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Introduction 

Ineichen Research & Management AG (“IR&M”) 

 IR&M is an independent 
research firm domiciled in 
Switzerland 
 

 Two products: 

– Absolute returns research 

– Risk management research  
 

 info@ineichen-rm.com 

 www.ineichen-rm.com 



Which return sequence do you prefer? 

-11% 

+2% 

+105% 

+42% 

+32% 

+25% 

Portfolio A: Portfolio B: 



Magic of compounding 

Putting it differently: 

 

“Compound interest is the 

eighth natural wonder of the 

world and the most powerful 

thing I have ever 

encountered.” 
—Albert Einstein 

 

 EUR100 invested in 

European stocks in 

January 2000 grew to 

EUR153 by Dec 2015 

 

 EUR100 invested in 

European hedge funds in 

January 2000 grew to  

EUR337 by Dec 2015 

Source: IR&M, Bloomberg. Based on MSCI Europe Daily Total Returns Gross Europe Index and Eurekahedge Europe Long Short Equities Hedge Fund Index, both in EUR. 
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How is it done? 

Source: IR&M, Bloomberg. Based on S&P 500 and HFRI Fund Weighted Composite. 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2015 -3.1 5.5 -1.7 0.9 1.0 -2.1 2.0 -6.3 -2.6 8.3 0.1 -1.8 2015 0.0 1.9 0.4 1.0 0.6 -1.2 -0.5 -2.4 -1.4 1.7 0.2 -0.8

2014 -3.6 4.3 0.7 0.6 2.1 1.9 -1.5 3.8 -1.6 2.3 2.5 -0.4 2014 -0.5 2.0 -0.3 -0.2 0.9 1.3 -0.6 1.2 -0.9 -0.4 0.8 -0.2

2013 5.0 1.1 3.6 1.8 2.1 -1.5 4.9 -3.1 3.0 4.5 2.8 2.4 2013 2.5 0.1 0.9 0.6 0.5 -1.5 1.3 -0.7 1.6 1.5 0.9 1.0

2012 4.4 4.1 3.1 -0.7 -6.3 4.0 1.3 2.0 2.4 -2.0 0.3 0.7 2012 2.8 2.1 -0.2 -0.5 -2.6 0.3 0.9 0.8 1.3 -0.4 0.4 1.4

2011 2.3 3.2 -0.1 2.8 -1.4 -1.8 -2.1 -5.7 -7.2 10.8 -0.5 0.9 2011 0.4 1.2 0.1 1.5 -1.2 -1.2 0.2 -3.2 -3.9 2.7 -1.3 -0.4

2010 -3.7 2.9 5.9 1.5 -8.2 -5.4 6.9 -4.7 8.8 3.7 -0.2 6.5 2010 -0.8 0.7 2.5 1.2 -2.9 -1.0 1.6 -0.1 3.5 2.1 0.2 2.9

2009 -8.6 -11.0 8.5 9.4 5.3 0.0 7.4 3.4 3.6 -2.0 5.7 1.8 2009 -0.1 -1.2 1.7 3.6 5.1 0.2 2.5 1.3 2.8 -0.2 1.5 1.3

2008 -6.1 -3.5 -0.6 4.8 1.1 -8.6 -1.0 1.2 -9.1 -16.9 -7.5 0.8 2008 -2.7 1.5 -2.2 1.6 1.9 -1.3 -2.3 -1.4 -6.1 -6.8 -2.7 0.2

2007 1.4 -2.2 1.0 4.3 3.3 -1.8 -3.2 1.3 3.6 1.5 -4.4 -0.9 2007 1.1 0.7 1.0 1.8 2.0 0.7 0.1 -1.5 2.7 2.8 -2.2 0.5

2006 2.5 0.0 1.1 1.2 -3.1 0.0 0.5 2.1 2.5 3.2 1.6 1.3 2006 3.5 0.5 2.0 1.9 -1.6 -0.2 -0.2 1.0 0.2 1.8 2.1 1.5

2005 -2.5 1.9 -1.9 -2.0 3.0 0.0 3.6 -1.1 0.7 -1.8 3.5 -0.1 2005 -0.2 1.8 -0.9 -1.5 1.0 1.6 2.3 0.8 1.9 -1.4 1.7 1.8

2004 1.7 1.2 -1.6 -1.7 1.2 1.8 -3.4 0.2 0.9 1.4 3.9 3.2 2004 2.0 1.2 0.5 -1.5 -0.3 0.8 -1.0 0.1 1.6 0.8 2.8 1.6

2003 -2.7 -1.7 0.8 8.1 5.1 1.1 1.6 1.8 -1.2 5.5 0.7 5.1 2003 0.7 0.0 0.1 2.6 3.6 1.3 1.3 1.8 1.2 2.4 1.1 1.9

