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with just 4% and 2% respectively, 

who expect their allocations to 

decrease.

Public pension plans were 

amongst the most optimistic of all 

the investor types. In total, 55% 

of the public pension plans said 

they were looking to increase 

their allocation, 42% were looking 

to maintain their current allocation 

with only 3% were looking to 

decrease their exposure to the 

market.

Factors affecting manager selection 

With the increased capital being committed 

to the hedge fund market from institutional 

investors we looked to analyse the most 

important criteria for investors when they 

chose a hedge fund, or fund of hedge funds 

manager. We asked investors for their top 

3 factors and then calculated the results on 

a points scoring basis. For the investor’s 

most important factor we would award 3 

points, 2 points for the next factor and then 

1 point for the third most important factor. 

These results can be seen in Fig. 3. 

The results of our survey show that the most important factor 

for investors when choosing a new hedge fund manager is the 

performance  record  of the  fi rm.  One  of  the  primary  reasons 

that institutional investors are moving away from the traditional 

markets into hedge  funds is an attempt  to achieve strong returns, 

uncorrelated to other investments in their portfolio. It is therefore 
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Fig. 2: Expected Change in Hedge Fund Allocation by Region

Fig. 3: Critical Factors Affecting Investors’ Hedge Fund Selection Criteria
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of little surprise that performance record emerged as the most 

important search criteria for investors seeking to maximise their 

potential returns.

The hedge fund managers risk management is also seen as very 

important and this can be linked with the source of the manger’s 

returns. A prominent North American based fund of hedge fund 

manager commented that funds that have withstood market 

pressures due to excellent risk management frameworks have 

helped restore client’s confi dence. 

The quality and experience of investment personnel is another 

important factor for investors when considering investment. All 

the different types of investors claimed that quality of personnel 

was important, however, it was interesting to note those that this 

was seen as especially important amongst a number of public 

pension funds, a number of which also cited fi rm reputation as 

an important factor. A Scandinavian pension plan commented 

that, “Some of the risk parameters we take into account are fi rm 

reputation and age of fi rm. One thing that is of utmost importance 

is track-record and experience of the current personnel.” 

Institutional Investor’s Hedge Fund Returns

Through our hedge fund investor survey we wanted to investigate 

whether institutional investor’s hedge fund returns were reaching 

the levels they expected. As shown in Fig. 4 the majority of 

investors claimed that their returns were either exceeding, or 

matching their expectations.

In total 44% of the investors in the survey noted that the hedge fund 

returns that they have received have matched their expectations. 

A leading UK private pension plan noted that returns have 

consistently been about 10% per annum for the past three years 

from investments in 3 fund of hedge funds. 

Some hedge fund returns have exceeded institutional investor’s 

expectations. A total of 32% of the investors in our survey 

claimed this to be the case. Generally endowments, with more 

sophisticated investment models and a tendency to invest 

directly, therefore avoiding extra layers of fees, have achieved 

returns that have exceeded their expectations. 

Conclusions

Through our analysis we have uncovered a number of important 

industry trends. The overall feeling from investors towards the 

asset class remains positive. Although we have seen the market 

experience turbulent conditions of late, this has not shaken 

investor confi dence. There has been, and may continue to be a 

slowdown in growth but our research points to the fact that the 
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Fig. 4: How have hedge fund returns lived up to 
investor expectations?



© 2007 Private Equity Intelligence Ltd. / www.preqin.com 15

industry will continue to evolve and expand. Those managers that 

have the best risk management practices will continue to fl ourish 

and a number of fund managers may reallocate capital between 

underlying strategies. There will continue to be a number of 

opportunities for investors to achieve high returns. Investors may 

well look to conduct even more thorough due diligence on the 

strategies used by the managers in their portfolio but institutional 

investor appetite for hedge funds sees no signs of abating.

These fi ndings are taken from the forthcoming Preqin 
Hedge Publication, The 2008 Preqin Hedge Institutional 
Investor Directory, which is packed with the latest trends 
and statistics for the institutional investor universe, plus 
full results of our survey, and full, detailed profi les for 
750 of the most important investors in hedge funds 

worldwide.
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Ohio Public Employees’ Retirement System’s Health Care 

Plan has announced its maiden private equity target allocation. 

