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Dear investor
 

The Richmond International Fund invests in funds managed by what we believe are some 
of the most impressive and accomplished investment managers in the world. We like these 
managers NOT necessarily because they have shown they can generate favourable investment 
returns but primarily because they have strong risk-management techniques and practises in 
place. That is, their respective investment portfolios and practises have positions and systems 
in place which effectively reduce the loss to the fund’s value if a particular view or position 
goes wrong. I sometimes think of it as an “insurance policy” on the portfolio or an effective 
system to cut losses and move on.

You will recall a key component of Richmond’s philosophy is to restrict the extent and periods of losses in the Fund so 
as to minimise resulting time required to catch-up that lost value (e.g. don’t fall 25% because you then need to make 
+33% to get back to par!) This allows for more time to actually make money and can generate powerful compound 
returns over time.

This grouping of funds which we use to meet our philosophy and objectives introduced above is fairly or unfairly 
labelled “hedge funds”. I’ve outlined for you below the basics of hedge funds which will hopefully demystify to some 
extent what these managers are all about. I’ve also included a description of the few hedge fund strategies in which 
we invest just to reiterate that we are selective in where we invest and with whom.

I hope you find this note useful.

Warren Couillault

CEO

Hedge Funds 101
Description of a ‘Hedge Fund’

A hedge fund is a managed portfolio of investments that uses advanced investment strategies such as leverage, 
long, short and derivative positions in any types of securities in all markets where it foresees impressive gains at 
reduced risk. The primary aim of most hedge funds is to reduce volatility and risk while attempting to preserve 
capital and deliver overall positive returns. In fact many hedge funds target consistency of returns and capital 
preservation rather than magnitude of returns. 

Along with its underlying investment / assets, a hedge fund also includes positions and instruments which hedge 
or protect the value of the assets in the portfolio. That is, the portfolio includes investments designed to reduce the 
risk of adverse price movements in an asset. Normally, a hedge consists of taking an offsetting position in a related 
security, such as a futures contract. These hedging positions often also serve to reduce correlation of the portfolio’s 
returns with equities and bond markets.

There are many distinct investment strategies used by hedge funds, each offering different degrees of risk and 
return. Investment returns, volatility, and risk vary enormously among these different hedge fund strategies. Some 
strategies are able to deliver consistent returns with extremely low risk of loss, while others may be as volatile as, 
or more volatile than, traditional funds.

Pension funds, sovereign funds, charities, insurance companies, private banks and high net worth individuals and 
families invest in hedge funds to minimize overall portfolio volatility and enhance returns.
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Definition of “Fund of Funds”

A fund that invests in other investment funds, sometimes known as “multi-management”. 

A “fund of funds” allows investors to achieve a broad diversification and an appropriate asset allocation with 
investments in a variety of fund categories that are all wrapped up into one fund. 

A successful fund of funds recognizes the different risk and return features of the different hedge fund strategies 
and blends various strategies and asset classes together to create more stable long-term investment returns than 
any of the individual funds. 

Richmond’s preferred investment strategies 

There are many distinct hedge fund strategies typically pursued by hedge fund managers. At present, Richmond 
limits itself to the strategies listed below where we understand the drivers of the strategy and can properly and fully 
evaluate individual managers within. 

•  Global Macro: An investment strategy that bases its holdings - such as long and short positions in various equity, 
fixed income, currency, commodity and futures markets - primarily on overall economic and political views of 
various countries (macroeconomic principles).

  Example: a Global Macro fund manager may hold the view that the gold price looks expensive relative to the 
Australian dollar and seeks to profit from this view by selling gold futures and buying the Australian dollar.

•  Equity Long/Short: A strategy that is equity-oriented and carries long and / or short positions in many equity 
securities and markets. Managers have the ability to shift from a net long position to net short and may also use 
futures and options to hedge.

  Example: an Equity Long/Short fund manager may hold the view that the Apple share price looks expensive 
relative to that of Google and seeks to profit from this view by short-selling Apple shares (ie borrowing shares, 
selling them with a view to re-purchasing at a later date at a lower price) and buying Google shares. Or the fund 
manager may simply short Apple shares…

•  Fixed Income Relative Value: A strategy that aims to profit from price anomalies between related interest 
rate securities. Most managers trade globally with a goal of generating steady returns with low volatility. When 
following a fixed-income arbitrage strategy, the investor assumes opposing positions in the market to take 
advantage of small price discrepancies while limiting interest rate risk. This strategy includes interest rate swap 
arbitrage, US and non-US government bond arbitrage and forward yield curve arbitrage. 

  Example: a fixed-income relative value manager may simultaneously purchase and sell a bond and a futures 
contract to profit from a difference between the futures price and the physical bond price at delivery.

•  Quantitative: An investment fund where investment opportunities are found after the quantitative analysis of 
price and/or economic data is performed. In a quantitative fund, the managers build computer-based models 
to determine whether an investment meets predetermined risk reward criteria, with the buying and selling of 
securities based on predetermined criteria, usually on the basis of trend following, pattern recognition or mean 
reversion. This method allows traders to enter transactions without emotion and back-test their strategies by 
using historical data from any time period. In a pure “quant shop” the final decision to buy or sell is made by the 
model. The models may utilise any combination of fundamental, technical or other factors. This strategy invests 
in a wide array of assets and securities including currencies, equities, futures, options, credit and interest rates. 

  Example: a quant. fund may have a rule to buy certain securities when their prices fall to a pre-determined level 
below the securities 90-day moving average prices. The model might typically continue to hold the securities 
until such time as the price difference either diminishes or disappears. The fund would then sell the securities.


