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HEDGE FUND UPDATE

Second quarter 2019 saw most major global equity markets continue their recovery 
from the sharp fourth quarter 2018 market correction, with the S&P 500 Index 
reaching record highs in late June. In May, the US unemployment hit a 50-year low, 
and as of July, the US economy is now officially experiencing its longest expansion in 
recorded history. Along with record US stock buybacks and M&A activity, all signs 
point to late-cycle dynamics. In addition, major central banks appear to be attempting 
to eliminate the business cycle and any potential for losses in equity markets, with the 
US Federal Reserve recently signaling its willingness to respond aggressively to any 
further economic weakness or capital markets volatility with rate cuts. While such a 
move could certainly achieve its objective of extending the current economic cycle in 
the short run, it would risk exacerbating the next downturn, whenever it eventually 
comes. Equity markets also seem to be dismissing elevated geopolitical risk between 
the United States and its rivals. Any further escalation in trade tensions between the 
United States and China would dampen global economic growth at best and could 
eventually lead to far worse outcomes. Hostility between the US and Iranian govern-
ments has also grown, with the latter now openly touting its uranium enrichment 
program achievements, in apparent violation of the 2015 Iran nuclear deal. 

The S&P 500 Index returned 4.3% for the quarter. All major market sectors were 
positive with the exception of energy (-2.8%). Interestingly, the communications 
services (4.5%), consumer discretionary (5.3%), and information technology (6.1%)
sectors all outperformed the broader S&P 500 Index even with heightened regulatory 
scrutiny of the mega-cap technology names that feature prominently in these sectors; 
the US government announced it is investigating whether Alphabet (Google), Amazon, 
Apple, and Facebook violated antitrust laws, raising questions about whether these 
companies are too powerful and should be dismantled. Consequently, large caps 
marginally outperformed small caps, while growth similarly outpaced value. 

Emerging markets equities once again underperformed developed markets stocks (in 
USD terms) in second quarter. The MSCI Emerging Markets Index returned just 0.6%, 
compared to gains of 3.6% and 4.5% for the MSCI All Country World Index and the 
Stoxx 600 Index, respectively.



Copyright © 2019 by Cambridge Associates LLC. All rights reserved.

This report may not be displayed, reproduced, distributed, transmitted, or used to create derivative works in any form, in whole or in portion, 
by any means, without written permission from Cambridge Associates LLC (“CA”). Copying of this publication is a violation of US and global 
copyright laws (e.g., 17 U.S.C.101 et seq.). Violators of this copyright may be subject to liability for substantial monetary damages.

This report is provided for informational purposes only. The information does not represent investment advice or recommendations, nor 
does it constitute an offer to sell or a solicitation of an offer to buy any securities. Any references to specific investments are for illustra-
tive purposes only. The information herein does not constitute a personal recommendation or take into account the particular investment 
objectives, financial situations, or needs of individual clients. Information in this report or on which the information is based may be based 
on publicly available data. CA considers such data reliable but does not represent it as accurate, complete, or independently verified, and 
it should not be relied on as such. Nothing contained in this report should be construed as the provision of tax, accounting, or legal advice. 
Past performance is not indicative of future performance. Broad-based securities indexes are unmanaged and are not subject to fees and 
expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Any information 
or opinions provided in this report are as of the date of the report, and CA is under no obligation to update the information or communicate 
that any updates have been made. Information contained herein may have been provided by third parties, including investment firms providing 
information on returns and assets under management, and may not have been independently verified.

The terms "CA" or "Cambridge Associates" may refer to any one or more CA entity including: Cambridge Associates, LLC (a registered invest-
ment adviser with the US Securities and Exchange Commission, a Commodity Trading Adviser registered with the US Commodity Futures 
Trading Commission and National Futures Association, and a Massachusetts limited liability company with offices in Arlington, VA; Boston, MA; 
Dallas, TX; Menlo Park, CA, New York, NY; and San Francisco, CA), Cambridge Associates Limited (a registered limited company in England 
and Wales, No. 06135829, that is authorised and regulated by the UK Financial Conduct Authority in the conduct of Investment Business, 
reference number: 474331); Cambridge Associates Limited, LLC (a registered investment adviser with the US Securities and Exchange 
Commission, an Exempt Market Dealer and Portfolio Manager in the Canadian provinces of Alberta, British Columbia, Manitoba, Newfoundland 
and Labrador, Nova Scotia, Ontario, Québec, and Saskatchewan, and a Massachusetts limited liability company with a branch office in Sydney, 
Australia, ARBN 109 366 654), Cambridge Associates Investment Consultancy (Beijing) Ltd (a wholly owned subsidiary of Cambridge 
Associates, LLC which is registered with the Beijing Administration for Industry and Commerce, registration No. 110000450174972), and 
Cambridge Associates Asia Pte Ltd (a Singapore corporation, registration No. 200101063G, which holds a Capital Market Services License to 
conduct Fund Management for Accredited and/or Institutional Investors only by the Monetary Authority of Singapore).

Hedge funds also fared well in second quarter, with the Hedge Fund Research 
Composite Index appreciating 1.9%. At the individual strategy level, the HFR Macro 
(Total) Index gained 2.7%, the HFR Equity Hedge (Total) Index increased 1.8%, and 
the HFR Event-Driven (Total) Index appreciated 1.4%. As a result, hedge funds are on 
pace for their best-performing calendar year since 2009. 

Many hedge fund strategies have produced disappointing returns over the last several 
years, leaving investors jaded. In general, investor frustration has led to a reduction in 
hedge fund exposures, with some investors even eliminating hedge fund allocations 
altogether. While we sympathize with their frustration, the reduction in hedge fund 
exposure comes at a time when the economy appears in the later stages of an expan-
sion and with markets beginning to exhibit late-cycle behaviors. Portfolio hedges and 
diversification now seem underappreciated. Maybe this time it’s different, but extrap-
olating uninterrupted economic expansion and equity market appreciation could 
prove imprudent. ■  

Eric Costa, Managing Director 
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