2002 -1.6 -2.1 3.7 -6.1 -0.9 -7.2 -7.9 0.5 -11.0 8.6 5.7 -6.0 2002 0.4 -0.7 1.9 0.3 0.0 -1.9 -2.9 0.5 -1.5 0.6 2.1 -0.2

2001 3.5 -9.2 -6.4 7.7 0.5 -2.5 -1.1 -6.4 -8.2 1.8 7.5 0.8 2001 3.4 -2.2 -1.6 2.0 1.2 0.3 -0.8 -0.4 -2.8 2.0 2.1 1.7

2000 -5.1 -2.0 9.7 -3.1 -2.2 2.4 -1.6 6.1 -5.3 -0.5 -8.0 0.4 2000 0.6 6.2 0.9 -2.8 -2.0 3.7 -0.6 3.8 -1.2 -1.8 -3.5 2.1

1999 4.1 -3.2 3.9 3.8 -2.5 5.4 -3.2 -0.6 -2.9 6.3 1.9 5.8 1999 2.2 -1.3 3.1 4.5 0.7 3.6 0.5 0.0 0.2 1.6 5.1 7.7

1998 1.0 7.0 5.0 0.9 -1.9 3.9 -1.2 -14.6 6.2 8.0 5.9 5.6 1998 -0.7 3.3 3.0 1.0 -2.1 -0.1 -0.8 -8.7 0.7 1.2 3.7 2.8

1997 6.1 0.6 -4.3 5.8 5.9 4.3 7.8 -5.7 5.3 -3.4 4.5 1.6 1997 3.2 1.0 -1.6 -0.1 4.4 2.7 3.9 0.3 3.7 -1.5 -0.9 0.9

1996 3.3 0.7 0.8 1.3 2.3 0.2 -4.6 1.9 5.4 2.6 7.3 -2.2 1996 2.9 1.2 1.5 4.0 3.1 0.2 -2.1 2.3 2.1 1.0 2.1 1.3

1995 2.4 3.6 2.7 2.8 3.6 2.1 3.2 0.0 4.0 -0.5 4.1 1.7 1995 -0.2 1.3 1.7 2.1 1.7 2.5 3.2 2.2 2.0 -0.7 1.9 2.1

1994 3.3 -3.0 -4.6 1.2 1.2 -2.7 3.1 3.8 -2.7 2.1 -4.0 1.2 1994 2.5 -0.6 -1.5 -0.6 0.7 0.3 1.3 2.5 0.9 0.0 -1.3 -0.1

1993 0.7 1.0 1.9 -2.5 2.3 0.1 -0.5 3.4 -1.0 1.9 -1.3 1.0 1993 2.3 1.3 3.1 1.5 2.6 2.6 2.1 2.9 1.6 3.2 0.1 3.9

1992 -2.0 1.0 -2.2 2.8 0.1 -1.7 3.9 -2.4 0.9 0.2 3.0 1.0 1992 3.8 2.1 0.6 0.3 1.8 -0.4 2.1 -0.3 1.9 2.1 2.8 2.5

1991 4.2 6.7 2.2 0.0 3.9 -4.8 4.5 2.0 -1.9 1.2 -4.4 11.2 1991 2.6 4.0 4.9 1.3 2.0 0.4 2.6 2.1 2.3 1.8 0.3 3.9

1990 -6.9 0.9 2.4 -2.7 9.2 -0.9 -0.5 -9.4 -5.1 -0.7 6.0 2.5 1990 -2.1 1.5 3.2 0.0 3.1 2.1 1.5 -3.4 -2.0 0.0 0.8 1.3

“Nature” 

“The first rule of investment is don’t lose. And the second rule of 

investment is don’t forget the first rule. And that’s all the rules there are.” 
—Warren Buffett 

“Man-made” 



Hedge funds are the archetype AM 

Long-only ≠ absolute returns  

“The essence of 

investment 

management is the 

management of 

risks, not the 

management of 

returns.” 
—Benjamin Graham 



Bureaucracy bubble 

No time to manage risk 



Source: Ineichen, Alexander (2001) “The Search for Alpha Continues—Do Fund of Hedge Funds Managers Add Value?” Global Equity Research, UBS Warburg, September. 

Relative-return model Absolute-return model

(Indexing and benchmarking)

Return objective Relative returns Absolute returns

   General idea is to Replicate or beat benchmark
Exploit investment

opportunity

Risk management Tracking risk Total risk

   General idea is to Replicate or beat benchmark Preserve capital

Absolute returns investment philosophy seeks asymmetry between profit and loss 

Results in asymmetric return 

profile (if all goes well) 

-control accidents 

-avoid negative compounding 

Hedge funds manage risk differently 
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Asymmetry in long/short 

Source: IR&M, Bloomberg. January 1993 – December 2015. 

