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What priceingtitutional investment?

BY KEITH DAMSELL

TORONTO - It was hilled as a debate, but
what atendees ended up getting was a spirited
crash-course in the hedge fund industry's
growingpains.

Jm McGovern, managing director and chief
executive officer of Arrow Hedge Partnersinc.,
was reluctantly drafted by the Alternative
Investment Management Association to argue
how large inditutiona investors in the asset
classare hurting returns.

It was an awkwad podtion for Mr.
McGovern, who adso serves as founding
chairman of the Canadian chapter of AIMA.
He courts indtitutional dollars that lend hedge
funds credibility and has been one of Canadds
most vocal defenders of the sector following
the high-profile collapses of Portus Alternative
Aset Management Inc. and Norshidd
Financid Group.

“Vagt capitd is hurting returns” he told a
Toronto audience of about 100 investment
professionals. The market collgpse of the tech
sector raised “terrifying’ fears that inditutions
and pension funds may not be able to mest
future obligations, he said.

Billions of dollarsflooded in to hedge funds, a
wealth of riches that left many fund managers
rik-averse, willing to “avoid superior
performance for fear of cracking the golden
egg” Mr. McGovern sad. “The eephanits
[ingtitutiond investorg] are leaving very, very
large footprints on the industry and creating a

rather messy situation that will eventualy have
to be cleaned up?’

Managers are less opportunistic and returns
have suffered, he said. A year ago, major U.S
fixed-income hedge funds were hurt when
corporate bonds of Ford Motor Co. and
General Motors Corp. were cut to junk status,
affecting $453-hillion (U.S) in obligationsheld
by the two auto makers.

“Everybody is in the same damn trade. They
have to be... because they cant do more
profitable, smaller trades,” Mr. McGovern said.

Chris Guthrie, chief executive officer and
founding partner of Hillsdde Investment
Management Inc., defended hedge fund
investing by inditutions, arguing that it's near
impossible to link performance with arise in
investment dollars.

The collgpse of the tech market left many
hedge fund managers“ on thewrong side of the
trade,” leading to a shift in risk tolerance and
ultimately, a decline in returns, Mr. Guthrie
sad.

More importantly, hedge funds remain atiny
part of the inditutiona investment landscape,
he said. Globa hedge fund investment by
ingtitutions has soared from about $375-hillion
(U.S) in 1998 to about $1.1-trillion in 2005, he
added.

But the asset class's value as a percentage of
the total market has remained reaively flat
during the same period, climbing from 0.3 per

cent to about 0.44 per cent. The overwhelming
bulk of ingitutional dollarsis held in equities,
derivatives and debt securities.

“The eephant ismerely amouse. None of this
is affecting hedge fund returns,” Mr. Guthrie
told the audience. In an interview following the
debate, he added that“ if you ask for lower risk,
youwill get lower performance. . . The beauty
of hedge fund is they can mach or mest an
individua's or an ingtitution's desired risk.”

It's estimated Canadas hedge fund market is
about $20-billion (Canadian), afraction of the
U.S. maket. Only a handful of Canadian
inditutiona  investors, including  Ontario
Teachers Pension Plan and the Caisse de dépdt
et placement du Québec, have sgnificant
investment in hedge funds.

Industry sources cite a series of factors behind
the limited exposure, including drong
Canadian equity returns, a Canadian hedge
fund market ill initsinfancy, and limited due
diligence investment gtaff at Canadas penson
funds.

Not surprisingly, the partisan crowd backed
Mr. Guthrie and, by a show of hands, he was
voted thewinner of the debate. Hisprizewasa
bottle of wine. Mr. McGovern did not leave
empty handed -- the consolaion gift was a st
of golf ballsembossed with the Portuslogo.




