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Hedge funds heed call

Emerging market funds are springing up and those willing to be geogray

Hedge funds are piling into
emerging markets. In the
past year alone, they have
more than tripled their trad-
ing in -emerging market
bonds and now account for
45 per cent of annual vol-
umes, according to. research
conducted by Greenwich
Associates, the consultancy.

The dramatic rise in hedge
funds’ activity “reflects their
increasing geographic diver-
sification as. they seek out
market inefficiencies and
arbitrage opportunities”,
according to Greenwich’s
Woody Canaday.

Patrick Holt,: the head of
Deutsche Bank’s emerging
market and credit hedge
funds sales’ in Europe,
agrees: “Hedge funds pro-
vide a significant amount of
liquidity to the market.”

As well as diversifying
geographically, the funds are
also broadening their invest-
ments into new financial
instruments.

“The involvement of hedge
funds has grown signifi-
cantly in all sectors of the
asset class,” Mr Holt says.
“It used to be that they were
just in external debt and the
currency market, but now
they are expressing their
| views in the emerging mar-
kets through corporate debt,
credit derivatives and local
market products.”

Lou Gerken of Gerken
Capital, an alternative asset
marnager based in San Fran-
cisco with about $1.5bn

under management and
advice mandates for various
funds, is one of the latest to
venture into the space.

He believes the hedge fund
community has missed a
trick in not placing more
emphasis on individual mar-
kets. The biggest opportuni-
ties lie in the fast-growing
“Bric” economies of Brazil,
Russia, India and China, Mr
Gerken says.

“Hedge funds or funds of
hedge funds tend to invest in
emerging markets as a
whole,” he says. “But these
markets do not move
together and you are better
off investing in dedicated
regional or country-specific
funds.”

By early next year, he
plans to launch a Latin
America fund, a greater Rus-
sia fund and a Middle East
fund. These will add to last

Lou Gerken pols to unities in the ‘Bric economies

year’s launch of the greater
China and the India funds,
which currently have assets
under management of about
$25m each.

Emerging market funds
are springing up all the
time. Richard Segal, chief
strategist at Argonaftis Capi:
tal Management, a hedge
fund with $300m under man-
agement, says: “There are
hundreds devoted to emerg-
ing markets.”

But these are not the only
ones playing the game.
“There is also.increasing
interest from forex funds,
credit funds and [interest]
rate funds that are looking
further afield from the core
G7 markets,” says Mr Holt of
Deutsche.

Mr Segal says many funds
whose core business is not
emerging . markets are
“crossing over” into the




