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Losses were pronounced in non-agency residential mortgage-
backed securities later in the quarter.

  Investors enjoyed a strong start to the second quarter as 
hedge funds built on robust return generati on from the 
fi rst few months of 2013. That momentum, however, 
quickly abated following a speech from Federal Reserve 
Chairman Ben Bernanke on May 22 in which he alluded 
to the potenti al reducti on of the Fed’s bond-purchase 
sti mulus program. In reacti on to Bernanke’s comments, 
fi xed income and credit markets realized a sudden and 
signifi cant spike in interest rates. Investors’ apprehension 
was only exacerbated in mid-June aft er the Federal Open 
Market Committ ee (FOMC) released their statement 
indicati ng the increased potenti al for a “tapering” of the 
QE III program. This less dovish posture from the Fed 
ratt led the markets, causing a larger widening in rates, 
as well as a number of ripple eff ects, including increased 
correlati ons among assets, spikes in volati lity, and a broad 
sell-off  in risk assets. 

  Performance among hedge fund strategies was mixed in 
the second quarter, with distressed-focused managers 
performing best. Global macro and emerging market-
oriented managers were the laggards for the quarter.

  The HFRI Fund Weighted Composite Index and the HFRI 
Fund of Funds Composite Index, broad proxies for hedge 
fund performance, both garnered positi ve returns in 
April and May. That performance, however, was off set in 
June as hedge funds realized their fi rst monthly loss since 
October 2012. Both the HFRI Fund Weighted Composite 
Index and the HFRI Fund of Funds Composite Index 
fi nished fl at for the second quarter.

  The HFRI Equity Hedge (Total) Index compared favorably to 
global equity indices, gaining 0.4% for the quarter. Longer 
bias managers, parti cularly those with material exposure 
to Europe, Asia, and emerging markets, generally suff ered 
the weakest performance, as those regions declined more 
than the U.S. 

  Hedge equity managers that reduced risk that latt er half 
of the quarter preserved earlier gains and low net/market 
neutral managers were generally the best performers 
within long/short equity. The HFRI EH: Market Neutral 
Index was up 1.3%.

  Managers specializing in emerging market regions 
suff ered the most diffi  cult performance during the second 
quarter, with the HFRI Emerging Markets (Total) Index 
down 2.7%. All of the Emerging Market sub-strategies 
realized losses, with Lati n American-focused managers 
detracti ng the most. Poor performance among Lati n 
American managers was att ributed largely to a sharp sell-
off  in Peru and Brazilian equiti es. The MSCI Indices for 
those countries declined 27.5% and 17.3%, respecti vely. 
While negati ve, the HFRI Emerging Markets (Total) Index 
compared favorably to traditi onal long-only emerging 
market indices, including the MSCI Emerging Markets 
Index (in U.S. dollars), which was down 7.9% for the 
second quarter.
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DISCLOSURES: This report approved for one on one advisor/client use. This report was 
prepared by Fund Evaluati on Group, LLC (FEG), a federally registered investment adviser 
under the Investment Advisers Act of 1940, as amended, providing non-discreti onary and 
discreti onary investment advice to its clients on an individual basis. Registrati on as an 
investment adviser does not imply a certain level of skill or training. The oral and writt en 
communicati ons of an adviser provide you with informati on about which you determine 
to hire or retain an adviser. Fund Evaluati on Group, LLC, Form ADV Part 2A & 2B can be 
obtained by writt en request directly to:  Fund Evaluati on Group, LLC, 201 East Fift h Street, 
Suite 1600, Cincinnati , OH  45202, Att enti on: Compliance Department.

Envestnet is not an affi  liated company of FEG and  there is no ownership interest between 
the two fi rms. Envestnet has made FEG research available for Envestnet clients who wish 
to subscribe to this service. Envestnet may receive a fee from FEG for all subscribers re-
ferred through the Envestnet platf orm. Envestnet does not review or conduct any due 
diligence in relati on to the research provided by FEG. All research is the opinion of FEG 
and not that of Envestnet or its affi  liates. Envestnet provides administrati ve and technol-
ogy services in conjuncti on with hedge funds recommended by FEG. Envestnet does not 
provide any advice or make any solicitati ons, off ers or recommendati ons with respect 
to hedge funds.

The informati on herein was obtained from various sources. FEG does not guarantee the 
accuracy or completeness of such informati on provided by third parti es. The informati on 
in this report is given as of the date indicated and believed to be reliable. FEG assumes no 
obligati on to update this informati on, or to advise on further developments relati ng to it. 

FEG, its affi  liates, directors, offi  cers, employees, employee benefi t programs and client 
accounts may have a long positi on in any securiti es of issuers discussed in this report. 

Index performance results do not represent any managed portf olio returns. An investor 
cannot invest directly in a presented index, as an investment vehicle replicati ng an index 
would be required. An index does not charge management fees or brokerage expenses, 
and no such fees or expenses were deducted from the performance shown. 

Neither the informati on nor any opinion expressed in this report consti tutes an off er, or 
an invitati on to make an off er, to buy or sell any securiti es. 

Any return expectati ons provided are not intended as, and must not be regarded as, a 
representati on, warranty or predicati on that the investment will achieve any parti cular 

rate of return over any parti cular ti me period or that investors will not incur losses. In-
vestments in private funds are speculati ve, involve a high degree of risk, and are designed 
for sophisti cated investors. Past performance is not indicati ve of future results. 