Potential target: 80% of upside with 50% of downside 
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Product with low fees: 6.9% p.a. net of fees Product with high fees: 10.1% p.a. net of fees

61%

39% 34%

66%

ETF on S&P 500 (SPY)

HFRI Equity Hedge Index

61%

39% 34%

66%61%

39% 34%

66%61%

39% 34%

66%

Risk is unmanaged 

Risk is managed 
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Most extreme example of negative correlation when equity markets fall 

Asymmetry in managed futures 

Source: IR&M, Bloomberg. Chart shows all losses for the MSCI World larger than 7% over 1, 2, 3, or months since 1980.  

* MSCI Daily TR Gross World USD Index; ** CISDM CTA Asset Weighted Index formerly known as CISDM Trading Advisor Qualified Universe Index to October 2010, DJ CS Managed Futures Hedge Fund Index thereafter.  

Positive return in 18 out of 21 difficult market environments 
including 2008 and Euro crises. 



AuM at new all-time high 

Hedge fund history 

1949 1966 1993 1997 2001 2015 

First 

hedged fund 

Term “hedge 

fund” appears 

Institutional 

pioneers invest 

Institutional 

early adapters 

invest 

Institutional 

masses invest 

Assets under 

management 

reach new 

record mainly 

due to 

institutional 

investors 
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Institutionalisation of hedge funds 

Source: IR&M, Bloomberg, Book publishing dates from amazon.com 

Losses matter 
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"Irrational exhuberance"

Yahoo IPO

Around the peak, many inst. investors: 
 
-defined risk as tracking risk 
-started/increased equity allocation 
-switched from value to growth 

On the way down: 
 
-losses started to matter, and 
-tracking risk turned into a bad idea 
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Topix TR Index Eurekahedge Japan Long/Short

+5.9% p.a.
-2.0% p.a.

Equity hedge: underwater perspective 

Source: IR&M, Bloomberg. Based on Topix Total Returns Index and Eurekahedge Japan Long/Short Index, January 2000 to December 2015. 

Remember: 
If you lose 50% then recover 100%, you’re at 100%. 
If you lose 25% then recover 50%, you’re at 112.5%. 



Summary 

Hedging is not for sissies 

Avoiding large losses is key to compounding 

capital positively 

 

Trying to find an asymmetry is the trick 

 

Implementation requires: 

active risk management 
Either insourced or outsourced 



Thank you 

Questions? 

www.ineichen-rm.com 

Risk management research Absolute returns research 
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Copyright © 2016 by Ineichen Research and Management AG, Switzerland  
All rights reserved. Reproduction or retransmission in whole or in part is prohibited except by permission. The information set forth in this 
document has been obtained from publicly available sources, unless stated otherwise. All information contained in this report is based on 
information obtained from sources which Ineichen Research and Management (“IR&M”) believes to be reliable. IR&M provides this report without 
guarantee of any kind regarding its contents. 
 
This document is for information purposes only and should not be construed as investment advice or an offer to sell (nor the solicitation of an offer 
to buy) any of the securities it refers to. The information has not been independently verified by IR&M or any of its affiliates. Neither IR&M nor any 
of its affiliates makes any representations or warranties regarding, or assumes any responsibility for the accuracy, reliability, completeness or 
applicability of, any information, calculations contained herein, or of any assumptions underlying any information, calculations, estimates or 
projections contained or reflected herein. Neither this document nor the securities referred to herein have been registered or approved by any 
regulatory authority of any country or jurisdiction. 
 
This material is confidential and intended solely for the information of the person to whom it has been delivered and may not be distributed in any 
jurisdiction where such distribution would constitute a violation of applicable law or regulation. 
While this document represents the author’s understanding at the time it was prepared, no representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, nor it is intended to be a complete 
statement or summary of the securities markets or developments referred to in the document. It should not be regarded by recipients as a 
substitute for the exercise of their own judgment. 
 
Investing in securities and other financial products entails certain risks, including the possible loss of the entire amount invested. Certain 
investments in particular, including those involving structured products, futures, options and other derivatives, are complex, may entail substantial 
risk and are not suitable for all investors. The price and value of, and income produced by, securities and other financial products may fluctuate and 
may be adversely impacted by exchange rates, interest rates or other factors. Information available on such securities may be limited. The 
securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. You should obtain advice from your 
own tax, financial, legal and accounting advisers to the extent that you deem necessary and only make investment decisions  
on the basis of your objectives, experience and resources.  
 
Past performance is not necessarily indicative of future results. 
 
Unless specifically stated otherwise, all price information is indicative only. 
No liability whatsoever is accepted for any loss (whether direct, indirect or consequential) that may arise from any use of the information contained 
in or derived from this document. IR&M does not provide tax advice and nothing contained herein is intended to be, or should be construed as a, 
tax advice. Recipients of this report should seek tax advice based on the recipient’s own particular circumstances from an independent tax adviser. 

Disclaimer 