The OPERS total investment portfolio is divided into three funds: 

the Defi ned Benefi t Fund, the Defi ned Contribution Fund and 

the Health Care Fund. The USD 73 billion defi ned benefi t plan 

has a target allocation of 4% to private equity which the system 

is aiming to achieve by 2009. The USD 12 billion health care 

plan has a target of 5% of its total assets to private equity and 

will actively seek potential investments in 2008. Its investment 

consultant Mercer Investment Consulting recommended the new 

allocation. 

Sequoia Capital has severed its relationship with Yale University 

Endowment due to the University’s lack of interest in Sequoia 

Capital’s later stage deals in China and Israel. It will now deny 

Yale access to all future Sequoia funds. In the past few years, 

Yale has declined to invest in some funds launched by Sequoia, 

including a 2005 fund focused on Chinese companies. The 

endowment fi nds investments in Asia appealing despite the risks 

but it prefers to consider all opportunities in emerging markets 

on a case-by-case basis, and as such has refused to agree to 

commit to Sequoia’s emerging markets funds.

Los Angeles Fire and Police Pension System is planning 

to increase its allocation to buyout funds, whilst decreasing its 

allocation to venture capital funds. Previously, the public pension 

fund had allocated 60% to buyout funds and 25% to venture funds. 

Now, the target for buyout vehicles has increased to 70%, whilst 

the target for venture vehicles has decreased to 15%. LAFPP’s 

overall annual commitment target to private equity increased to 

USD 450 million earlier in the year and involves an increase in 

the number of partnerships backed per year to 10-20.

CAM Private Equity is embarking on a joint venture with Fairview 

Capital Partners in an attempt to gain better access to venture 

capital and growth capital funds in the US. CAM Private Equity 

is initially looking to form relationships with US fund managers 

and believes that by working closely with Fairview, this can be 

achieved. However, it will not be raising a vehicle with the fi rm.

AED 12.4 billion Zabeel Investments has made a commitment to 

Shefa Healthcare Fund, a buyout fund that is looking to raise USD 

115 million to make Shariah-compliant investments of between 

USD 3 million to USD 15 million in healthcare operations based 

in the Middle East and Africa. Other limited partners in the fund 

include International Finance Corporation (IFC) and Saudi 

Healthcare Investment Company.

The Wellcome Trust, the UK’s largest investor in private equity, 

has made a commitment to Olympus Growth Fund V which held 

its fi nal close on USD 1.53 billion. The Trust is an opportunistic 

investor in private equity and will invest in a variety of different 

fund types and has no preference regarding industry focus.

Macif is in the process of reviewing its asset allocation. The EUR 

16 billion French insurance company is considering increasing 

its target allocation to private equity and expects to invest EUR 

100 million over the course of 2008. It is contemplating allocating 

more of its capital towards fund of funds as it prefers this fund 

type and also expanding its portfolio to include funds outside of 

France, particularly in the rest of Europe. A decision is likely to be 

made by the end of 2007.

Golding Capital Partners is raising its latest fund of funds. 

Golding Mezzanine IV is looking to raise EUR 300 million in 

commitments and will mainly target mezzanine funds with a small 

allocation to buyout and venture funds. It has already committed 

or pre-committed EUR 70 million to both mezzanine and buyout 

funds in Europe and the US, including Apax Europe VII, Thomas 

H Lee VI and ICG European Fund 2006.

AP-Fonden 7 is looking to commit approximately 6% of total 

assets under management to private equity funds of funds over 

the course of the next twelve months. The pension fund will 

either make these additional commitments through HarbourVest 

Partners, Hamilton Lane, LGT Capital Partners or invest in new 

funds. In Q3 2007 the pension fund increased its target allocation 

to private equity from 4% to 7.25% following a strong return of 

13.9% on its investments in private equity funds for the fi rst six 

months of the year.

Investor Spotlight:
News

Each month Spotlight provides a selection of the recent news on institutional investors in private equity.

More news and updates are available online for Investor Intelligence subscribers.

Contact us for more information - info@preqin.com




