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Hedge funds (HF) returns are up +4.4% year-to-date (as of November). Fixed Income Macro, Special Situations, Directional 
L/S Equity and EM managers led on the upside, whereas CTAs, Merger Arbitrage and Multi-strategy managers lagged. 
Overall, HF alpha has been mediocre in H1 (unsettled by a series of macro inflections), but surged in H2. Greatest alpha 
generation was recorded in L/S Equity Neutral, L/S Credit, and Fixed Income Macro, with a contribution above 2% y/y YTD. 

Mediocre alpha in H1 is the main reason why HF did not beat cash more decisively YTD. Contrary to common perception, 
high cash rates are a blessing not a curse for HF. As they structurally maintain market exposures well below-par, HF are 
directly and/or synthetically long cash. When cash rate rise, HF thus compare well with main assets’ declining excess-yield, 
especially when alpha conditions are supportive. Some market segments still deliver attractive net-carry, but are generally 
riskier, including high yield or EM debt. HF may provide appealing access to these segments at affordable risk. 

At its last meeting, the Fed switched to an easing bias earlier than most investors were expecting, given the expansion of 
global liquidity and bold rate cut expectations. While data justify a less restrictive policy, some wondered whether US elections 
might also have had a say. A nearby rate pivot validated investors’ goldilocks scenario, i.e. weak growth but no recession 
and inflation returning to normal, both providing room for monetary easing and resulting in lower tail risks for rate and credit 
sensitive assets. A faster pivot is good news for risky assets and bonds, but rich valuations suggest the upside repricing will 
not be linear. These tectonics might have brought forward the sequence we had in mind for HF by a quarter or so. 

Nine key implications for HF. 1) As past rate hikes continue to feed through, slowing economies will foster greater asset 
differentiation, with a focus on traditional growth drivers. 2) Yet, expanding global liquidity, with its lot of valuation anomalies, 
will partially erode the alpha potential. 3) Cross-asset correlations would gradually decline, as growth takes over inflation 
uncertainty, providing some room for thematic allocation – rates remain in the driving seat for now though. 4) Equity and bond 
volatility regimes would both be lower than in 2023, resulting in lower alpha from market timing. 5) Diverging central banks 
will likely provide multiple relative trades for top-down styles. 6) Bonds, HY, EM will be key 2024 themes. HF in these fields, 
which favor relative arbitrage, will be appealing as flows intensify. 7) Corporate activity will bottom out once economies near 
their trough, with more focus on event driven, except for distressed likely to remain soft. 8) Cash rates will stay above-par in 
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Data are as of the date indicated in the legend 
Sources:  Bloomberg, Macrobond, Amundi II 

Data are as of the date indicated in the legend 
Sources:  Bloomberg, Macrobond, Amundi II 

Stance as of Dec 20 
Sources:  Bloomberg, Macrobond, Amundi II  
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 Strong Stock fundamental pricing  2024 albeit down from highs, providing 1-2% extra return for 
HF. 9) Geopolitics will still matter, less from Middle-East and 
Ukraine, more from US/China/Taiwan and US elections. 

For H1 2024, we favor L/S Equity Neutral, Fixed Income 
Macro and Global Macro, and EM Fixed Income strategies. 

After the FOMC, momentum, defensive and large caps 
strongly lagged cyclicals and small caps, but the impact was 
milder in other factors. The drag on alpha was manageable for 
L/S Equity Directional (N), stemming from their cautious 
exposures and their shorts. Going forward, alpha generation 
will be supported by stock differentiation (as pressure on top-
line and margins deepens) and by strong fundamental pricing. 
Range-trading could be the main hurdle given rich valuations. 
Thematic diversification might also be limited, as rates remain 
the key driver and due to a lack of hard catalysts, for now. 

Factor volatility surged in December, but L/S Equity Neutral 
(sOW) were already positioned for lower yields, in particular via 
financials. Position crowdedness and fewer short opportunities 
might temporarily hurt. Yet, alpha conditions look fine, with 
enough stock dispersion albeit selectively, strong fundamental 
pricing, and rising stock arbitrage potential within quant factors. 

M&A activity is bottoming. Despite less support from private 
equity, the pipe of complex/hostile deals is healthy, with limited 
breakups. While regulation is a key risk for Merger Arbitrage 
(N+), at 8%, deal spreads are attractive again. Elevated deal 
volatility and prospect of bidding wars provide alpha potential. 

L/S Credit (N) had gradually raised their exposure and added 
duration and rating risk since October, which positively 
contributed in December. The alpha backdrop has become 
more mixed. Dispersion is selectively returning, with greater 
focus on issuers’ fundamentals, and more short opportunities. 
However, reversal risk is intensifying given the tug of war 
between less adverse credit conditions but rich valuations. A 
lack of catalysts and soft issuance are also limiting the alpha 
potential. Until valuation improve, we see softer excess return. 

Abating macro vulnerability, lower rates, and a manageable 
China slowdown lower the bar to allocate in EM markets. We 
see a higher beta contribution for EM Fixed Income (sOW). 
Alpha remains mediocre, albeit improving. Flows are primarily 
channeled through indices, limiting dispersion, while our fair-
value models spot few compelling country arbitrage. High EM 
credit correlation is also limiting diversification. Yet, dispersion 
is returning in EM FX and economic fragmentation is on the 
rise, along with a number of idiosyncratic developments. 

