
hedge fund assets to another all-time high, despite net
flows shifting back into negative territory. On a net basis,
outflows were small in September, but the industry did
feel redemptions pressures more broadly than any other
month this year. While aggregate returns have continued
to be positive, segments like macro and managed
futures have produced mixed results. Flows to end Q3
for these strategies have reflected what is likely a mixed
bag of investor sentiment.

A positive note from September is the continued interest
in equity strategies, both long/short and market neutral.
The former experienced their largest monthly allocation
in September since early 2014. While interest in
long/short equity had been targeted for most of the year,
September saw a broadening of allocations to the
strategy.

Highlights

Despite redemptions of $2.5
billion from hedge funds in
September, Q3 ends with $12.5
billion of inflows and the industry
sitting at all-time peak AUM.

Long/short equity inflows
continued for the 5% consecutive
month in September.

Macro funds faced targeted
redemptions to end Q3 as
outflows hit underperforming
products.

Sentiment toward managed
futures products appears to be
firmly negative.




Macro and Managed Futures Faced Redemptions Pressures to End Q3

Investors withdrew an estimated $2.50 billion from hedge funds in September. Net flow for Q3
2017 was positive $12.51 billion, and YTD flows for the industry are $35.08 billion. Performance
gains offset redemption pressures lifting total industry AUM to another new all-time high.

Industry Flows

Data in USD Billion

Q3 2017

YTD 2017

2016

Est. AUM

|A|I Hedge Funds

111.64

3720519

Equity $1,106.12
Fixed Income/Credit $1.01 $3.85 $6.99 $974.95
Commodities 2.83 0.12 $3.07 $81.91
Multi-Asset “ $2.76 _ ($27.47) $1,100.96
Primary Strategy Se 3 2017 YTD 2017 2016 Est. AUM
Long/Short Equity & $11.81 ($26.75) $763.04
Directional Credit $1.44 $2.00 $8.48 ($16.53) $143.69
Market Neutral Equity $1.17 $2.20 8.20 0.83 $65.28
Event Driven ($0.00) $0.47 $533.36
MBS Strategies ($0.00) ($0.39) ($5.94) $85.75
Distressed ($0.50) ($0.98) ($2.34) ($8.50) $238.15
Convertible Arbitrage ($0.52) $0.17 $ ($0.90) $52.85
Relative Value Credit ($0.60) $ ‘ ($11.37)  $231.44
Multi-Strategy ($1.74) 8.81 $523.20
Managed Futures 1.87 “ $120.78
Macro “ ($9.76)  $221.54
Flows by Size and Prior Year Performance - Current Month
2016 Performance <0% 0-5% >5%
Product Size| <$1B >$1B <$1B >$1B <$1B >$1B
All Hedge Funds ($0.36) ($0.06)| ($0.66) ($3.55)| ($0.02) $2.17
Equity ($0.67) ($0.28)| $0.32 $0.78 | $2.96
Fixed Income/Credit ($0.04) $0.21 | $0.22 ($0.37)] $0.42  $0.57
Commodities ($0.38) $0.00 | ($0.37) 0.51 | ($0.01) ($2.58)
Multi-Asset $0.73 $0.01 | ($0.84) 1.23 1522
Primary Strategy <$1B >$1B <$1B >$1B <$1B  >$%$1B
Long/Short Equity ($0.36) $0.11 | $0.31 | $2.29 | $0.74 ﬁ
Directional Credit $0.00 $0.13 | ($0.15) ($0.11)| $1.08  $0.49
Market Neutral Equity ($0.17) ($0.39)| $0.01 = $1.68 | $0.03  $0.00
Event Driven $0.01 ($0.18)| ($0.10) $0.18 | ($0.03) $0.12
MBS Strategies $0.00 $0.00 | $0.14  $0.00 | ($0.16) $0.02
Distressed $0.00  $0.00 | ($0.23) $0.00 | ($0.20) ($0.07)
Convertible Arbitrage $0.00  $0.00 | ($0.00) $0.00 | ($0.37) ($0.15)
Relative Value Credit ($0.04) $0.00 | $0.07 ($0.29)| ($0.50) $0.16
Multi-Strategy ($0.04) ($0.03)| $0.07 = ($2.43)| ($0.41) $1.11
Managed Futures $0.63 ($0.58)| ($0.37) 0.20 [ ($0.13) ($1.63)
Macro ($0.37) $0.87 | ($0.24) ($0.24)  $1.55
Flows by Size and Prior Year Performance - Year-to-Date
2016 Performance <0% 0-5% >5%
Product Size| <$1B >$1B <$1B >$1B <$1B >$1B
All Hedge Funds ($4.64) $0.44 | $18.91 -
Equity ‘ 0€ ($2.66)| $20.66 | $5.55
Fixed Income/Credit ($2.15) ($5.73)| $0.25 ($4.81)| $8.49 $10.93
Commodities ($1.07) $0.00 | ($0.46) 1.73 | ($0.16) $3.02
Multi-Asset ($1.37)  $1.58 | ($1.83) 5.00 = $16.53
Primary Strategy <$1B >$1B <$1B >$1B <$1B >$1B
Long/Short Equity “ ($1.28) $9.80 | $4.64 ﬁ
Directional Credit ($0.38) ($3.15)| ($0.70) ($1.07)|] $8.10  $5.68
Market Neutral Equity ($3.05) ($0.32)| ($0.50) $11.86 | $0.22  $0.00
Event Driven ($1.21) ($1.85)| ($0.94) ($1.91)] $0.61  $1.39
MBS Strategies ($0.11) ($2.35)| ($0.24) ($1.79)| ($0.89) $0.97
Distressed $0.00  $0.39 | ($1.00) ($1.03)| ($0.65) ($0.04)
Convertible Arbitrage $0.00 $0.00 | $0.08  $0.00 | $0.72 ($0.54)
Relative Value Credit ($1.28) ($2.35)| $0.09 3.37)] $0.43  $2.78
Multi-Strategy ($0.57) ($2.48)| $0.23 “ $1.71  $10.01
Managed Futures ($0.87) $0.16 | $0.26  $0.95 | ($0.15) $1.32
Macro ($1.68) $4.42 | ($0.67) ($2.22)| $3.17 $11.90

