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ollowing a subdued appetite for alter-

native investments over the past two
years, hedge funds appear to be re-

turning to the Middle East with inter- -

est in both hedge funds and funds of
hedge funds slowly rising.

The overall liquidity situation has im-
proved and risk appetite among investors
has made a comeback as global markets
recover.

“We also partially attribute this increased
interest to the compression of vields on re-
gional fixed income which has been a major
focus among regional investors,” says Mah-
moud Al-Khawaja, CEO, Capintro Partners,
which has carried out research into the
Mena hedge fund market.

“Regional credits offered investors ex-
tremely attractive yields for solid credits
over the past 18 to 24 months in line with
global fixed income. As fixed income has
rallied, yields have declined which now com-
pels investors to look for returns elsewhere.
Mena investors also expect hedge funds to
perform well in 2011.

“As this continues to take place, we ex-
pect that appetite for hedge funds will con-
tinue to increase,” adds Al-Khawaja.

According to Capintro Partner’s re-
search, the majority of interest has been in
the most liquid strategies including global
macro, CTAs and some of the more liquid
long-short strategies. Additionally, the firm
found investors across the Mena region fa-
vour hedge fund strategies focused on Asia
ex-Japan, then other emerging markets fol-
lowed by the US.

“This continues to be the case as we see

into hedge

the so-called risk on trade back on and
“investors focused on emerging markets
which have performed well in 2009 and so
far in 2010.”

While this asset class is regaining popu-
larity in the Mena region, several barriers
remain to raising capital for hedge funds.
Because of this, many hedge fund manag-
ers choose to use local placement partners
to access these investors according to Al-
Khawaja.

“This region is a relationship-driven mar-
ket and, while allocations to managers may
not be made by who you know, knowing
the right clients and having had positive
past dealings with them will lead to meet-
ing decision makers, obtaining their accu-
rate feedback and reducing the long and
extensive sales cycle,” he says.

“We find that investors are more comfort-
able investing with managers who have re-
gional presence or a local partner. Investors
are able to get clarification or information in
a more timely manner and avoid the time/
day mismatch with Europe and the US.”

Another barrier to entry in this region is
the fact that investors may not be so appar-
ent. While the banks, investment companies
and sovereign wealth funds may be easy to
spot, there is a whole other tier of inves-
tors which is not so obvious. Al-Khawaja
explains that hedge fund managers require
market knowledge and experience in order
to identify, meet and potentially work with
this segment of investors. “Education is an
issue with some of these investors,” he says.
“Managers must educate the clients in order
to help them understand their strategies

ol



and investment philosophy.”

Further, a local partner could potentially
allow managers access without the need
or hassle of setting up a local office in the
midst of increased regulation in the region,
he adds.

Mena investors will continue to increase
their allocations to hedge funds as their
global knowledge increases and they be-
gin to understand how alternative products
work, including the diversification and cor-
relation benefits they bring to portfolios, ac-
cording to Al-Khawaja.

“Several years ago, the Mena region was
predominantly a fund of hedge funds mar-
ket,” he says. “We have seen a large num-
ber of investors migrate towards investing
directly in single managers as their knowl-
edge and expertise within hedge funds has
grown.

“Our outlook for hedge fund managers
looking to raise capital from the region is
very positive and we feel confident that al-
locations from investors will increase and
demand will continue to improve.”

While international investors in hedge
funds tend to be strategic in their alloca-
tion, local Mena investors are often more
opportunistic, according to Capintro Part-
ner’s research.

“It is for this reason that we feel Middle
East investors were very reactive in redeem-
ing from hedge funds in the crisis and find
that their holdings have been substantially
reduced throughout the past 24 months,”
says Al-Khawaja. “This of course will pres-
ent an opportunity as they will look to rein-
vest and some are already starting as their
risk appetite and liquidity has improved.”

As a result of the financial crisis, the use
of consultants by local Mena investors has
become more widespread. Pre-crisis most
investors preferred to manage their assets
in-house.

“We are seeing more widespread use of
consultants among sovereign wealth funds,
investment companies, banks and another
investors,” says Al-Khawaja. “We have found
some to use consultants for asset allocation
guidance and others to use consultants for
specific manager selection.”

This factor has also led to increased un-
derstanding of alternative asset classes and
raised investor confidence levels to a point
where hedge funds are back on many of
their investment radars.
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Liquidity requirement of investors
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