Fixed Income Macro and Global Macro (both sOW) will 
benefit from relative trades from the uneven paces of monetary 
easing and inflation normalization. Lower rates and a 
manageable economic slowdown in DM will also help explore 
riskier segments. Bond volatility would stay above-par in H1, 
providing market timing windows, as the magnitude of easing, 
the impact from quantitative tightening, and loser fiscal efforts 
further fuel uncertainties. Global Macro will be constrained by 
expanding global liquidity, still high cross-asset correlation, and 
a poorer opportunity set outside fixed income. 

The shift in the rate paradigm might unsettle market 
directionality, with episodes of trials and errors. Fresh sets of 
trends will be needed for CTAs (N-). 

 

 

 

 
Data are as of the date indicated in the legend 
Sources: Bloomberg, Macrobond, Amundi Investment Institute  

   

 Credit conditions are decreasingly adverse but tight spreads  

 

 

 

 
Data are as of the date indicated in the legend 
Sources: Bloomberg, Macrobond, Amundi Investment Institute  

   

 Lower hurdle to allocate to EM Fixed Income styles  

 

 

 

 
Data are as of the date indicated in the legend 
Sources: Bloomberg, Macrobond,  Amundi Investment Institute  
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 Hedge Fund Indices Performance  Index Disclosure 

    
The index returns are provided for 
purposes of comparison and include 
dividends and/or interest income. The 
indices are unmanaged and fully invested. 
Although information and analysis 
contained herein has been obtained from 
sources Amundi AM believes to be 
reliable, its accuracy and completeness 
cannot be guaranteed. Investors cannot 
invest directly in indices. The indices 
referenced herein have been selected 
because they are well known, easily 
recognized by investors, and reflect those 
indices that Amundi AM believes, in part 
based on industry practice, provide a 
suitable benchmark against which to 
evaluate the investment or broader market 
described herein. 

 

 

 

 Data as of Nov 2023. Source: HFR Inc., www.hfr.com, © 2023 HFR, All rights reserved, Amundi Investment Institute  

 

Index Description  

Other L/S Equity: equally weighted performance of HFRI Equity Hedge: Sector - Energy/Basic Materials,  
Technology/Healthcare 

Other Relative Value: equally weighted performance of HFRI Relative Value: Fixed Income-Asset Backed, Convertible 
Arbitrage, Volatility 

Other Macro: equally weighted performance of HFRI, Macro: Active Trading, Commodity, Currency  

HFRI indices: for a comprehensive description of the HFRI indices used in the above table, please refer to the index 
description on HFR website:  https://www.hfr.com/hfrx-indices-index-descriptions 

 

Global Benchmark Description  

40% Equity/60% Bond Basket: Combines the MSCI World and the Barclays Global Bond Aggregate 

Global Allocation Basket: Combines the MSCI World, the Barclays Global Bond Aggregate, Global FX Carry in USD, 
and the S&P GSCI Commodity index. 
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IMPORTANT INFORMATION 

 
This document is not intended for retail investors and is for the exclusive use of institutional investors acting on their own account and categorized 
as either “eligible counterparties” or “professional clients” within the meaning of the markets in financial instruments directive 2014/65/EU. This 
document has been prepared solely for the information of the person to whom it is presented and should not be reproduced or used for any other 
purpose. No recipient of this document may distribute it to any other person. This document is not intended for U.S. investors. 

 

HEDGE FUND - MAIN RISK FACTORS 

Investments in or linked to hedge funds are speculative and may be adversely affected by the unregulated nature of hedge funds and the use of 
trading strategies and techniques. Hedge funds are typically less transparent in terms of information and pricing and have higher fees than 
traditional funds. There is no assurance that any of the strategy will achieve its investment objective. The risks associated with Hedge Funds are 
listed but are not limited to the below: 

• Risk of Non-achievement of Investment Objective: There is no assurance that a strategy will achieve its investment objective. 
• Risk of losses: Investors can suffer a loss of their initial capital, up to total loss of their investment, because it is made on the financial 

markets and uses technologies and instruments that are subject to variations 
• Risk of illiquidity: Certain exceptional market conditions may have an unfavorable impact on the product's liquidity, or even make the 

product totally illiquid. This leads to a risk to the possibility of valuing the product, a risk of loss, and may make it impossible to resell the 
product. Some products are by nature less liquid than others and carry a high liquidity risk 

• Market Risk : The risk of a change in a product's valuation due to market factors, including, among other things, overall business performance 
and the market's perception of economic/political factors influencing the product's valuation 

 

This document has not been prepared in regards to specific investment objectives, financial situations, or the particular needs of any specific entity 
or person. Investors should make their own appraisal of the risks and should seek their own financial advice regarding the appropriateness of 
investing in any securities or financial instrument or participating in any investment strategy. Before you decide to invest in any account or fund, 
you should carefully read the relevant client agreements and offering documentation. 

 

Any descriptions involving investment process, risk management, portfolio characteristics or statistical analysis are provided for illustrative 
purposes only, will not apply in all situations, and may be changed without notice.  

 

PAST PERFORMANCE DOES NOT PREDICT FUTURE RETURNS. THIS ALSO APPLIES TO HISTORICAL MARKET DATA. 

 

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as of 30 November 2023.This 
document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a 
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale 
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction. 
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may 
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended 
to provide tax, legal, or investment advice. Diversification does not guarantee a profit or protect against a loss. This document is provided on an 
“as is” basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not 
be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and 
economic trends are those of the author and not necessarily Amundi Asset Management SAS and are subject to change at any time based on 
market and other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not 
be relied upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, 
including market, political, liquidity and currency risks. Furthermore, in no event shall any person involved in the production of this document have 
any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. 

 

Date of first use: 22 December 2023. 

 

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager 
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