This report is prepared for informati onal purposes only. It does not address specifi c in-
vestment objecti ves, or the fi nancial situati on and the parti cular needs of any person who 
may receive this report.

The HFRI Monthly Indices (HFRI) are equally weighted performance indexes, compiled 
by Hedge Fund Research Inc. (HFX), and are used by numerous hedge fund managers 
as a benchmark for their own hedge funds. The HFRI are broken down into 37 diff erent 
categories by strategy, including the HFRI Fund Weighted Composite, which accounts for 
over 2000 funds listed on the internal HFR Database. See www.hedgefundresearch.com 
for more informati on on index constructi on.

Morgan Stanley Capital Internati onal – MSCI is a series of indices constructed by Morgan 
Stanley to help insti tuti onal investors benchmark their returns. There are a wide range 
of indices created by Morgan Stanley covering a multi tude of developed and emerging 
economies and economic sectors. See www.morganstanley.com for more informati on.

S&P 500 Index consists of 500 stocks chosen for market size, liquidity and industry group 
representati on, among other factors by the S&P Index Committ ee, which is a team of 
analysts and economists at Standard and Poor's. The S&P 500 is a market-value weighted 
index, which means each stock's weight in the index is proporti onate to its market value 
and is designed to be a leading indicator of U.S. equiti es, and meant to refl ect the risk/
return characteristi cs of the large-cap universe. See www.standardandpoors.com for 
more informati on. 

Barclays Capital Fixed Income Indices is an index family comprised of the Barclays Capi-
tal Aggregate Index, Government/Corporate Bond Index, Mortgage-Backed Securiti es 
Index, and Asset-Backed Securiti es Index, Municipal Index, High-Yield Index, and others 
designed to represent the broad fi xed income markets and sectors within constraints 
of maturity and minimum outstanding par value. See htt ps://ecommerce.barcap.com/
indices/index.dxml for more informati on.

Informati on on any indices menti oned can be obtained either through your consultant or 
by writt en request to informati on@feg.com.  RES-5300-F ENV 8-2-2013  

Fund Evaluation Group, LLC / P: 513.977.4400 / www.feg.com

  Despite fears of reduced sti mulus and signifi cant widening 
of bond rates and spreads during the quarter, the HFRI 
Relati ve Value (Total) Index return was slightly positi ve at 
0.2%. Structured credit opportuniti es, which had been 
successful as of late, realized mixed performance. Losses 
were pronounced in non-agency residenti al mortgage-
backed securiti es later in the quarter. While residenti al 
mortgages were a headwind for many managers, other 
relati ve value specialists such as converti ble bond, 
fi xed income, and capital structure arbitrageurs, were 
profi table.

  Risk-adjusted returns were parti cularly strong among 
fi xed income/credit arbitrage hedge funds, which took 
advantage of pricing dislocati ons between cash bonds 
and syntheti c securiti es, as well as credit indices and 
underlying single-name securiti es. These temporary price 
anomalies were due in large part to investors de-risking 
interest rate exposure as a result of “tapering” concerns.

  The HFRI Event-Driven (Total) Index gained 1.6% and was 
the strongest performing strategy group in the second 
quarter. The non-directi onal, catalyst-driven bias to 
event-driven investi ng contributed to positi ve returns, as 
managers avoided much of the volati lity and sell-off  in 
risk assets in June. Event-driven managers were buoyed 
by a diverse set of corporate transacti ons and distressed/
restructuring opportuniti es. The HFRI ED: Distressed/
Restructuring Index gained 2.4% for the quarter and 
was one of the strongest performing sub-strategies, due 
to larger events such as Sallie Mae’s split and MBIA’s 
sett lement with Bank of America. 

  Despite healthy deal fl ow acti vity during the quarter, 
equity exposure and increased volati lity were headwinds 
for merger arbitrageurs. Some of the more noteworthy 
deal announcements during the quarter included 
two pharmaceuti cal transacti ons, in which Valeant 
Pharmaceuti cals acquired Bausch & Lomb for $8.7 billion 
and Actavis purchased Warner Chilcott  for $8.5 billion. In 
additi on, Soft bank increased its off er to $21.6 billion for 
Sprint, and the Dell leveraged buyout remains of interest 
for several event-driven and acti vist investors. The HFRI 
ED: Merger Arbitrage Index was up slightly, landing at 
0.4% for the quarter. 

  The HFRI Macro (Total) Index declined 1.6% for the 
quarter. Discreti onary and systemati c managers both 
struggled with swift  and severe reversals within several 
asset classes following talk of Federal Reserve “tapering.” 
Some of the larger themes that detracted from global 
macro managers’ portf olios included long positi ons 
in global equity indices (emerging markets as well as 
Japanese equiti es in June), long rates (U.S. Treasuries 
and German Bunds), and currency trading (unwinding of 
carry trades in several emerging market currencies due 
to slowdown concerns in China and a rise in U.S. rates). 
Short positi oning within base and precious metals and 
agricultural commoditi es was generally accreti ve for 
macro portf olios. The price of gold and silver decreased 
23.4% and 31.6%, respecti vely, during the quarter, while 
coff ee fell 15.0% and corn was down 9.0%.
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