.
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Key Points

Redemption pressures were elevated to end Q3,
but outflows were not excessive.

The proportion of funds losing assets in September
was the highest of the year, and highest since
December 2016. However, the proportion of managers
who lost greater than 2%, or greater than 5% of their
total AUM due to outflows was nowhere near the level
seen in December. The proportion of all funds that lost
greater than 2% of assets from redemptions was
almost right on the annual average, while the
proportion of large funds losing a meaningful amount
of AUM was well below their 2017 average.

Recent performance losses appear to have
impacted macro fund flows in September.
Macro funds have been, and still remain, investors’
primary allocation target of 2017, but losses among
some larger funds appear to have taken their toll. 61%
of macro strategies had redemptions in September,
compared to only 48% facing net outflows for the
year. Each of the largest asset losers in September
have produced performance losses YTD in 2017.
Despite the elevated redemptions in September,
several funds still received meaningful new allocations
during the month.

Sentiment toward managed futures strategies
appears to be firmly negative to end Q3.
Managed futures fund flows were negative for a third
consecutive month as revised August data ultimately
showed a slight outflow that month. Outflows in
September were elevated, and nearly 70% of
reporting managers faced redemption pressures during
the month. Performance has undoubtedly been the
culprit, and while that part of the picture had improved
in July and August, losses returned in September. The
outlook to year-end for managed futures fund flows
does not have many supporting factors at the
moment.

Long/short equity fund inflows continued for
the fifth consecutive month.

The revival of long/short equity strategies accelerated
into the end of Q3 with the strategy’s largest monthly
inflow since February 2014. While the story on the
strategy for 2017 had been of large, but targeted
allocations to large funds, and to those with an
emphasis on quantitative approaches, inflows in
September were much more widespread. More than
half of reporting managers saw net new money come
in during September, and those with net inflows for
the year improved to near 40%.

Commodity strategies began to see the impacts
of performance losses in September.

