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NEWS

OVER THE PAST NINE
months, the contagion of
the subprime market has
burst the debt bubble,
resulting in widening
spreads and tighter
liquidity.

As a result, deal volumes
have dropped from a record
high of US$410bn, and
liquidity in the debt
markets is currently very
limited. The good news is
that prices are also coming
down, which mitigates the
impact of the correction in
the debt markets.

Buyout portfolios are
unlikely to see massive
value erosions found during
the post venture bubble
market correction. However
as stock markets suffered
losses, a downward
correction of company
values in Q1 2008 reports
are likely.

In this environment,
pension funds should
consider three aspects:
diversification, selection
and investment horizon.
The impact of the
correction in the debt
market is stronger in the
large end of the market, but
the mid-cap market has
also been affected.

Venture investment
activity is little affected,
but the weakening initial
public offering market will
impact distributions. The
distressed segment sees its
opportunities rising. Thus a
well-diversified portfolio
will continue to generate
attractive performance.

The next critical element
is selection. While the long-
term investment cycle in
private equity makes
market timing difficult,
selection is a powerful way
of generating returns. An

understanding of current
trends and events, such as
the debt market turmoil,
should be used to assess
which managers of a given
strategy are best equipped
to generate good returns
despite a changed market
environment in the future.
As such, pension funds
should review their
investment processes and
make sure their market
analysis supports their
investment decision, rather
than their allocation
decision.

The last element is the
investment horizon. In the
near future we expect
returns to correct
downwards to more historic
levels. In the long run,
however, private equity has
consistently outperformed
the public markets.
Research has shown that
private equity has
outperformed the public
markets by an average of
2% to 4% over the past 
20 years – with good
selection, this
outperformance can 
reach 8%.

Pension funds with good
visibility on their cash
requirements should take
advantage of their long-
term investment horizon
and capture the illiquidity
premium that private
equity provides.

Well-diversified and well-
selected private equity
portfolios can generate a
cash-on-cash return,
double that of the public
markets over a 10-year
timeframe. Thus for
pension funds that do have
a long-term investment
horizon, private equity
remains an attractive value
proposition.

Managing director and head of research
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What private equity
can do for pensions

KATHARINA LICHTNER

HEDGE FUND UPDATE
Ruth Emery

The number of hedge funds
launching this year could fall
to just 500, despite demand
for the asset class increasing
around the globe.

More than 2,000 new hedge
funds were set up in 2005, but
Patric de Gentile-Williams,
chief operating officer at FRM
Capital Advisors, believes
there will only be between
500 and 1,000 launches this
year.

“The balance of investors has
shifted from being high net
worth to almost entirely insti-
tutional, so standards of due
diligence have become more
rigorous [making it harder for
funds to launch],” de Gentile-
Williams explained.

“High net worth investors
tend to go more with their gut
feelings, whereas institution-
al investors can come in with
a list of 200 due diligence 
criteria, such as corporate 
governance and interaction
with service providers like
auditors.”

De Gentile-Williams told PM
that institutional investors
typically demand a minimum
threshold of £20m before they
invest, and that creates a
“chicken and egg situation” as
hedge funds are unable to
grow that large without con-
siderable investment, and
they find it hard to get service

contracts when they start out.
The Deutsche Bank Hedge

Fund Capital Group’s sixth
annual survey, published in
May, confirmed the view that
investors were becoming
increasingly unwilling to allo-
cate to new launches.

The survey found that in
2007, 77% of investors were
early allocators (day one
investors or seeders) but this
year the number fell to 52%. 

De Gentile-Williams obser-
ved that while the number of
fund launches was dwindling,
demand was growing and he
predicted that more pension
schemes would allocate to
hedge funds.

Phil Irvine, director of advi-
sory services at Liability
Solutions, agreed that a fig-
ure of 500 to 1,000 sounded
right for launches this year.

Talking about pension
funds’ appetite for hedge
funds, Irvine noted: “The clear
trend is for pension schemes
to concentrate on the risks
they are managing relative to
a liability-driven benchmark
to manage the volatility bet-
ter. I think we will see alloca-
tions to hedge fund or hedge
fund strategies increase
through being associated
with LDI products.”
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Hedge funds still
in demand despite
fewer launches
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De Gentile-Williams: hedge funds
have a ‘chicken and egg’ problem

“The balance of
investors has shifted
from being high net
worth to almost entirely
institutional, so stan-
dards of due diligence
have become more rig-
orous [making it harder
for funds to launch]”