Three months after four consecutive months of
performance losses ended in June 2017, commodity
managers faced their largest redemptions since
November 2012 to end Q3. Net inflows for the quarter,
and for the year, remained positive after September’s
outflow, however with performance losses again in
September, the future is less rosy.

(CONTINUED ON NEXT PAGE)
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Investors returned to EM strategies in September, Though

Allocations Were Not Broad

Flows by Investment Region and Domicile

Investment Region Sep 3 2017 YTD 2017 2016 Est. AUM
Americas ($o.24)_ ($36:92)] $926.56
Europe $0.71 $2.20 $4.32 ($3.15)  $250.98
Asia 0.07 $0.19 ($4.23) ($17.26) $102.17
Emerging Markets 0.59 2.09 0.61 $293.54
Global Markets $1,934.44
Firm Domicile 3 2017 YTD 2017 2015 Est. AUM
Americas : $2,394.39
Europe $779.73
Asia (ex-Oceania) $0.08 ($6.72) $64.45
Flows by Size and Prior Year Performance - Current Month
2016 Performance <0% 0-5% >5%

Product Size| <$1B >$1B <$1B >$1B

Americas $0.03  $0.13 | ($0.19)

Europe ($0.13) ($0.26)| $0.16 ($0.03) $0.43
Asia ($0.12) $0.00 | $0.04  $0.03 | $0.03 ($0.04)
Emerging Markets $0.03 $0.00 $0.23

Global Markets ($0.11) $0.07 | ($0.66)

Firm Domicile

Americas ($1.00) $0.70 | ($0.46) $0.09 $1.07
Europe $0.80 ($0.76)| ($0.19) $0.07 = $1.17
Asia (ex-Oceania) $0.12  $0.00 | ($0.01) $0.00 | $0.04 ($0.07)
Flows by Size and Prior Year Performance - Year-to-Date
2016 Performance <0% 0-5% >5%
Product Size| <$1B >$1B <$1B >

Americas ($5.38)| ($4.57)| ($4.64)
Europe ($3.22)| ($0.82)| ($0.37)

$0.95
$7.03 | ($0.32)
3.96)( ($3.88)[ ($0.15)[ ($2.67) $2.27

Asia %
Emerging Markets 5
Global Markets

$0.97 [ $0.12 | ($0.64)
($1.23)[ $2.87 [ $21.34

Firm Domicile
Americas ($6.61) $14.69
Europe $0.08 | $21.68 | $5.76 | $6.78

Asia (ex-Oceania) ($0.96)| ($3.91)| ($0.27)| ($0.04)| $2.35| $4.15

Key Points

After two months of light outflows,
September’s EM inflow was the largest in
twelve months.

It appeared, after redemptions in July and August,
that the resurgence of flows into EM hedge funds
which had only started in May, had fizzled.
September’s allocation, however, more than offset
the prior two months’ redemptions. But a closer look
at the numbers shows that inflows were very much
isolated within a small handful of funds as the
majority of products still faced redemption
pressures. Allocations were greatest to products
focused on EM credit markets.

Investors showing targeted signs of interest
in China exposure.

About 50% of reporting China-focused funds had
inflows in September, which is slightly better than
the overall hedge fund industry. Flows from
reporting managers were net positive during the
month, but only a small proportion had meaningful
new allocations.




We want to hear from youl!

The eVestment research division aims to produce information to match the interests of our
clients and readers. We encourage you to send us themes or research topics on the
institutional asset management industry you would like to see covered in upcoming monthly

or special reports.

Send requests to: research@evestment.com

About eVestment

eVestment provides a flexible suite of easy-to-use,
cloud-based solutions to help global investors and
their consultants select investment managers, enable
asset managers to successfully market their funds
worldwide and assist clients to identify and capitalize
on global investment trends.

With the largest, most comprehensive global database
of traditional and alternative strategies, delivered
through leading-edge technology and backed by
fantastic client service, eVestment helps its clients be
more strategic, efficient and informed.

For more industry research visit:
www.evestment.com/resources/research-reports

For archived prior year research reports:
www.evestment.com/products/research

For more on eVestment visit:
www.evestment.com
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